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UNITED STATES-CHINA TRADE RELATIONS 
AND RENEWAL OF CHINA’S MOST-FAVORED- 
NATION STATUS 


TUESDAY, JUNE 11, 1996 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on 'Hiade, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 10:13 a.m., in 
room 1100, Longworth House Office Building, Hon. Philip M. Crane 
(Chairman of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649 

June 7, 1996 
No, TR-25 

Crane Announces Hearing On 
U.S.-China Trade Relations And 
Renewal Of China’s Most-Favored-Nation Status 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing 
on U.S.-China trade relations, including the issue of renewing China’s most-favored-nation 
(MFN) status. The hearing will take place on Tuesday, June 11, 1996, in the main 
Committee hearing room, 1100 Longwoitb House OfHce Building, beginning at 
10:00 a.m. 

Oral testimony at this hearing will be heard from invited witnesses. Also, any 
individual or organization may submit a written statement for consideration by the Committee 
or for inclusion in the printed record of the hearing. 

BACKGROUND : 

Non-discriminatory MFN trade status was first granted to the People’s Republic of 
China on February 1, 1980, and has been extended annually since that lime. Annual 
extensions are granted based upon a Presidential determination and report to Congress that 
such an extension will substantially promote the freedom of emigration objectives in Title IV 
of the Trade Act of 1974, the so-called J»:kson-Vanik amendment. Subsections 402 (a) and 
(b) of the Trade Act set forth criteria which must be met, or waived by the President, in order 
for the President to grant MFN status to non-market economies such as China. 

The annual Presidential waiver authority under the Trade Act expires on July 3 of each 
year. The renewal procedure requires the President to submit to Congress a recommendation 
for a 12-month extension by no later than 30 days prior to the waiver’s expiration (i.e., by no 
later than June 3). The waiver authority continues in effect unless disapproved by Congress 
within 60 calendar days after the expiration of the existing waiver. Disapproval, should it 
occur, would take the form of a joint resolution disapproving the President’s determination to 
waive the Jackson-Vanik fieedom of emigration requirements for China. 

FOCUS OF THE HEAMNG : 

The focus of the hearing will be to evaluate overall U.S. trade relations with the 
People’s Republic of China, and to consider the extension of MFN status for China for an 
additional year on the basis of that country’s emigration performance. The Subcommittee will 
be interested in hearing testimony on China’s emigration policies and practices; on the nature 
and extent of U.S. trade and investment ties with China and related issues; and on the 
potential impact on China, Hong Kong, Taiwan, and the United States of a termination of 
China’s MFN status. 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS : 

Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) copies of their statement by the close of 
business, Tuesday, June 18, 1996, to Phillip D. Moseley, Chief of Staff, Committee on Ways 
and Means, U.S. House of Representatives, 1 102 Longworth House Office Building, 
Washington, D.C. 20515. If those filing written statements wish to have their statements 
distributed to the press and interested public at the hearing, they may deliver 200 additional 
copies for this purpose to the Subcommittee on Trade office, room 1104 Longworth House 
Office Building, at least one hour before the hearing begins. 


(MORE) 




3 


FORMATTING REOUmEMENTS : 

beta etitaaiMt pnmted ftr ptsttif to (tao Ceairmwi bj & vtaou, 007 wriBoa itatwt or oitaUdt oataniaot for lha printed roeord 
or any writta rwwto In n^oBoa to t roqnoot fa vritua oonaati lutt eenfom to *0 ibUoUdoo lletod taolow. Any otnunat 
ntaltaU not In eoBpUaaeo irttt ttaiM (BMaUsoo vUiittao pristod, but win bo Bolatatnod la ftp CoauntttN tUoo faroriew udnio 

COBIWlttOO. 

1. AO otntoanto and any aoempanyliif oitalUti fa prindBA BUt bo typed la rinflo apM a la(al-ilM papa ad may not 
OKOod a total of lO pagoo 

2. Copla of ^rio doemiata abmlttod a otaltali autarlal will not bo aeeoptod fa printtnc. Inataad. oitaMt matailal ataeild bo 

nforaeod ad dsotod a panptaraod Afl oslilblt na noodac ttaooo apodOeattono will bo ■ftntata la die Conunlttoo fUa fa 

roflow ad nao by ttae Comattuo. 

S. Kalaaati nut oatala tko aaaa aad oapaeUy la wtaleta ttao witaou will appear a> fa wrttta ceaoBati. die namo ad 
eapadty of the porta ataBttdnc Aa ctataaat, a writ a ay eUati a ponona. a ay oofaaliBda fa when Ao wttaooa appoan a fa 
wtaoB the otatoMat la aataoiltted. 

4 . A applomaial otaoot Boat y oaota ftaioaat Uittof Ao naBO, fall addnaa. a taloptaao amba wliero Ao wliBoa 

a Ao ropooatada may bo naehod ad a topleal attlBi a cauutry of Ao eoBBaia ad laeanmadadou A Ao foil 

ftatoBBU. Ttala aa^oBntal otaoot wlO bm bo taeladod A Ao printed rteord. 

Ike abon rooUcdoa ad apply only A autorAl boAg nbolttod fa yrtadag. AataBoata ad oitalbttt a mpploBoaiary 

BBtaolal wbaitBod oololy fa dAMbada a Ao MoaAaB, Ao proa ad At pohlte AuAf At ooma of a pabUe baariaf aay bo aboltiad A 
oAa fonna. 

Note: All Committee advisories and news releases are now available over the Internet at 
GOPHER.HOUSE.GOV, under ’HOUSE COMMITTEE INFORMATION’. 


ti £• 




4 


Chairman Crane. Good morning. This is a meeting of the Ways 
and Means Trade Subcommittee to review the critical issue of Unit- 
ed States-China trade relations. 

On an annual basis, as required by 1974 Jackson-Vanik statute, 
Congress considers the question of renewing China’s MFN trade 
status. We must continue to emphasize that MFN is normal or 
standard trade treatment, uniform among 150 U.S. trading part- 
ners. I believe it is misleading to characterize MFN as exceptional 
or special tariff treatment. 

My colleagues know that I am a strong supporter of expanding 
trade relations with China as the most effective way to promote 
change and improve human rights. The annual process of subject- 
ing the United States-China trade relationship to a hostile vote in 
Congress is harmful to our deeply felt goals of freedom and pros- 
perity for the Chinese people. It simply does not increase our lever- 
age or our influence in China. 

I am encouraged by the growing view among the U.S. business 
community that the Jackson-Vanik statute should be revised to re- 
flect the importance of the Chinese economy to long-term U.S. 
interests in Asia. 

I would now like to yield to my distinguished colleague from New 
York, Mr. Rangel, for an opening statement and for everyone to 
wish him happy birthday, which is this great day. [Applause.] 

Mr. Rangel. Thank you. 

Chairman CRANE. I want to thank the witnesses in advance for 
their prepared testimony, and ideally, if you can try and confine 
any opening remarks to 5 minutes, any extended remarks will be 
made a part of the permanent record. 

Now I yield to the birthday boy. 

Mr. Rangel. Thank you, Mr. Chairman. I might heartily add 
that I hope that no one treats me any differently today than any 
other celebrity. [Laughter.] 

Thank you for holding today’s hearing. We all agree that China 
poses one of the most significant trade and foreign policy chal- 
lenges for the United States. I hope that this hearing and the pro- 
posed renewal of China’s most-favored-nation status would shed 
more light on the problems that we face, China and therefore the 
world. 

We have to really try to decide how we are going to wrestle with 
and handle the ever-growing $34 billion trade surplus that China 
has with the United States. I, for one, do not understand and hope 
I never understand the way China believes it can continue to vio- 
late our intellectual property rights and ignore the vast amount of 
time, money, and research that we put into what is our most 
valuable export. 

It is true that trading with China does provide many jobs for the 
people in the United States and around the world, but notwith- 
standing that, I think that China should be placed on notice that 
this country cannot afford to have its assets just stolen and pirated 
because of some difference in culture, as I understand it from those 
who are China watchers. 

In any event, the President is correct that we should not just ar- 
bitrarily cutoff trade with China. It is too serious a question for us 
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to treat that way. The question of human rights continues to be a 
very important subject that will remain on our agenda. 

I Just hope that it is abundantly clear to all that I am a strong 
supporter of the U.S. intellectual property rights, and in this re- 
gard, I cosponsored H.R. 3421, to impose increased tariffs on 
CWnese products until the President certifies that China complies 
with the agreement to protect intellectual property rights. I also 
support strict monitoring of the United States-China Bilateral Tex- 
tile Agreement, especially provisions related to transshipment of 
textiles through other countries. 

If we decide, and I know we will, to support China’s continued 
MFN status, we must nevertheless identify and consider other op- 
tions available to effectuate changes in China, if our current poli- 
cies over time, and I do not know how much time, fail to produce 
the desired results, not only for us, but for the rest of the world. 
I suggest a stronger Congressional role in China’s accession to the 
WTO and hope that the Trade Subcommittee would discuss this 
idea in depth at the appropriate time. 

I would want my friend, Mr. Solomon, who is a fellow New 
Yorker, to know that the way the Chinese treated me on November 
30, 1950, on the Yalu River has nothing to do with my position 
today. I look forward to this hearing and I thank you for calling 
it. 

[The opening statement follows:] 

Opening Statement of Hon. Charles B. Rangel 

Mr, Chairman, thank you for holding today’s hearing. We would all agree that 
China poses one of the most significant trade and foreign policy challenges for the 
United States. 

I hope that this hearing on United States-China trade relations and the proposed 
renewal of China’s Most-Favored-Nation status will shed more light on the broader 
questions and challenges confronting the United States in China. 

On the trade side, we must determine how to best address China’s burgeoning $34 
billion trade surplus with the United States; China’s piracy and gross violations of 
Intellectual Property Rights; discriminatory entry barriers in Cmna to U.S. trade 
and investment; and, Chinese accession to the World Trade Organization (W'TO). 

On other fronts, we cannot ignore the cries and aspirations inside China for jus- 
tice and democracy. We mu^ continue to aggressively confront and condemn 
China’s disregard for human rights, the revocation of liberties for masses of people, 
and the blatant disrespect for the due process of law. 

China must also adhere to the spirit and letter of nonproliferation. The United 
States, as the leader and champion of freedom, peace and democracy, must pursue 
policies that will assure China’s res^t for these fundamental principles. 

While these principles can be applied within the context and dignity of a country’s 
culture — the basic universal principles of humanity must not be compromised. 

I have heard credible arguments both pro and con regarding the use of MFN to 
bring about constructive change in China. 

As a backdrop to this debate, we must keep in mind China’s immense importance 
as one of our largest trading partners — with nearly 200,000 U.S. jobs tied to over 
$55 billion in bilateral trade. China’s enormous size as the third largest economy 
in the world with over of 1.2 billion iwople; and, U.S. security interests in Asia are 
also interconnected to overall U.S. policy towards China. 

Parenthetically, I would also note with interest that in 1995, New York’s exports 
to China totaled over half a billion dollars — ^rising at a rate of almost 40% in two 
years. 

The Clinton Administration has sought to navigate U.S. trade and foreign policy 
through this web of challenges and competing priorities. President Clinton has de- 
cided to renew MFN for China for another year in the context of his overall policy 
of constructive engagement with China. 

I have been asked by the Administration to support this policy even though there 
is no strong evidence to suggest that this policy has resulted in tangible benefits 
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for the United States in terms of a reduction in the bilateral trade deficit or a less- 
ening of human rights abuses. Apparently more time and patience are needed. 

Nonetheless, I nope that the Administration officials present today can further 
clarify how we can develop a constructive framework with China that will advance 
U.S. policy objectives in both trade and human rights without resorting to a 
withdrawal of MFN. 

On other matters, I am a strong supporter of U.S. intellectual property rights. In 
this regard, (co-sponsored H.R. 3421 to impose increased tariffs on Chinese products 
until the President certifies that China comphes with the agreement to protect intel- 
lectual property rights. 

I also support strict monitoring of China’s bilateral textile agreement — especially 
provisions related to performance on transshipments of textiles through other 
countries. 

If we decide to support China’s continued MFN status, we must, nonetheless, 
identify and consider other options available to effectuate change in China, if our 
current policies over time fail to produce desired results. 

Some have suggested, for example, a stronger Congressional role in China’s acces- 
sion to the WTO. I would hope that the Trade Subcommittee would discuss this idea 
in depth at the appropriate time. 

Mr. Chairman, I look forward to this hearing this morning and hope that these 
issues will be addressed by our witnesses. 

Chairman Crane. I would like to yield at this time to Ms. Dunn. 

Ms. Dunn. Thank you very much, Mr. Chairman. 

I come from the Nation’s most trade-dependent State, Washing- 
ton State, so the question of United States-China trade is crucial 
to the folks I represent here in Congress. In fact, Washington State 
ranks among all 50 States number one in exports to China. 

I believe that trade with China promotes change. U.S. trade and 
investment teaches the skills of free enterprise that are fundamen- 
tal to a free society. For instance, in my home State, we export a 
number of U.S. products, from aircraft to software. Every single 
airplane and every single CD carry with them the seeds of change. 
These products further serve to unleash the free market desires of 
the Chinese people. It is in our national interest to move China 
toward a free market enterprise. 

Now let me address directly the issue of China MFN, one of the 
great misnomers of our time. MFN status is not a concession and 
does not mean that China is getting preferable trade treatment. 
Let me state this again. MFN is not a tariff preference or a form 
of special treatment. It is the cornerstone of commercial relations 
between the United States and any foreign country. 

I am working with a number of my colleagues in the other body 
on legislation to eliminate this misnomer once and for all. The most 
confusing point in this debate for the public is that “most-favored- 
nation” status is nothing of the kind. As Senator Mo 3 mihan and as 
Chairman Crane have pointed out, MFN really means “normal 
trade relations.” We should call it “I^R” instead of “MFN.” 

Again this year, I proposed that we use the following criteria to 
find the answer on difficult MFN cases like China. I believe these 
criteria must become our compass in our decision. We should ex- 
tend normal trade relations or MFN to a nation if they allow U.S. 
investors and advisers in, the rule of law is advancing in that coun- 
try, a multilateral action is unattainable or unsustainable, and we 
have that nation’s assistance on a critical geopolitical issue. 

Conversely, we should deny normal trade status to governments 
abusing their people if an effective multilateral action is doable and 
the United States can expect no help from that government on 
other critical geopolitical issues, if they do not allow U.S. employers 
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or advisers into their country, or if they do not respect the rule of 
law. 

Last year, I believed China met the test for normal trade status 
and I continue to believe the same thing now. Indeed, I would take 
it one step further by stating that the burden of proof is on those 
who deny normal trade status with China. They must prove that 
an active protest would demonstrably improve the human rights 
situation in China or that it would address grinding poverty or that 
it would lessen religious persecution. I submit that the only thing 
we know for sure right now is that such an act of protest would 
increase unemployment and suffering here in the United States. 

Thank you, Mr. Chairman. 

[The opening statement of Ms. Dunn follows:] 
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Thank you Mr. Chairman. 

I come from the nation's most trade-dependent state, so the question of US-China trade 
is crucial to the people 1 represent in Congress. In fact, Washington state ranks first among all 
50 states in exports to China. 

Today, of course, U.S.-China trade relations are within the larger context of the overall 
U.S. -China relationship. 

Clearly, our overall China policy must be revisited. Under our form of government, the 
Executive Branch bears the responsibility for our policy. Yet, the Congress can and should be 
a valuable partner in this review. 

Together, we must make clear to the Chinese that their participation in the world economy 
and in international security arrangements can only come about with concrete evidence that China 
is abiding by norms of international behavior. 

Let me be clear: disengagement will not help us understand China. The only way we can 
accomplish this is to continue our policy of engagement. We must speak — not to the Chinese, 
but rather with them — in a clear dialogue. That can help China to transform in a peaceful and 
stable way which is clearly in our national inter^t. 

A key subset of that overall China policy, of course, is trade. 

Trade with China promotes change. US trade and investment teaches the skills of 
enterprise that are fundamental to a free society. For instance, in my home state of Washington, 
we export a number of U.S. products, from aimiaft to software. And every single airplane and 
every single CD carries with it the seeds of change. These products serve to further unleash the 
free-market desires of the Chinese people. And let me just say that 1 will take the word of 
Americans working in China over the word of bureaucrats working in Washington, D.C. when 
it comes to whether or not our commercial engagement is having a positive effect on China. 

I would like to speak for a moment on die issue of China MFN -- one of the great 
misnomers of our time! 

MFN status is not a concession and docs not mean that China is getting preferable trade 
treatment. Let me state this again: MFN is not a tariff preference or a form of special treatment. 
It is the cornerstone of commercial relations between the United States and any foreign <x)untry. 

I am working with a number of my colleagues in the other body on legislation to 
eliminate this misnomer once and for all. The most confusing point in this debate for the public 
is that "most favored nation” status is nothing of the kind. As Sen. Moynihan has pointed out, 
MFN really means "normal trade reladons." We ^ould call it NTR rather than MH^. 
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The China MFN issue has been hung up on two competing policy goals: Is our goal to 
maximize our own U.S. jobs? Or is it to make the cause of human rights primary as a means to 
achieving our best long-term trade interests? 

The answer, i believe, is both. The goals are not mutually exclusive. 

Again this year, I proposed that we use the following criteria to find the answer on 
difficult MFN cases like China's: I believe these criteria must become our compass. We should 
extend normal trade relations, or MFN, to a nation if: 

They allow U.S. investors and advisors in... 

The rule of law is advancing in that country... 

A multiiateial action is unattainable or unsustainable... 

Or we lave that nation’s assistance on a critical geopolitical issue... 

Conversely, we should deny normal trade status to governments abusing their people if: 

An effective multilateral action is doable... 

And the U.S. can expect no help from tlat government on other critical 
geopolitical issues... 

They do not allow U.S. employers or advisors into their country... 

They do not respect the rule of law... 

Last year, I believed China met the test for normal trade status and I continue to believe 
the same now. 

Indeed, I would take it one step ftirthor by stating that the burden of proof is on those who 
who deny normal trade status with China. They must prove that an act of protest would 
demonstrably improve the human rights situation in China, how it would diminish suffering, how 
it would address grinding poverty, or how it would lessen the religious persecution now practiced 
in China. I submit that the only thing we know for sure is that such an act of protest would 
increase unemployment and suffering in the United States. 

There is a better way. The President should turn a moral spotlight on, for instance, the 
religious persecution practiced against Chinese citizens by following through on his pledge to 
create a special advisory office to the President on such matters. Unfortunately, the President has 
yet to live up to a promise to do precisely that. 

Actions like that - targeted at the problem rather than at American workers -- is far more 
likely to achieve the go^s we all share of expanding human rights and expanding trade. 


Thank you, Mr. Chairman. 



10 


Chairman CRANE. Thank you. 

Now I would like to yield to our first witness, our distinguished 
colleague from New York, Mr. Solomon, who has a long record in 
Congress on this issue. 

STATEMENT OF HON. GERALD B. SOLOMON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEW YORK 

Mr. Solomon. Thank you very much, Mr. Chairman and 
Ranking Member Rangel. Charlie, if I might, welcome to us senior 
citizens. We appreciate your company. 

Mr. Rangel. What do you mean, “we senior citizens”? 
[Laughter.] 

Mr. Solomon. Mr. Chairman, I also would like to just say that 
looking at this distinguished panel, you certainly seem to epitomize 
intelligence and common sense. Therefore, when this hearing is 
over and you mark up this legislation, I hope you use that good 
common sense and intelligence in favorably reporting this biparti- 
san Rohrabacher, Solomon, Pelosi, Smith, Kaptur, and Cox resolu- 
tion of disapproval. That is what we are here to talk about today. 

Mr. Chairman, I guess I have been coming before this 
Subcommittee so many years now to talk about this issue it seems 
like deja vu. I think you all know my views on this issue, so I will 
be as brief as possible. But to complete the record so that I do not 
take up too much of your time, I would like to ask unanimous con- 
sent to submit the excellent article by Robert Kagan that appeared 
in The Weekly Standard this past week, if I might, Mr. Chairman. 
Do I have unanimous consent, sir? 

Chairman Crane. Yes, it will be inserted. 

[The following was subsequently received:] 
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Most Favored Nation— or 
Most Appeased? 

By Robert Kagan 


B ill CUntoa'i innoanoement iMt week chac he 
will seek uncondidoul renewtl of Chioe't 
most-fiivored-nition ttinu it the Utett cvi* 
dence of ■ metamorphout remarkable even for chia 
president Though he relentlessly attacked the Bush 
admuustx*tion*s China policy ai bereft of human* 
rights ooncems during his 1992 caodidacyt in office 
Qintoo has become the spiritual godson of Henry 
Kissinger. After a very brief dinadoo with risky origi- 
nality, Qinton has sought safety in the conventioaal 
wisdom of the bipartisan fbcciga policy and business 
elite, in which he stands shoulder to shoulder with his 
presidential rival. Bob Dole. 

Incoherence on tTiiwa ig qo( unique to Bill Clin- 
ton's foreign policy. It has been a pr^lem for polio- 
dans of both parties since the late 1980s. The 
of the Soviet Union and its Communist empire s w ep t 
away the original foundsdon on which the Sino- 
American rapprochement was built in the early 1970i. 
Americans interests and priorities have as poli- 
cymakers must now grapple with how to mana^ a 
world m which the Unit^ Statea is the sole super- 
power. At the same dme, Qun^s place in the coo^- 
lation of global poweri has ahifted; from iti poaititm as 
the weakest tide of the Sino-Soviet-Ainerican trian^e 
as reccndy as 10 yean ago, Chiiu seems poised over 
the coming decade to become the principal challenger 
to American dominanoe of the wodd ocdcr. 

The ladi of darity and reaolve In American polky 
toward Qiina today is due to the fiuluie of policymak- 
ers to recognize thw changes and lenient Amieikui 
strategy to deal with them. The reault has been wmae 
than inooherenoe. American polides these days are 
starting to look a lot like the kind of appeasement that 
evenn^y leads to disaster. 

IWenty-five yean ago, the logic of the U.S.-Chiiu 
relationship was dear. At a rim* when American pow- 
er teemed in ^^etIlaffl•aacarated dedine, Richard 
Nixon and Henry Kisainger were sendiing for quick 
and easy ways of redressing the increasuigly unfitvor- 
sble U.S.-Soviet balance while shoring up Nixon's 
political standing at hmne. Pbying the "China card” 
looked like a brilliant strategic gambit, a simple mat- 


ter, at Kissinger recalled in hit memoin, of "alignfing] 
oneself with the weaker d two antagonistic pertners, 
because this acted at a restraint on the stronger.* 
Kissinger did not share the view of State Department 
Sinophilcs that good rdatiosu with China were a wor- 
end in tLffnsdvea; he oonndered them a meant to 
the end of ahapihg Soviet behavior and inducing 
Soviet leaden to accept the outitretched hand of 
dfeente. Indeed, u former Kissinger aide Pemr W. 
Rodman has noted, the real purpose of "triangular 
diplomacy* was not to fitrge s permanent strategic 
panaenhip witii Cliina against Russia but "to secure 
better rdufons with both.* 

The shift to a more atrattgic partnenhip 

with came during the Caner administration 
nnder the directioo of security adviser Zbig- 

niew BRCsinski Alarmed at the Soviet Union's 
increasing advemurousneaa in tbe Third ^Ririd from 
Africa to Southeast Asia, Bnoinski sought to involve 
die Chinese more dircedy on the U.S. side in tbe 
-■ wi»ldwtde anti-Soviet stnggie. Kissinger aimed at 
playing both Communist giants against each other, 
but Bneanski in 1978 traveled to Bdjing to tell Deng 
Xiaoping that the United States had *msde up its 
mind* and had chosen China. The price the Cuter 
administration willingly paid for this new strategic 
paitncrahip was the oonqpletion of the process of nor- 
malmrion Nixoo had Ugun, including the revocation 
of U.S. recognition of^wan. In Amerioui ^rtign 
poliqy circles, Brzeanskf j actions firmly estabUsbed 
the stiU-emanc Wpartisa consensus on the overriding 
fuamgic in^onance of US.-C3iinese rdadmis. 

Tbe world of tbe 1970i looked very diffirent from 
todsy'i, however. The ^Tiesi w» sufieiing from a pan- 
lyzing leas of confidence in its institutions and its lib- 
eral values. C pwowMwt—w tin icemed to many around 
tbe world, and even to some m tbe United Statts, a 
viable if not superior altcmative to cq>italism. The 
great, resurgent successes of liberal capitalism— the 

Reagan teoffl here, the rim of the economic "tigers* in 

g— * Asia— l^r in tbe future. The policymakers of the 
1970s could not even have begu -m imagine the 
worldwide democratic revolution that began in the 
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1980i ia Latin Americi and Asia and then spread to 
Central and Eaatcxn Europe and Ruisia. loatead* the 
United States was surrounded by dictatMahipa in its 
own hemispbere and wpporiite tdadona 

with them and many others around ^ wuld. 

In such a worii^ tbe strat^c value of American 
rappEOchonent and then partnership with a Commu- 
nist China seemed to out* 
weigh the sacrifice of Ameri* 
can ideals such a relation- 
ship re(|uired« Churchill 
htca willing to *sup with 
the devil” in order to defeat 
Hitler; few questioned the 
logic of closer U.S.-Chinese 
ties in a world where democ- 
racy and capitalism seemed 
to be imperiled by an 
capanding Soviet enqriie. In 
a world filled with dictator- 
ships of both the left- and 
right-wing varieties, more- 
over, few bdieved tl^ Unit- 
ed States could afford to be 
picky about bow iu allies 
governed themsdves. 

Which is not m say that 
everyone in the United 
Slates was enthusiastic 
about the new partnership 
with Communist 
Conservative Republicans, 
including the old ”China 
Lobby” with its bitter mem- 
ories of 1949 and the 
*bettayal* of Chiang Rai- 
shek, opposed some de- 
ments the new course— 
especially when it was con- 
ducted by the Democratic 
administration of Jimmy 
Carter. Thus Robert Dole, 
altboudi s devoted soppon- 
er of Nixon, vigorously 
opposed Carter's normaliatioo of cdaaoos with Chi- 
na at the end of 197S. After oonnal ties were estab- 
lished, as Jim Mann of the Lor Aafslo Tbiiar has 
recently noted. Dole called on the White House to 
invite the president of lUwan to Wnhingion. From 
the floor of the Senate in 1979, he insifted that the Du- 
wan Rdadons Act must not leave America's old ally 
n ndffm d frt against aggreasioa by Amerkifs new ally. 
And when Carter proposed extending most-iavored- 


nation status to China in 1980, Dole led the (qqiositioo 
and introduced IcgisUtion denying it to any nation 
that, had not yet signed the nuclear non- 

pcolifiaation treaty. 

Deq>ite these dfora by its Republican alliea, how- 
ever, the authoritarian regune in Uwan had a difficult 
time winning much support in the Uqi^ States. The 
dominant view of American 


There was also strategic logic to the Reagan admin- 
istratioa's with China. 

M a rimfe when Rmgan was determined to ch al l e ng e 
(he Soviets dircedy on all fionts, both militarily a^ 
idetriogscally, a China poli^ bon in a time of strategic 
weakness was less compelling: Reagan simply didn’t 
believe be mrd f d as much a Nixon and Carter 

The woridwide ideologicaJ offensive that Reagan 



policymakers in both parties 
was that holding the prized 
China card was essential to 
America’s strategic well- 
being and that other 
Msoea— like sentimental ties 
to Ikiwan, like the sharp 
ideologicd differences 
betweer China and the 
United States — had to be set 
aside. 

The resurgence of Amer- 
ican power and will under 
Ronald Reagan ought to 
have changed this and many 
other calculations. And to 
some otent during the 
1980s, it did. Reagan, who 
had achieved preeminence 
in the Republican party 
partly by leading a crtisade 
against the Nixon-Rissinger 
feicign pdiqr, did not share 
Kissinger's and Brzezinski’s 
strong attachment to the 
f!hina card. Reagan htmtglf 
was a longdme supporter of 
Duwan, and as Peter Rod- 
man poinis out, in the Rea- 
gan administration "even 
tb^ youngs (rffidals making 
Alia policy . . . thought that 
the Nixon, Ford, and Carter 

h«H all gppe 
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bunched at the atari of hti aeoond year in office^ more- 
over, could not fiiil to affect the nature of rdationt 
between the United Sutea and China. By the mid- 
1980a, much of the world appeared to be moving 
smadily in the direction of liberal econo mica and lib- 
eral govemmenL The dire drcumatanoea that had giv- 
en birth to the U.S.-China atrategic partnerahip in the 
1970i were rapidly giving way in t^ 1980a to a sew 
intenacional tituadon that required a recalcubtion of 
the value of doae des b et ween the two ^obaJ powers. 

Rnally, the 
tigynnlfig of the ooi- 
lapae of the Soviet 
empire in 1989 and 
the emergence of the 
United Statea aa the 
world'i doodoant 
military, economic, 
cultural, and ideo- 
logical power utterly 
ahacter^ the origi- 
nal rationale for 
Sino-Americin pait- 
netahip. In the poat- 
Cold en it was ludicrous to speak of playing the 
China card, as Kissinger had, to convince Moscow to 
embrace detente; or ai Brzeaittsld had, to combat Sovi- 
et aggression in the Third World. It was no longer poa- 
aible to describe US.-Qiina reUtioni aa *align(ing] 
oneself with the maker d two antagonistic partners,* 
given the Soviet Union's free 611 and China's eiploaive 
economic growth. 

China itself bad a ppe ar ed to be part of the global 
trend toward freedom throughout the 1980t. The 
*Four Modernizations'* b^un under the leadership of 
Deng Xiaoping in the late 1970s helped produce the 
Chinese eomomic minck we know today. A Chinese 
"democracy movement" soon emerged, calling for a 
"nfth Modernintion,” free dcctioos, and in some 
insfancfs openly praising American-style demoavey. 
Though it was subiect to goveexunent batistmcnt, the 
ezutence of the democracy movement suggested to 
many Amerkan o bser r ers political referm in Chi- 
na was die inevitable not step after Deng*! economic 
reforms. 

The massacre at 'nioanmen Square in 1989 and 
the subsequent suppr e sshm of dbiidents, sdiieb con- 
tinues to ^ day, dashed these hopea It could hardly 
have been better timed to force the United Sates to 
reco n side r the unpleasut bargain it bad made with ia 
conscience in the 1970a. At the same time the old 
stra te gi c ratkmale fiw the U.S.-China partnership was 
vanishing, the Chinese government cast i bri^t light 


on the acute ideological differences between the two 
countries. Indeed, after 'nananmen, China emerged as 
the most powerful opponent of American liberal prin- 
ciples in the wmld. 

In the ensuing years, Chins would significantly 
increase its military apendioft even as both Soviet and 
American defense spending declined, and with the 
dear aim of using ia growing military power to 
enhance itt influence abroad. The fruiu of these 
efibits have been ^parent in recent years, a China, in 
tixe words of Sesi. McCain, has increasiiigly been 

"displaying very aggressive be^vior* — in the South 
Chiu Sea, against t newly democr a tic Ikiwan, and in 
a growing propensity to make snns sales to many of 
the world's rogue states. 

Under these new carcumstaaces, it would seem to 
make little sense to continue pursuing the old Cold 
Wlir polidea toward CSiina. Yet itmstlably, that is just 
what the Bush administration tried to do after 1989, 
and what the purveyors of the bipartisan consensus, 
induding most recently the Clinton tdministratioii, 
have been trying to do ever since. Even sfter the Cold 
Wir, the United Statea maintained "overriding strate- 
gic intereso in gnfl«rpf China,* former secretary of 
sate Jiffies Baker declares in his memoirs, but 
nowhere does he explain exactly what those "overrid- 
ing stntegic intercaa* are. 

In fimt, the most common explanstions of the 
strategic importance of the U.S.-C3una relationship 
todsy are frnigbt with contradictions. American busi- 
nesa leaden, and thdr supporten in the administra- 
tion and Congress, oonstandy point to China^s poten- 
tially vast market for Ameri^ goods. But it is strik- 
ing how unimpressive the economic numbers really 
are Ijk year, American merchandise caqpottt to China 
amounted to $12 billion, about 2 percent of overall 
tapocis. By comparison, American expons to Ikiwan, 
with a populatioa ooeHutieih as lai^ as the main- 
land's, were $19 biliioh. Meanwhile, China has 
g $34 billion surplus widi the United 
SutBs, enough to sendT^trick Buchanan into fia of 
^owetioniat byittria. ^W1 might the boosters of the 
U.S.-China trade reUtionabip inaiat, like Rep. Ibby 
Koch, that "the key ia not iriiae China n today. What 
ia important is where is beaded.* But how 
impresrive does the future look? Both boaao that "in 
just 1$ years, China will be ^ 18tb largest expon 
market.* Now tkmi a soategirimpeTitive] 

In the late 19th century, many American buainen- 
men succumbed to what aonielristoriBoa now cril "the 
myth of the market.* The busisessmen, the 
md the policymakers of the day could see 
only the »»«««wginahlg bounty that lay in the future of 


INTHEPOST<X)LD 
WAR ERA. ms 
LUDICROUS TO 
SFEAKOF PLAYING 
THE CHINA CARD. 
AS KISSINGERAND 
BRZEZINSKI 
ONCE DID. 


20/TriE Wiacur Standaid 


June 3, 1996 



14 


luch a populoiu country-^en though okfoiDgi in 
the Dcar*tenn proved minuscule businesses u> 
sufier losses in an efiort to wheedle their way into the 
good graces of the Chinese powers thu oontroUed for* 
eign trade. A full century lucr» the bounty is still du* 
sive, but the myth is fust as potent 

And today’s proponenu of the China trade on 
strategic grounds have adopted another 19th<ennify 
nostrum as well: the conviction that increasing trade 
is the solvent for all the problems of mankind. Nations 
that trade with one another, the theory goes, still not 
let clashing strat^c interests get in the way of «Mfc«ng 
a buck. After all. Rep. Roth insists, 'Economic 
strength, not military might, determines the srorld’s 
great powen today." In testimony before Congress 
recently, Clinton administration Stuart Eizen* 
sut de fe nded the renesrel of most-fiivored-nation sta- 
tus for on the grounds that the 'commercial 
relationship provides one of the strongest foundations 
for our cn ga g em enL* Argues undersecretary of state 
Peter Ihmoff: "Our economic and commercial rela- 
tions increase Chinifs atake in ooi^>erating with us and 
in complying with international norms.” Robert Dole, 
once the mainland’s foe, now sgrees: In a May 9 
speech, he argued that 'extension of most-fovoii^- 
nation status (is] the best wsy to promote our long- 
term interests in ... In continuing trade 
offers the prospect of continuing change.” 

la that true? Few Republicans and oonaervatives 
would aay that trade will reform Castro's Cubs. Nor 
would they be likely to forget that during the Cold 
War, the Jackson-\%nik ccsttictions on trade with the 
Soviet Union did not prevent political liberalization. 
On the oonoary, the deoiol of moat-fiivofed-iutioa sta- 
tus to the Soviett may have encouraged reform by 
forang the Communist leaders in Moscow to under- 
take political liberalization as the piereqiuute for eco- 
nomic growth. 

The view that economics is paratnount while mili- 
tary, strategic, and political issues are of decUning 
importance — so-called Manchester liberalism — was 
rampant in the 19th and eidy 20th right vp 

until the outbreak of ^Pbrid \Pkr L It is is dsngerotu • 
misconception mdoy as it was then. Neverchelesi, this 
assumption now lies st the heart of American Oaina 
policy. We need to engage so we con trade, uy the 
busioessmeni yes, say the China eqwrts, and we need 
to trade so we can engage. 

In their seordi for a new rationale for preserving a 
close relationship between the United States and 
China, the adherents of today's bipartisan consensus 
have bad to employ such logic constantly. Indeed, the 
logic of the U.S.-QiiDa rdationship today has nuned 


in on itself In the 1970s, the case for strategic partner- 
ship with China was that it was necesniy to meet the 
Umt posed by the Soviet Union. Ibday, it 
strategic parmmhip with China is ncixaiaty co meet 
the threat posed by China. Secietiiy of State Wuren 
ChrutopbCT put the case best in his speech on May 17. 
He not^ the "importance of China to.Ojur future secu- 
rity and well-being.” And what, in addition to the lure 
of the market, is that imponance? The answer is that 
"China can tip the balance in Asia b et w een stability 
and conflict* In other words, we need a good rdotion- 
shlp with China because China is dangerous. Or os 
Eizenstat put it, "It is when China's policies ore the 
most difficult that engagement becomes the most 
ementioL” 

It's a nice racket the Chinese have going. By the 
current circular logic of Amencon policy, the more 
trouble the Chincae moke— ^tiuther in Utiwan, or on 
trad^ or in the South China Sea, or in weapons sales to 
rogue sutea— the harder the United States has to work 
to 'engage." There is no dispute on this point now 
betareen the leading figurca of both partita. Henry 
Kissinger, in an op^ piece a few weeks ago, declared 
that 'after Chincae leaders had been pilloried and 
threatened with sanctions for yean," what was needed 
now was "a serious strategic a^ political dialogue, • . . 
a sustained effort to define a common assessment of 
tiie future of AaiL* Cbritropher soon after announced 
his intention to 
'develop a more reg- 
ular dialogue 
between our two 
countries.” The idea 
is that regular con- 
sultations will "fecil- 
ittte a candid 
exchange of views, 
provide a more effec- 
tive means for man- 
aging specific prob- 
lems, and allow us to 
approach individual 
issues within the bxotder struegie fiamewoefc of our 
overall relationihip.* 

We may be forgiven for doubting whether such 
candid talks will make s big difference. After all, it's 
not as if efforts st assiduous jliptomacy haven’t been 
tried. After the massacre in Tiananmen Square in 
1989, President Bush and his secretary of state uw 
their main task as piotcctingrtbe important strategic 
relationship with China from American outrage at 
Beijing's massive abuse individual rights. Accord- 
ing to Baker, Ptesideni Bush's fim reaction upon beor- 
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ing of the assault at Tiananmen wu: "It's going to be 
difficult to manage this problem.” And indeed it was, 
as Baker*a memoin amply demonstrate. Baker 
employed precisely the negotiating style that the 
China experts insist is the only kind capable of pR>- 
dudng results— quiet negocutiotis, no public threats, 
none of the "spasmodic harassment” Kissinger finds 
BO dttrimeatal, and constant attention to the fiict that, 
•a Baker writes, ”&oe is unusually important co (the 
Chincaet so an interiocutor must negotiate a ddicate 
balance that nudges them toward a pref erred course 
without embarrassing them in the process.” Despite 
all this subtle diplomacy, the Chinese gave Bi^cr 
abst^utely nothing for his troubles. offidals, 

Baker recalls, "had no compunction about asking for 
American concessions while simultaneously i gnAwng 
my request for *visible and positive Chinese stqM' to 
m^ it easier to allay congiessionai and public anger 
with Beiiing.” Throughout the four yean of the Bush 
administration, Baker acknoidedgm, "the Chinese 
relationahip essentially treaded water.” 

Under present polidea, in the yean to come the 
United States will continue to tread water, or worse. 
The truth is, our posture today is, simply, plain old 
appeaacmenL One bit of proof is that we are not sup- 
ped even co use the wonl "oontatnmenc* to describe 
our policy toward China lest we suggest to the Chinese 
that in some way we may consider them adversaries. 
The United States "should not, and will not, adopt a 
policy of containment towards China,” declares 
Undersecretary Ihmoff Why not? Because "we would 
gain nothing and risk much if nun* were to become 
isolated and unstable.” In other words, even if it were 
necessary to contain China, it would be too dangerous 
to attempt the task. This is Kissinger's view, ti wdL 
Any attempt to pursue a policy of "containment* of 
China, Kiminger has aegu^ is "recktess” snd a "pipe 
dream.* 

Sudi a skitriib qiprosdi to another world power 
might be forgivable our own tudon were weak But 
the same people who Gear a poUqr of "concainment* 
often bosat that China needs dM United Stares more 
dian the United States needs China. In a trade war, for 
instance, Eitmstac argues that "China has a lot mme 
to lose than we do.” IjIm chat $34 billioo trade suT' 
plus, for instance. According to Baker, the Chinese 
"need our hdp co sustain cbeur economic growth.” 
And Baker, who got nowhere in four years of subde 
diplomacy with Beijing even bdievei that the Chinese 
understand tou^mess: "Stcength inevitably irritates 
the Chinese, but they undeniand h. And the 
of resolve in ****H"g with can lead to serious 
miscslculation on their ptrL” 


And yet "the absence of resolve” would seem to be 
the beat ebanneriation of the policy that the Bush 
adminisuadon and now the Qintoo administration 
have chosen to pursue toward China. When Baker 
oegodated with the Chinese during the Bush yeais, he 
always went out of his way to make dear that the Bush 
adfflinistndon was endxely "committed to maintain* 
ing the fdadoDship,” that it was always "seeking ways 
to recondle our cscrangemenL” Little wonder that, 
aoemding to Baker, the Chineae "atoned utterly obliv* 
ioualDourconcenis.” It ia axiomatic that if the United 
States entos all negooationa with China with the 
understanding ultimatdy American lead* 
era will not allow an esttingoncnt in the relationship, 
thm the Chinese will win in most the negotistiont. 

In every relationship between nations there is a 
hone and a rider, Bismarck once noted, and one 
should endeavor to be the rider. American policy 
toward today almost guarantees that we will be 
thebmse. 

How can the United Statea restore the resolve that 
James Baker believes is so esseniisl to effective deal* 
ingi with China? This week Congcctt is debating and 
voting on the renewal of moat*fiivored*natioD status 
for China. It will surely pass, snd perhaps it ought to. 
The fote of U.S.*Ghins leladons should not test on this 
rdslively narrow issue. The problem with our China 
policy goes deeper than simple trade rules. Dealing 
with an increaaingjy powerful and ambitious Chins 
over the coming yean will require a strong and deter- 
mined America willing eitber to engage or to contain 

Still, most-fiivored-nation status has become a 
symbd of Chinas whip hand over us. Our unwilling- 
ness to pay what is sdll a relatively small economic 
price in terms afloat trade opportunities; our fear that 
any crisis in US.*C3iincae rclaiioDs that might result 
firom denial rif most*fiivo^-naiion status is too dan* 
gcrous m risk; our coocatf that in any confrontation it 
is we, not they, who will be most likely to blink— these 
are all fixable cracks in armor the Chinese can 
exploit, have eqtloiwl, and, indeed, are exploiting. 

Thus one am only condude that before we can 
conduct B sttooenfiil strategy of oompdling China to 
by the rales of the inrernatioosl system,” in the 
worfo ^Bob Dole, we will have to bt^ our addic- 
don ID the China-market mytlL^And that cut only 
come about if poUcymaken, eooomnisis, snd business- 
men begin to look at the hard truth and st^i allowing 
tbdr drevas of a gold rush to ootwdgfa mote vital 
conc er n s no t only Americans strategic interests, but 
the bank libcnics ^ more than a bQiion peofde Uving 
benentb the yoke. ♦ 


22 / the Wnxur Stamdau 


June 3,1996 
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Mr. Solomon. Thank you. Mr. Chairman, the main thrust of my 
argument today is that the policy of engagement with Communist 
China is a failed policy on all fronts, security and foreign policy, 
human rights and trade. The behavior of the regime in Beijing is 
worse today than it was a year ago and it is worse year by year 
by year. It never gets better. The argument that trade and engage- 
ment would modify the behavior of the Chinese Communists has 
once again failed to hold any water, and you all know it in this 
body here today. The examples of abhorrent and dangerous behav- 
ior by the dictatorship are too numerous to even cover completely, 
so I will name just a few here this morning and yield to some of 
my colleagues to further elaborate on them. 

First, I am compelled to mention that as we speak, there is a vi- 
cious crackdown on dissent taking place in Tibet and we all ought 
to keep that in mind as we deliberate this issue and we ought to 
be ashamed of ourselves if we do not use everything in our power 
to do something about it. We must remember that we are talking 
about a Communist dictatorship that commits crimes against its 
own people every single day of the year. 

Mr. Chairman, the People’s Republic of China represents a grow- 
ing threat to the national security interests of this country and you 
had better pay attention to that. Backed by its rapidly growing 
military power that has more than doubled in the last several 
years, the PRC has begun to throw its weight around in East Asia, 
bullying our democratic friends in Taiwan, and that was a disgrace, 
and acting aggressively in the Spratly Islands, and it goes on and 
on. 

This should not have surprised anyone, Mr. Chairman. The 
People’s Republic of China has been increasing its military budget 
by double digits for years now and has been making a concerted 
effort to increase its power projection capabilities. That is a fact. 
Take the time to research it. 

We should be very concerned about recent purchases from Russia 
of SU-27 fighters. What do they need those for? And Kilo-class 
submarines — what do they need those for? And especially about the 
ongoing attempts to acquire SS-18 ICBMs from Russia. What do 
they need those for? Ladies and gentlemen, you had better think 
about it. What do we think that Communist China is going to do 
with these? 

The SS-18 issue is especially provocative in light of the recent 
veiled threats by a PRC official to bomb Los Angeles. Can you 
imagine a superpower even saying such a thing? Just look at the 
recent nuclear bomb test that was similar to the bombs exploded 
in World War 11. I think it was an 80-kiloton, which was equivalent 
to a 5.7 magnitude earthquake. That is pretty serious, ladies and 
gentlemen. 

Turning to proliferation matters, what can we say? Even I, some- 
one who actually expects Communist China to misbehave this way 
have been amazed at the number of cases of irresponsible prolifera- 
tion policy on the part of the PRC in just the past few months, and 
I hope you all are following this. Hardly a day goes by when we 
do not read about things like Chinese nuclear ring magnet ship- 
ments to Pakistan. Have you read about that? Chemical weapons 
technology transfers to Iran — have you read about that? Cruise 
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missile shipments to Iran — have you read about that? Uranium 
processing technology to Iran, plutonium processing technology to 
Pakistan, and the list goes on and on. 

Go upstairs in the Capitol to our intelligence briefings and just 
see what is going on, ladies and gentlemen, and I think every one 
of you would change your mind on this issue. These activities mate- 
rially contribute to the proliferation of weapons of mass destruc- 
tion, directly threaten U.S. troops in the Persian Gulf, violate arms 
accords the PRC has signed, and violate several provisions of U.S. 
law. How can we go along with countries that violate our own 
laws? Mr. Rangel, you spoke to it. 

That brings me to this administration’s policy toward Communist 
CWna, which, incidentally, is condoned by too many Republicans in 
this Congress, as well, and I will be critical of those Republicans. 
In addition to granting MFN, in addition to giving the PRC $800 
million of support through the Export- Import Bank in 1995, in ad- 
dition to not opposing the $4 billion in multilateral loans to China 
every single year to bring in slave-labor goods into this country 
that are produced by military-owned corporations, this administra- 
tion has flippantly, in my opinion, refused in every case to apply 
U.S. law to these outrageous and dangerous cases of proliferation 
in the People’s Republic of China. 

What we have here, Mr. Chairman, is appeasement, pure and 
simple. They may call it “engagement,” just as in the seventies 
they called it “detente,” but it is the same thing and we have the 
same results, a totalitarian power running amok while showing ab- 
solute contempt for U.S. policy. I, for one, am not willing to take 
that, and why should not they? 

In this atmosphere of appeasement, they know that they can get 
away with anything, from threatening our allies, which they have 
done, to spreading weapons of mass destruction, which they have 
done, to killing their own people, to destroying American jobs with 
mercantile trade practices. And it is the on the job issue that our 
China policy really hits home. I will let Ms. Pelosi and others speak 
to that more in detail. 

But once again, our trade deficit with China has skyrocketed. It 
is over $34 or $35 billion now. It will hit $40 billion before the year 
is out. What do you think that does to jobs in America? You had 
better think about it. Meanwhile, we continue to give China carte 
blanche in our markets with MFN. 

This has got to stop, Mr. Chairman and my colleagues, and 
words will not stop it. Rhetoric will not stop it. Sitting down and 
talking will not stop it. They need to be shown. We have the eco- 
nomic power to bring pressure to bear on these tyrants and we 
ought to use it — 250 million Americans with the strongest buying 
power in the world, that is what you use against them, and they 
will sit down and they will talk and they will come to their senses. 

Terminating MFN is the first and best place to start, ladies and 
gentlemen. When the vast American market for Communist 
Chinese goods is shut off, believe me, these greedy dictators will 
start to show a little more flexibility. I urge the Subcommittee to 
give every consideration to this year’s resolution of disapproval of 
MFN for China. 
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I would also like to lend my support to the legislation introduced 
by my friend, Mr. Cox, that is before your Subcommittee which 
would link MFN for China to Taiwan’s entry into the World Trade 
Organization. That is only fair. I commend Mr. Cox for his creative 
approach to the problem with China and I am going to use every 
power I have in the Rules Committee to try to get that legislation 
forwarded out of your Subcommittee and to us and onto the floor. 

I have introduced legislation which is currently before the Bank- 
ing Committee that would attempt to deny multilateral loans to 
Communist China until they clean up their act and become respon- 
sible, good citizens expected of a world power like them. 

The bottom line, Mr. Chairman, is the current situation begs for 
a China policy and I urge your firm support of this legislation to 
get it to the floor. I am sorry to have taken up so much time. 

Thank you vei^ much, Mr. Chairman. 

[The prepared statement follows:] 
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statement before the ways and means trade subcommittee 

ON CHINA MFN 
REP. OERALO B. SOLOMON 
JUNE II. 1996 


Mr. Chaimuui and memben of the committee. 


I have been coming before thia committee io many years now to talk about this issue it 
seems like deja vu. 

I think you all know my views on this issue, so I will be brief. 

Mr. Chdrman, the main thrust of my argument today it that the policy of engagement 
with Communist China haa failed. 

On all fronts security and foreign policy, human rights, and trade, the behavior of the 

regime in Beijing is worse today than it was a year ago. 

The argument diat trade and engagement will modify the behavior of the Chincae 
Communiala has, otree again, failed to hold any water. 

The examples of abhomni and dangerous behavior by this dictalonhip arc too numerous 
to cover completely, so I will name just a few. 

First, 1 must ittontlon (hat as we speak, there Is a vicious crackdown on dissent taking 
place in Tibet, and we alt oughl to keep this in mind as wc deliherate this issue. 

We mutt remember that we are talking about a Contmunist dlctatoiahip that commits 
erimea agohut its own people every day. 

Mr. Chairman, w« also must remember diat the People’s Republic of C hina represents a 
growing threat to the national security interests of this country. 

Backed by its rapidly growing military power, tbs PRC has heguo to throw its weight 
around in East Asia, bullying our democratic (Hends on Taiwan and acting aggnsslvely in the 
Spratly lalouda. 

Most of all we should be very concomed about recent attempts to acquire SS- 1 8 
Intercontinental Ballistic Missiles fkom Russia, which could directly threaten the Amorlcan 
people 

This it especially provocative in light of the recent veiled threats by a PRC official to 
bomb Los Angeles. 

Turning to ptolifcration mutters, well, what can we say? 

Hardly u day goes by wiicn we don’t read about things like Chinese nuclear ring magnet 

ahipmonta to Pakistan ohsmicol weapons technology transfers to Iran cnilsc missile 

shipments to Iran uranium proce-ssing technology to Iran plutonium processing 

technology to Pakistan and the list goes on and on. 

These activities materially contribute to the ptniifemtinn nf wenpons of mass destruction, 
directly threaten US troops in the Persian Gulf, violate aims accords the PRC has signed, and 
violate acvcral provisions of US law. 

Which brings me to our current policy toward Communist China. 

In addition to granting MFN in addition to giving the PRC $800 million of support 

through the Export-Import Dank in 1995 in addhinn to not opposing the $4 billion in 
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miihilRtenl loan* to China tvay year.. , the ndminiatration haa deoliueJ, in every caie, to apply 

US law to ibete outrageout and dangerous eases of proliferation by die PRC. 

This may be called engagemcni, just as in the 1970s it was called detente, but it is the 
same thing and we have the same results; 

a totalitarian power running amok while showing absolute contempt for US intetests. 

And why shouldn’t they? In this alniuspbere of engagement at all costs, they know they 
can get away with anything, from threatening our allies to spreading weapons of moss 
destruetion to killing their own people to destroying American jobs with mercantile trade 
practices. 

And it is on the jobs issue that our China policy really hits home. Once again, our b-ade 
deficit with China has surged, and now stands at $34 billion. 

Mr. Chairman, China docs not grant fair access to our goods, period. 

Mesnwhile, we continue to give China carte blanche in our market with Ml'N. 

This has got to stop, Mr. Chairman. We must stand up for the Anici lean worker and 
American interests, and words won't do it. 

We have the power, especially the economic power, to bring pressure to bear on tlicsc 
tyrants, and we ought to use it. 

Terminating MFN is the first and best place to start. 

When (he vast American market for Coiniiiuuial Chinese goods is shut off, believe me, 
these greedy dictators will start to show more flexibility. 

1 urge the committee to give its every consideration to this year's resolution of 
disapproval of MFN for China which *a I understand will b* offered by my lilcnd Mr. 
Rohtafaacher. 

1 would also like to leial iny auppon to the legislation introduced by Mr. Cox that is 
before your subcommittee which would link MFN for Chins to Taiwan’s entry intn the WTO 

I commend Mr. Cox for his creative aj^roach to the problem of China. 

I myself have introduced Icglslatian which is ourrvntly before tbc Banking committee that 
would attempt to deny multilateral loans to Communist China. 

The boaom line, Mr. Chairman, is that the current situation begs for a China policy, and I 
urge your fine suboommittee to give cateflil consideration in all of these proposals 

I thank the Choimuin and the subcommitlee for the lime. 
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Chairman Crane. Thank you for your testimony. 

Mr. Kolbe. 

STATEMENT OF HON. JIM KOLBE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARIZONA 

Mr. Kolbe. Thank you, Mr. Chairman. 

My remarks will be very short. This is kind of deja vu. We seem 
to have this same cast of characters every year before this 
Subcommittee. But it is important, and I do appreciate the oppor- 
tunity to testify. I also commend you, Mr. Chairman, and this 
Subcommittee for holding these hearings. It is important that we 
have these hearings on the issues related to United States-China 
trade. 

Our economic stake in maintaining trade relationships with 
China, is widely known. So, I am going to limit my very brief re- 
marks today to the effect which denying China’s most-favored- 
nation trade status would have on the issue which polarizes 
Congress every year at this time, and that is the issue of promoting 
human rights in China. 

I strongly support the President’s decision to renew most- 
favored-nation status for China, a decision which is also supported 
by our likely Republican nominee. Senator Dole. I do so because I 
firmly believe that the single most effective tool we as a nation pos- 
sess to advance the cause of human rights in China is our power 
to influence, and our power to influence changing political condi- 
tions in China, is tied very directly to our continued economic 
engagement with them. 

I disagree with my colleague, the very distinguished Chairman 
of the Rules Committee, Mr. Solomon, when he says that nothing 
has gotten better. Can anyone deny that conditions are certainly 
better than they were during the bizarre years of the cultural revo- 
lution of the sixties and seventies, when thousands of people were 
executed? It is a much more open society today in China than that. 

It is because our ability to influence conditions in China is tied 
to our economic engagement that renewal of unconditional MFN is 
so critical. We cannot retreat. We cannot hide from the challenges 
that face the United States-China relationship, some of which have 
been outlined by my colleague here this morning. 

We have to use our economic influence to promote meaningful 
change within China, Every day and in every way that we engage 
China in trade, we are transforming Chinese society from within. 
History has demonstrated this time and again, whether it has been 
in Korea, whether it has been in Taiwan, whether it has been in 
Chile, that economic growth and prosperity does lead to political 
freedom. History also teaches us that isolationism and economic 
stagnation lead to repression, and North Korea, is a case in point 
there. 

If we revoke or limit our trade with China, we are going to be 
diminishing our ability to promote change in that country. U.S. eco- 
nomic sanctions would harm the emerging Chinese private sector 
and the dynamic market-oriented provinces in Southern China, 
which are remarkably different from the rest of China and which 
are the most heavily dependent on trade. This would v/eaken the 
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very forces in Chinese society that are pressing the hardest for real 
change in that country. 

Perhaps most important, we ought not to forget the impact de- 
nial of MFN would have on the fledgling democracies of Taiwan 
and Hong Kong, the latter of which next year will be coming under 
the Chinese flag. For them, and they have been very clear on this, 
loss of MFN for mainland China would be catastrophic and lead to 
economic chaos at a critical juncture in their political history. 

The United States must remain engaged in China, Mr. Chair- 
man. We must continue our daily struggle to promote freedom, in- 
dividual liberty, and the institutions of democracy in that country. 
Only through engagement are we going to have influence, and only 
through influence are we going to promote change. 

So, I strongly urge this Subcommittee to keep us engaged by rec- 
ommending renewing unconditional MFN for China, and I thank 
you, Mr. Chairman, for the opportunity to testify. 

[The prepared statement follows:] 

Thank you very much for the opportunity to testify today. I commend this 
Subcommittee for holding hearings on the important issues related to United States- 
China Trade. Our economic stake in maintaining trade relationships with China is 
well known. Therefore, I will limit my testimony today to the effect which denying 
China’s Most-Favored-Nation trade status would have on the very issue which po- 
larizes Congress every year at this time — -the promotion of human rights in China. 

I strongly support the President’s decision to renew Most-Favored-Nation status 
for China. I do so because I firmly believe that the single most effective tool we as 
a nation possess to advance the cause of human rights in China is our power to in- 
fluence. Just as important, our influence on changing political conditions in China 
is tied directly to our continued economic engagement with them. Can anyone deny 
conditions are better than during the bizarre years of the cultural revolution of the 
1900s and early 1970s, 

That is why the unconditional renewal of MFN is so critical. We cannot retreat 
and hide from the challenges facing U.S-China relations. We must use our economic 
influence to promote meaningful change within China. Every day and in every way 
that we engage the Chinese in trade, we are transforming Chinese society from 
within. History has demonstrated this time and time again — whether in Korea, in 
Taiwan, or in Chile — that economic growth and prosperity leads to political freedom. 
History also teaches us that isolationism and economic stagnation lead to repres- 
sion. North Korea is a case in point. 

If we revoke or limit our trade with China we will be diminishing our ability to 
promote change. U.S. economic sanctions would harm the emerging Chinese private 
sector and the dynamic market-oriented provinces in Southern China, which depend 
on trade. This would weaken the very forces in Chinese society pressing hardest for 
economic trade. Perhaps most important, we should not forget the impact denial of 
MFN would have on the fledgling democracies of Taiwan and Hong Kong. For them, 
loss of MFN for mainland China would be catastrophic, leading to economic chaos 
at a ciitical juncture in their political history. 

The United States must remain engaged in China. We must continue our daily 
struggle to promote freedom, individual liberties, and the institutions of democracy 
in China. Only through engagement can we have influence, and only through influ- 
ence can we promote change. I strongly urge this Subcommittee to keep us engaged 
by recommending renewing unconditional MFN for China. 

Thank you again for the opportunity to testify today. 

Chairman Crane. Thank you, Mr. Kolbe. 

Ms. Pelosi. 

STATEMENT OF HON. NANCY PELOSI, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 

Ms. Pelosi. Thank you very much, Mr. Chairman. Mr. Rangel, 
happy birthday. Members of the Subcommittee, thank you for the 
opportunity to be here today. 
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We can all agree that the United States-China relationship is an 
important one and that we look forward to a brilliant relationship 
with the Chinese people economically, diplomatically, politically, 
and culturally. At the same time, I believe that in our international 
relationships we must strive to make the world safer, people freer, 
and trade fairer. On none of those scores does our United States- 
China policy measure up. 

I know that many Members of the Subcommittee believe that 
trade should not be linked to violations of human rights and pro- 
liferation. I disagree. However, I am going to focus my remarks 
today strictly on the economics of our United States-China trade 
policy and relationship. 

If we consider the United States-China relationship solely on eco- 
nomic grounds, China should not receive unconditional MFN for 
three reasons: Lack of market access to U.S. products, violation of 
intellectual property rights, and the transfer of technology and pro- 
duction to China. 

While I intend to discuss trade, I do want to mention the name 
of Bao Tong, a courageous dissident in China who was released 
from prison after serving his 7-year sentence on May 27, but is now 
under house arrest. I wish to associate myself and those of my col- 
leagues who work in the daily struggle for human rights in China 
with his challenge to the President of China and the Politburo. Mr. 
Bao charges them with taking the law into their own hands, by 
preventing a prominent voice of party reform and democracy from 
emerging lawfully. Even the State Department’s Country Report 
for 1995 says that economic reform has not led to political reform 
in China. 

But back to the trade issues, lack of market access, violation of 
intellectual property rights, and technology transfer. The Chinese 
government allows only a handful of industries and their products 
into China, primarily telecommunications, fertilizer, aerospace, 
grain, and some technology. Most goods and services made in 
America or developed in J^erica are not allowed there. The em- 
phasis of supporters of unconditional most-favored-nation status to 
China is always on U.S. exports to China. 

I would like to call to the attention of the Subcommittee the 
growth of the exports and imports in the past 10 years. It has tri- 
pled. At the same time the imports from China have increased 11 
times, leading to a $35 billion trade deficit. The trade deficit is ex- 
pected to exceed $40 billion in 1996. This is, in one way, attributed 
to lack of market access for U.S. products. 

Another alarming aspect of this trade is the 4-to-l ratio of what 
we buy from China to what they buy from us. The Chinese ship 
one-third of their products as exports to the United States. We ex- 
port 2 percent of our products into China. Because of lack of 
market access, we cannot export more. 

Many people who promote MFN for China unconditionally point 
to the number of U.S. jobs tied to United States-China trade. I 
have another chart which I want to call to Members’ attention that 
is with my statement. We have a $57 billion trade relationship 
with China. If you take a comparably sized trade relationship and 
look at the number of jobs generated, you will see that we have a 
real problem here. 
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According to President Clinton’s statement accompanying his re- 
quest to renew MFN, exports to China support 170,000 American 
jobs. It is, therefore, interesting to note the following. United 
States trade with the United' Kingdom is $55.7 billion and it sup- 
ports 432,000 American jobs, two-and-a-half times more than Unit- 
ed States-China trade. United States-West German trade totaled 
$59 billion in 1995 and supported 336,000 U.S. jobs. United States- 
South Korean trade totaled $49 billion in 1995, almost $10 billion 
less than the United States-China trade, and supported 381,000 
American jobs, over twice as many as the United States-China 
trade. I hope you will study these numbers and take pause as you 
see what our lack of market access is doing to this trade relation- 
ship. 

As you have heard the $2.3 billion in losses due to the violation 
of our intellectual property rights does harm to the American econ- 
omy. That $2.3 billion is not even included in the trade deficit that 
I mentioned. This Subcommittee is well aware of the movies, 
music, and software theft that China is engaged in, so I will not 
go into detail on that except to say that I am pleased that Mr. 
Rangel is a cosponsor of my bill, which states that the Chinese 
must live up to the agreement, not just agree, but must live up to 
the intellectual property rights agreement, or the President must 
issue sanctions. So, the President must issue sanctions under that 
bill unless China lives up to the agreement. No more agreements. 
The must live up to already existing agreements. 

We are told regularly by economists and labor force specialists 
that the future of our economy is our intellectual property, the ge- 
nius that rises from the great American freedom of expression and 
freedom of thought. In that real way, with their continuing pat- 
terns and practice of theft of our intellectual property, the Chinese 
are stealing our economic future. 

Last, Mr. Chairman, in my statement, I go into some of the prob- 
lems about intellectual property theft, the most significant of which 
is that it is largely for export. The United States is competing with 
its own intellectual property pirated by the Chinese for export from 
China to the rest of the world. 

I support the administration’s decision to publish a preliminary 
sanctions list and commend U.S. Trade Representative Charlene 
Barshefsky and Deputy Trade Representative Lee Sands for their 
unrelenting efforts to protect U.S. intellectual property rights. 

My last point is on technology transfer. We must be concerned 
about the harm to our economy of the technology transfer and pro- 
duction which is accompanying U.S. sales to China. The Chinese 
government demands that American companies wishing to obtain 
access to the Chinese market, because most products made in the 
United States do not have access, must not only build factories 
there but also transfer state-of-the-art technology in order to do so. 
The government then misappropriates that technology to build 
China’s own industries. The companies have little choice, in light 
of the high tariffs for U.S. products to reach the Chinese market- 
place. 
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A recent Washington Post article entitled “A China Trade 
Question: Is It Ready for Rules?” states that, ‘As vital as the 
Chinese market is, the appropriation of foreign technology by the 
Chinese poses a serious problem for the industrialized world, much 
more serious than CD pirating^, said Kenneth DeWoskin, a profes- 
sor at the University of MicMgan. “Think of telecommunications, 
automotive, and electronics, as very high technological chemicals. 
There is enormous value in that technology. You are talking about 
billions of dollars. When you provide technology to your Chinese 
venture, it has to be certified by the Engineering and Design Insti- 
tutes, whose job it is to disseminate technology to domestic Chinese 
ventures.’ 

The Chinese Government is building its own industries to the 
detriment of the long-term vitality of our industries, and we are 
not only letting them do so, we are encouraging this practice. 

I call to the attention of the Subcommittee this report, “Jobs on 
the Wing,” by the Economic Policy Institute. It reports about the 
fact that the Chinese aerospace industry already employs 500,000 
workers manufacturing planes in China and pays them an average 
of $50 a month. In one example, China is working closely with 
McDonnell-Douglas, assembling Western-designed commercial MD- 
82-Ss, a co-production deal. It is expected to dramatically increase 
Chinese content, reportedly up to 85 percent by the end of the year. 
I also call to your attention, once again, the fact that the 737 rear 
fuselage and tail sections which American workers produced for 
Boeing are now being produced in Xian, China, by workers who 
earn $50 a month. 

The Chinese Government’s industrial policy of targeting certain 
U.S. industries is by no means limited to aerospace, and I go into 
more detail in my statement. In the interest of time, I will sldp 
over that right now, but it relates to General Motors and other 
automobile manufacturers opening plants there to make parts, 
directly stealing high-paying jobs from American workers. 

Technology and production transfer can only result in a loss of 
an increasing number of American jobs as we lose our job-intensive 
industries to a cheaper, more manipulable work force. 

Finally, since this hearing is about MFN, I will say that the an- 
nual review for MFN for China can give Congress and the adminis- 
tration increased leverage with the Chinese Government. I believe 
it is important to review the state of the United States-China rela- 
tionship on an annual basis. During the debate, we gauge most 
whether U.S. policy is making trade fairer, people freer, and the 
world safer. It is a useful legislative vehicle to see if we are making 
progress in these areas. One-third of China’s exports come to our 
country. Only 2 percent of our exports are allowed in their country. 
China will not walk away from the U.S. market access they 
desperately need. 
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Until the Chinese government plays by the rules, we should not 
grant China unconditional most-favored-nation status. I will repeat 
one more time that the current policy, which tolerates lack of mar- 
ket access, piracy of our intellectual property, and the transfer of 
our technology to China does damage to our economy, undermines 
our commitment to promoting democratic freedoms, and threatens 
our National security. It does harm to the American worker, and 
on that basis alone, China should not receive most-favored-nation 
status. 

Thank you very much, Mr. Chairman. 

[The prepared statement and attachments follow:] 
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Representative Nancy Pelosi 

Subcommittee on Trade 
Hearing on MFN for China 

June 11, 1996 

Chairmein Crane and Members of the Subcommittee on Trade, thank 
you for the opportunity to appear before you today. 

We can all agree right from the start that the U.S. -China 
relationship is an important one and that we look forward to a 
brilliant future with the people of China, politically, 
economically, diplomatically and culturally. At the same time, I 
believe that in our international relationships, we must strive to 
make the world safer, people freer, and trade fairer. 

As you know, there are serious concerns in Congress about a 
number of aspects of the U.S. -China relationship. These concerns 
fall into the broad categories of trade, proliferation, and human 
rights. I know that many of the members of this Committee believe 
that trade should not be linked to violations of human rights and 
proliferation. I disagree. However, even if we consider the U.S.- 
China relationship solely on economic grounds, China should not 
receive unconditional MFN. 

I will focus my remarks on some Congressional concerns about 
the economics of the U.S. -China relationship. The picture, I am 
afraid, is not a good one. particularly in light of the lack of 
access to the Chinese market for the vast majority of U.S. goods 
and services. In my statement I will discuss the trade deficit, 
intellectual property rights violations, technology and production 
transfer, and MFN. 

While I intend to discuss trade, I would first like to bring 
to your attention a situation of immediate and pressing concern in 
China today. This should be of particular interest to those who 
support unconditional MFN and “commercial engagement’ arguing that 
their way spurs political reform and helps political reformers. 

One of China's most important reformers is Bao Tong, a former 
advisor to Zhao Ziyang, the Communist Party chief sacked on the eve 
of the June 1989 crackdown. At that time. Bao was charged with 
leaking "state secrets" and iit^rlsoned for seven years. He served 
his entire prison term and was released on May 27, but is now under 
house arrest under close guard at a guest house near Beijing. 

It appears that the Chinese authorities are refusing to allow 
Bao Tong to return to his home and, according to this morning's New 
York Times , are preparing instead to keep Bao Tong and his family 
under permanent house arrest, in internal exile, without access to 
the telephone, to doctors or to lawyers. The Chinese police have 
reportedly told Mr. Bao they want him and his family members to 
agree to relocate to an unspecified new home to live in what Mr. 

Bao called a “cage" of police supervision and indefinite house 
arrest. This information is based on a letter by Bao Tong smuggled 
out of China. 

The Administration and the business community should exercise 
their commitment to supporting reform in China by speaking out now 
on behalf of Bao Tong. 

Now, I would like to present some basic facts on the U.S.- 
China trade relationship in three areas: lack of market access, 
intellectual property rights and technology transfer. 

Lack of market access ; 

The Chinese government only allows into China a limited list 
of U.S. products -- primarily telecommunications, fertilizer, 
aerospace, some engineering, euid grain — and bars market access 
for most other U.S. goods and services. The emphasis of supporters 
of unconditional Most Favored Nation (MFN) status for China is not 
unexpectedly on U.S. exports to China. To understand the U.S.- 
China economic relationship, however, we must look at how trade has 
grown in both imports and exports. 

While overall, U.S. exports to China have tripled in the last 
ten years, U.S. imports from China have grown eleven times , 
resulting in a trade deficit with China that has grown from SIO 
million in 1985 to $34 billion in 1995. In 1985 China was our 70th 
largest deficit trading partner; it is now our second largest 
deficit trading partner, second only to Japan. At the current 
rate, the U.S. trade deficit with China will likely surpass $41 
billion in 1996 and will, within a matter of a few years, surpass 
our trade deficit with Japan. 

Another alarming feature of this trade pattern is the four-to- 
one ratio of what we buy from China as to what they buy from us. 
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The U.S. is China's largest e^qport market, with over one-third of 
their exports coining to our country. Less than 2% of U.S. exports 
go to China. At the same time, U.S. exports to other East Asian 
markets surpass our exports to China. In 1995, for example, U.S. 
exports to Taiwan, with 21 million people were $19 billion 
(supporting 288,000 U.S. jobs) and to China, with 1.2 billion, were 
under $12 billion. 

One of the oft-cited statistics of those who favor 
unconditional renewal is the size of the overall U.S. -China trade 
relationship, which reached $57 billion in 1995. If we look at 
other trade relationships of comparable size, we will see that far 
more jobs here in the United States result from exports to other 
countries than from exports to China. These job statistics are 
based on the standard formula that every $1 billion in U.S. exports 
supports about 15,000 jobs. 

According to President Clinton's statement accompanying his 
request to renew MFN, “U.S. exports to China support 170,000 
American jobs. . . “ It is therefore interesting to note the 
following : 

* United States-United Kingdom trade totalled $55.7 billion 
in 1995 and supported 432,000 American jobs, two and one- 
half times more jobs than U.S. -China trade. 

* U.S. -West German trade totalled $59 billion in 1995 and 
supported 336,00 American jobs. 

* U.S. -South Korean trade totalled $49-5 billion in 1995 
and supported 381,000 American jobs, over twice as many 
as U.S. -China trade. 

The numbers of jobs supported by U.S. -China trade are 
important, yet they must be seen in the larger context of jobs lost 
through lack of market access, violations of intellectual property 
rights and technology and production transfer. 

Intellectual Property: 

We should all be concerned about the harm to our economy of 
the ongoing practice by the Chinese of violating our intellectual 
property rights, which is estimated to have cost the U.S. economy 
over $2.3 billion in 1995. The trade deficit and jobs numbers do 
not include the impact on the U.S. economy of Chinese piracy of 
U.S. software, CD's, videos, pharmaceuticals, books, movies and 
music . 

We are told regularly by economists and labor force 
specialists chat the future of our economy is our intellectual 
property -- the genius that arises from our great democratic 
tradition of freedom of expression and freedom of thought. In that 
very real way, with their continuing patterns and practices of 
theft of our intellectual property, the Chinese are stealing our 
economic future. 

In China, it is possible to buy $12,000 of pirated U.S. 
software on a CD-ROM for $10. Pirated versions of Windows' 95 were 
availcdDle in China as the real thing was released in the U.S. Most 
of the production of stolen intellectual property in China is not 
for Chinese domestic consumption. Our IP is being stolen and 
produced mostly for export. China's domestic consumption capacity 
of CD's is only 7 million annually -- and its CD production 
capacity is currently 150 million units per year. 

The piracy does not stop at software. There are reports of 
pirated raw materials -- like integrated circuits from China -- 
showing up in Paraguay for distribution throughout the Americas. 
China's piracy of our intellectual property, while barring access 
for U.S. products to China's market, robs American workers of jobs 
and undermines our global competitiveness. 

I support the Administration's decision to publish a 
preliminary sanction list and commend U.S. Trade Representative 
Charlene Barshefsky and Deputy U.S. Trade Representative Lee Sands 
for their unrelenting efforts to protect U.S. intellectual property 
rights . 

Technology transfer; 

We must also be concerned about the harm to our economy of the 
technology transfer and production transfer which is accompanying 
U.S. investment in China and U.S. sales to China. 

The Chinese government demands that companies wishing to 
obtain access to the Chinese market not only build factories there, 
but also transfer state-of-the-art technology in order to do so. 

The government then misappropriates that technology to build 
China's own industries. The coii^>anies have little choice, in light 
of the high tariffs for their products to reach the Chinese 
marketplace . 
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A recent Washington Post article, *A China Trade Question: Is 
It Ready for Rules?" (May 19, 1996), states that 

as vital as the Chinese market is, the appropriation of 
foreign technology by the Chinese poses a serious problem for 
the industrialized itforld — "much more serious than CD 
pirating, " said Kenneth DeWoskin, a professor at the 
University of Michigan and adviser with Coopers & Lybrand's 
China consulting business. "Think of telecommunications, 
automotive, electronics, very high technology chemicals -- 
there's enormous value in that technology. You're talking 
hundreds of billions of dollars." 

DeWoskin continued, 

"When you provide technology to your Chinese venture, it has 
to be certified by one of these research and design 
institutes," he said, "But unfortunately, those are the same 
institutes whose job it is to disseminate technology to 
domestic ventures." 

The Chinese government is building its own industries to the 
detriment of the long-term vitality of our industries and we are 
not only letting them do this, we are encouraging them in this 
practice. 

The aerospace industry is an excellent exaonple of the pattern 
of technology and production transfer. According to a 1995 study 
by the Economic Policy Institute, Jobs on the Wing , the Chinese 
aerospace industry already en^loys 500,000 workers manufacturing 
planes in China -- and pays them an average of $50 a month. One 
example: China is working closely with McDonnell Douglas 

assembling Western-designed commercial aircraft, MD-82s, in a 
coproduction deal. The coproduction of MD-90 "Trunkliners, " is 
expected to have dramatically increased Chinese content, reportedly 
up to 85% by the end of the production run. Several years ago, 
Boeing shut down a plant in Wichita, Kansas -- the 737 rear 
fuselage smd tail sections which American workers produced are now 
being produced by workers in Xian, China, who earn $50 a month. 

The Chinese government's industrial policy of targeting 
certain U.S. industries is by no means limited to aerospace. 

General Motors, for example, has plans to build parts plants in 
China -- plants which it is believed will produce auto parts for 
export and will displace American autoworkers. 

I understand the position of any given business on the U.S.- 
China relationship. Each business is, after all, concerned for its 
own bottom line. But we here in Congress are supposed to have a 
broader view -- someone is supposed to keep their eye on the public 
interest, on the bigger picture — and the bigger pictixre here is 
neither a pretty nor an encouraging one. 

Technology and production transfer can only result in the loss 
of an increasing number of American jobs as we lose our job- 
intensive industries to a cheaper and more manipulable labor force. 
The belief that we have only lost and are only losing our low-wage, 
low-skilled jobs to China is a con^letely fallacious one. The 
Chinese government is carefully and calculatedly building its own 
economic future by acquiring overtly and covertly, legitimately and 
illegally, our technology, our production, and our genius, the very 
blueprints of our economy. 

Finally, since this hearing is about Most Favored Nation 
status for China, I will say that the annual review of MFN for 
China can give the Congress euid the Administration increased 
leverage with the Chinese government. I believe it is em important 
opportunity to review the state of the U.S. -China relationship. 
During the debate, we must gauge whether U.S. policy is making 
trade fairer, people freer, and the world safer. We must 

retain the legislative vehicle of MFN as a tool to make significant 
progress in these areas. One-third of China's exports come to our 
country, and the Chinese government will not walk away from the 
U.S. market access which they so desperately need. The current 
policy of unconditional renewal does damage to our economy, 
undermines our commitment to promoting democratic freedoms, and 
threatens our national security. 

Until the Chinese government plays by the rules, we should not 
grant China unconditional Most Favored Nation status. 
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U.S. Merchandise Me with China: 
1985-1995 


($Mlons) 


Year 

U.S. Trade Balance 

U.S. Exports 

11.S. Imports 

1985 

.tj## 

1987 

|.l|88^ 

1989 

1991 

kikfl5ai»^r . ‘ '--- ; 

I 


- 12,698 

6,278 

18,976 



mw- ? , 
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1993 

- 22,768 

8,767 

31,535 





1995 

- 33,807 

11,748 

s« 

45,555 

rce: U£. Department of Commerce 
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U.S.-China Trade: 

The Status Quo 

1995 Trade deficit: $34 BilllOU 

Tariffs: 

Avg. U,S. MFN tariff on Chinese goods: 2 % 
Avg. Chinese MFN tariff on U.S. goods: 35% 


Exports: 

% of U.S. Exports allowed into China: 2% 

% of Chinese Exports to the U.S.: 33% 

Jobs: 


Chinese jobs supported by U.S. trade: 
U.S. Jobs supported by Chinese trade: 


10,000,000 

170,000 


Trade Growth: 

Exports to China have grown: 3 Times 

Imports from China have grown: 11 Times 


Representative Nancy Pelosi 
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Chairman Crane. Thank you, Ms. Pelosi. 

Mr. Shaw. 

Mr. Shaw. Thank you, Mr. Chairman. 

I am a little concerned that coming into this debate is the imbal- 
ance of trade. If that were a consideration in our vote here today, 
then we should be talking to Korea and we should be talking to 
Japan. We should be talking to many of our trade partners. 

I do not think that is a consideration, and I think that to try to 
inflame the Congress because of the imbalance of trade is really 
going in the wrong direction and is bringing something before this 
Subcommittee that is totally irrelevant to the debate that we are 
having here. 

Ms. Pelosi. May I respond? 

Mr. Shaw. Also, in thinking about what has happened in China 
over the last 15 to 20 years, the freedoms and the progress that 
China has made can be attributed to the many business people 
throughout the world who have invested in China, and we find that 
coming from a totally structured economy, we see it opening up to 
parcels of capitalism. 

The capitalism that has taken place in that country, and we have 
seen it in Shanghai and particularly down in the south end of 
China, has brought about the freedom of the Chinese to be able to 
move. They no longer are completely dependent upon the state for 
jobs and, therefore, kept within their own community. So they are 
enjoying freedom, greater freedom of motion. There are things that 
are happening for them. 

We can sit here all day and agree that there are abuses of 
human rights in China. There is no question about it, and I am in 
total agreement with that. But do we really, as the economic power 
of the world, want to shut off a country that is composed of such 
a high population, and is composed of such a growing economy? Do 
we want to penalize ourselves and the workers in this country by 
doing this? Do we want to further punish the Chinese by cutting 
off any hope they have for freedom? 

The generator of what progress they have made is not attributed 
to their leaders, it is attributed to trade. Trade is what is making 
the difference, and we may not be satisfied with the progress that 
we have made, but do we really want to step back in time? Do we 
really want to cut off China’s most-favored-nation status in a year 
when we are seeing Hong Kong coming into this mix? Do you see 
our cutting off Hong Kong, as well? 

This is where I would like to focus my attention to Mr. Solomon 
and Ms. Pelosi. Do you feel that Hong Kong would be an exception 
or do you feel that Hong Kong also would be cutoff? Mr. Solomon? 

Mr. Solomon. Let me respond first, Mr. Shaw, by saying I was 
a little surprised to hear you say that trade is not the issue that 
is before us on this bill. 

Mr. Shaw. I said the balance of trade is not. 

Mr. Solomon. Let me just say, I have spent the last several 
months defending your Subcommittee against those other standing 
Committees that would like to usurp your authority on the trade 
issues, the Foreign Affairs Committee, the National Security 
Committee 
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Mr. Shaw. I do not think that is an issue, either, Mr. Solomon, 
but for that we are very grateful. 

Mr. Solomon. So, we want to continue to defend your rights on 
the issue of trade. 

Mr. Shaw. Thank you. 

Mr. Solomon. However, let me just say something to you. There 
is nothing like the buying power of the American people. We do 
have the highest standard of living in the world, and we ought to 
be using it. 

American foreign policy, whether there is a Republican or a 
Democrat in the White House, has always been to defend and en- 
courage democracies around the world but never to insert ourselves 
militarily. But, we can use our buying power in this world to cor- 
rect this problem. 

I can tell you right now that we are being discriminated against. 
The General Electric Co. is being discriminated against in selling 
their steam turbines to China and other countries. We need to sit 
down. We need to use that bu 3 nng power. Your Subcommittee can 
do it. 

We would not be cutting off MEN for China indefinitely. You can 
do it for 30 or 60 days, or for 3 months. If you did it for 1 day, 
you would see them come rushing to the table and we would re- 
solve a many of these problems and it would result in Chinese peo- 
ple being treated like decent human beings in the future, and that 
is what this is all about. 

Mr. Shaw. Ms. Pelosi. 

Ms. Pelosi. If I may respond, Mr. Shaw, you asked some 
very 

Mr. Shaw. If you could comment on what to do about Hong 
Kong, I would appreciate it. 

Ms. Pelosi. Yes, I will be pleased to do that, but first, I want 
to address your statement about the deficit. You said you did not 
think it was appropriate for us to bring up the trade deficit as an 
issue. I disagree, respectfully, and want to call to your attention 
the growth of the trade deficit. Actually, we have been having this 
debate for 7 years but this chart shows it for the last 10 years. 

Mr. Shaw. I understand that, but is it part of the Jackson- 
Vanik? Is it involved in that? Is that supposed to be involved? Look 
at the statute. Does the statute say anything about the balance of 
trade? I think not. I think it talks about human rights. 

Ms. Pelosi. When we talk about human rights, you say they 
should not be linked. But I want to emphasize the trade deficit, be- 
cause the fact that we lack market access into China is a very sig- 
nificant reason why the deficit has grown. While our exports to 
China have grown over the last 10 years 3 times, the imports from 
China to the United States have grown 11 times. 

Accompanying the lack of market access and the high tariffs of 
our products, if they were allowed into China, is the transfer of 
technology, people who want to build factories there must transfer 
their teclmology. The technology is then misappropriated into other 
Chinese industries. 

This Subcommittee has a responsibility to the American economy 
and to the American work force. We cannot hide behind chapter 
and verse of a bill to say that we will not consider what is hapj^n- 
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ing in this trade relationship when Members of this Subcommittee 
and those who advocate not using MFN as a tool always point to 
the number of U.S. jobs that are tied to United States-China trade, 
indeed, they are doing so even here this morning. 

You mentioned South Korea, I have a chart that I handed out 
with my statement which points to the fact that our trade relation- 
ship with South Korea is almost $50 billion. China’s is $57 billion. 
The number of jobs that spring from the United States-China rela- 
tionship are 175,500 jobs 

Mr. Shaw. Reclaiming my time, which has expired, long 
expired 

Ms. Pelosi [continuing]. While the number of jobs that spring 
from South Korea are 381,000. We are, indeed, just about in 
balance with South Korea. 

Mr. Shaw. Ms. Pelosi, I have asked a question which has not 
been answered and my time has expired. 

Mr. Solomon. Mr. Shaw, could I respond in one sentence? 

Mr. Shaw. In closing, I would like the record to be very clear 
that the legislation about which this hearing is being held talks 
about human rights as reflected in the immigration policy of China 
and it does not speak to these other things that maybe we should 
have hearings on on a global basis, but it is not a subject of this 
hearing. Thank you. ‘ 

Chairman Crane. Mr. Houghton. 

Mr. Solomon. Mr. Shaw, would you yield just for a one-sentence 
answer to your question? You had proposed the question to me. I 
guess I did not specifically answer it, but we all know that Hong 
Kong does not become a part of China until next year. It is irrele- 
vant to the cutoff of MFN this year. 

Ms. Pelosi. Further to Mr. Shaw, I think that MFN is not going 
to be cutoff. You know there is no chance of overriding a 
Presidential veto. But everyone who tells you that, because of 
Taiwan and Hong Kong, we should not revoke MFN, many of those 
same people say to us, keep up the debate. They know MFN is not 
going to be revoked. 

Chairman Crane. Mr. Houghton. 

Mr. Houghton. Thank you, Mr. Chairman. 

China is a better friend than it is an enemy. Therefore, how can 
we maintain our friendship and develop it over the years without 
using a sledgehammer? Obviously, we are not going to disavow 
Japan and take away their most-favored-nation status, and if I un- 
derstand it correctly, in 1974 with the Jackson-Vanik amendment, 
they took the nonmarket economies and lumped them together. 

But vety similar conditions, irrespective of the technical reasons 
there, exist with J^an and China. We have a trade deficit, I would 
imagine, between $40 and $60 billion year after year after year 
with Japan, but we are not thinking of extracting ourselves from 
that particular relationship. So, there must be other ways of get- 
ting at this rather than falling back on the most-favored-nation 
situation. 

Also, there was a man called Pei, Professor Minxin Pei of Prince- 
ton University, who indicated that — and he was a member of the 
group that was there in Tiananmen Square. He said the institu- 
tional foundations of a genuine democracy are slowly taking shape. 
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so the question is, how do we help them foster it, without being 
rather abrupt and unnecessarily decisive as far as the most- 
favored-nation issue? 

Ms. Pelosi. Is it to me? I thank the gentleman for his very 
comprehensive question. 

First of all, getting to your first point about China being a better 
friend than an — did you use the word adversary or enemy? I start- 
ed my remarks by saying that we look forward to a brilliant future 
with the Chinese people in every way and that it is an important 
relationship. Let me also say that without putting a scale out there 
to say whether it is better or worse, China is engaged in activities 
in violation of many of our agreements, whether they relate to the 
proliferation of weapons of mass destruction, the transfer of nu- 
clear technology to unsafeguarded states, or the transfer of cruise 
missiles and other missile technology to unsafeguarded states, 
making the world a less safe place. 

At the same time the United States has an embargo on Iran and 
it wants to have a secondary boycott on countries doing business 
with Iran, we turn our head away from the transfer of cruise mis- 
siles by China — and this is undisputed, this is not even in doubt — 
to Iran, as well as to other dangerous technologies. 

In terms of human rights and Jackson-Vanik, and this addresses 
something Mr. Kolbe said about the Cultural Revolution, what we 
should be comparing China’s human rights situation to is not the 
cultural revolution — we were not engaged then — but to the last 10 
years, when we have had this policy of engagement. In that period 
of time, even by the State Department’s own Country Report, 
economic reform has not led to political reform. 

So, while I know that this Congress is not going to cut off most- 
favored-nation status to China, I believe that it would be in the 
best interest of those who criticize the annual debate to come up 
with some alternative. I think the burden is with those who say, 
let us not use this for leverage. 

I believe that if the Chinese ever thought for 1 minute that their 
access to the U.S. market for one-third of their exports was in jeop- 
ardy, it would have a positive impact on the rights of freedom and 
the rule of law in China. Right now, the rule of law in China does 
not exist, and that is not helpful to U.S. companies trying to do 
business there. The chickens will come home to roost, and unfortu- 
nately, the American workers are the ones who are going to have 
to pay the price. 

Mr. Houghton. If I could just interrupt a minute, Ms. Pelosi, I 
guess there are three basic issues here. One is trade, the other is 
weapons, and the third is human rights. It seems to me that they 
are all important, they affect all of us in our daily lives, and they 
should be looked at, but rather than throwing the whole cloak of 
most-favored-nation over it, can we not deal with those as we do 
with other countries, on an individual basis? 

Ms. Pelosi. Mr. Houghton, each year, since the Tiananmen 
Square massacre, many of us have proposed alternatives to revoca- 
tion of MFN. Mr. Solomon has been the leader in the revocation 
fight, but many of us have proposed conditional renewal with very 
generous opportunities for China to make overall significant 
progress. We proposed targeted revocation on products made by the 
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People’s Liberation Army because of the smuggling, and at that 
time legal but inappropriate sale of weapons into the United 
States. As you know, the smuggling continues. We were trying, at 
the time, to get at those businesses that were owned by the 
Chinese military. 

We have proposed discrete and targeted approaches which have 
not been accepted by opponents to revocation of MFN. We have 
tried for many years, tabling the MFN issue, and instead support- 
ing a framework for diplomatic relations with China, but that was 
not embraced by those who oppose MFN for China. Some Members 
of Congress voted for it but that did not help us get it through the 
Senate, and therefore that legislation did not exist. So, we have 
tried for more discrete approaches, but they have not been well 
received. 

To address Mr. Shaw’s question about Hong Kong. The people in 
Hong Kong, of course depend on MFN, but they also depend on our 
speaking out each year using as much leverage as possible for 
democratic reform. None of us wish to be associated with the di- 
minishing of human rights and freedom in the parts of China that 
it does exist, Hong Kong and Taiwan. 

Chairman CRANE. I want to thank the witnesses for their testi- 
mony. We have at least one vote coming up, so the Subcommittee 
will stand in recess until either the one or two votes are behind us, 
and then we will call upon our next panel to testify. I want to 
thank you all for your testimony. 

Ms. Pelosi. Thank you, Mr. Chairman. 

[Recess.] 

Chairman Crane. Will everyone please be seated. 

I want to welcome Ambassador Barshefsky and Ambassador 
Lord. We are looking forward to your testimony. Again, I know you 
have some tight time constraints, too, so if you can try and con- 
dense your opening remarks to 5 minutes, we can assure you that 
any printed statements will be a part of the permanent record. 

With that, I would like to yield to Ambassador Barshefsky. 

STATEMENT OF HON. CHARLENE BARSHEFSKY, ACTING U.S. 

TRADE REPRESENTATIVE, OFFICE OF THE U.S. TRADE 

REPRESENTATIVE 

Ms. Barshefsky. Thank you so much, Mr. Chairman. It is a 
pleasure to be here today before you. 

I would like to discuss the United States-China relationship 
briefly. I know Ambassador Lord is going to discuss that in further 
detail. I would like to focus in particular on the question of intellec- 
tual property rights, which so many of the members have men- 
tioned. 

It is an understatement to say that the United States-China rela- 
tionship is complex and multifaceted. America has a range of issues 
with China that go far beyond trade. We have a deep and abiding 
interest in human rights and are critical when basic international 
norms are not met. We have continuing concerns in areas ranging 
from nonproliferation to environmental concerns and increasingly, 
of course, trade plays an essential role in the relationship. 
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China is the world’s fastest-growing major economy, already pos- 
sessing the world’s largest population. By early next century, CMna 
may have the world’s largest economy. 

On Friday, the President sent to Congress the formal waiver rec- 
ommending extension of unconditional MFN to China for another 
year. U.S. interests in China are best promoted, we believe, if we 
maintain MFN as the foundation for our trade relationship. 

Mr. Chairman and Members of the Subcommittee, we will never 
achieve China’s full inte^ation into the international community 
by building walls that divide us. The most repressive periods in 
modem Chinese history did not occur in times of open exchange. 
They occurred in times of isolation. President Clinton believes we 
must remain engaged with China, and Ambassador Lord will re- 
view this in some detail. But, let me be clear by what we mean by 
engagement. 

President Clinton came to office with the view that engagement 
with China does not mean ignoring our differences. It means that 
we actively engage China to resolve our differences and it means 
protecting our interests when consultations are not fruitful, and 
that brings me to the intellectual property rights issue. 

As you are aware, last month, the United States announced the 
publication of a $3 billion preliminary retaliation list targeting 
Chinese exports to the United States for China’s failure satisfac- 
torily to implement the 1995 Intellectual Property Rights Enforce- 
ment Agreement. Barring satisfactory implementation of the agree- 
ment by China, a final list of approximately $2 billion will go into 
effect on June 17. 

We do not take the move toward retaliation lightly. China has 
taken certain actions to improve IPR protection, particularly in 
cleaning up its retail market and in establishing a nationwide en- 
forcement structure. Where Chinese officials have demonstrated re- 
solve, as in Shanghai, they have shown that piracy can be brought 
under control. 

Despite these improvements, China has not enforced key areas 
of the agreement, including halting piracy at its source. Last year, 
China exported approximately 50 million pirated CDs, CD-ROMs, 
VCDs, and LDs to the world. Today in Hong Kong and elsewhere, 
$10,000 software packages can be purchased for as little as $5. 
Pirate versions of Microsoft’s Windows 95 were on sale in China be- 
fore it was officially introduced. Motion pictures are often pirated 
and available on VCD before they are released in the United 
States. 

The effect of this activity on the U.S. economy is clear. U.S. copy- 
right industries alone represent more than 5 percent of the U.S. 
work force, roughly equal to the U.S. auto industry, and are grow- 
ing at three times the rate of the rest of the economy. When China 
pirates American products, it denies the ideas, the enterprise, and 
the jobs of these American companies and the workers they 
employ. 

China must take four key actions to remedy the current IPR sit- 
uation and implement the agreement. It must first close or clean 
up the CD factories. 

Second, it must intensify enforcement in areas where piracy is 
rampant, such as Guangdong Province. 
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Third, it must take effective action to curb piracy at its borders, 
particularly seizures of bulk cargo shipments. 

And finally, China must permit market access for U.S. computer 
software, sound recording, and motion picture products and 
companies. 

China knows exactly what it must do to get back on the compli- 
ance track. I am pleased to say that we can confirm China has 
closed some factories. Has it done enough yet? No. The issue is for 
China to take further concrete and verifiable action to reduce 
piracy at its source and at its borders. 

Let me make two final points on this issue. First, the United 
States has gone the extra mile to help solve the problem. Since the 
signing of the agreement last year, we have sent nine delegations 
to China. We have had more than 30 high-level consultations and 
our government agencies and private industry have provided mas- 
sive technical assistance to China to assist it in its enforcement 
efforts. 

Second, we are not asking China to do anything more than what 
it already agreed to do 14 months ago. This administration will en- 
force trade agreements entered into and China can be no exception. 

Mr. Chairman, the benefits of the United States-China relation- 
ship are important for both countries and must run in both direc- 
tions. Renewal of MFN by the Congress, as well as continued en- 
gagement with the Chinese, is the United States contribution to 
that mutual relationship. China’s contribution must be to open its 
markets, to adhere to international norms, and to become a respon- 
sible international player. Thank you very much. 

[The prepared statement follows:] 
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Testimony Before 

The House Ways and Means Trade Subcommittee 
Ambassador Charlene BarsbeCsky 
June U, 1996 

Mr. Chairman, it is a pleasure to appear before the Subcommittee today to discuss the 
U.S. -China relationship and the question of intellectual property rights enforcement. 

It is an understatement to say that the U.S.-China relationship is complex and 
multifaceted. America has a range of issues with China that go far beyond trade. We have a deep 
and abiding interest in human rights, and are critical when basic international norms are not met. 
We have continuing concerns in areas ranging from non-proliferation to environmental 
protection. And increasingly, trade plays a central role in our relationship. 

Make no mistake about it. Americans have a commercial stake in China. At least 
160,000 Americans owe their jobs to U.S. exports to China. Just as we should not make 
apologies for China, we should not apologize for our economic interest in China. 

China is the world's fastest growing major economy, with annual growth rates of more 
than 10 percent for each of the past four years — and average growth rates of greater than 7 
percent for each of the past fourteen years. Already possessing the world’s largest population, by 
early in the next century, China may have the world’s largest economy. 

On May 3 1, the President sent to Congress the formal waiver recommending extension of 
unconditional MFN to China for another year. The United States’ interests in China are best 
promoted if we maintain MFN as the foundation for our trade relationship. 

Mr. Chairman, we will never achieve China’s Ml integration into the international 
community by building walls that divide us. The most repressive periods in modem Chinese 
history did not occur in dmes of open exchange - they occurred in times of isolation. President 
Clinton believes we must remain engaged svith China. 

But let me be clear about what we mean by engagement. President Clinton came to 
office with the strong view that engagement with China does not mean ignoring our differences. 

It means we actively engage China to resolve our differences and it means protecting our 
interests when consultations are not fruitM. 

When the President decided to delink human rights and MFN two years ago, he said that 
we were prepared to use a whole array of legislative and administrative methods to address 
specific issues with China. With respect to trade, as the President has repeatedly said, we 
welcome foreign products, but insist that our products be treated fairly overseas. When other 
countries do not live up to their obligations, we will take action. More than three years ago the 
President affirmed that, “We must enforce our trade laws and our trade agreements with all the 
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tools and energy at our disposal.” "We have used all of the tools at our disposal to open China’s 
market. 


One area of immediate difficulty, of course, is China’s lack of satisfactory 
implementation of the 1995 Intellectual Property Rights Enforcement Agreement. 

Mr. Chairman, as you are well aware, last month the United States announced the 
publication of a $3 billion preliminary retaliation list targeting Chinese exports to the United 
States. This action set in motion a 30 day clock before final action occurs. Last week, USTR 
held public hearings on the retaliation list, and we appreciated the range of comments &om 
individuals and companies that we received. We are currently preparing a final list with a value 
of approximately $2 billion — a figure commensurate with the damage inflicted on U.S. 
industries. Barring satisfactory implementation of the IPR Enforcement Agreement by China, 
the final list will go into effect on June 17. 

We do not take the move toward retaliation lightly. China has taken certain actions to 
improve IPR protection particularly in the retail sector. Over the past year, China has carried out 
more than 4000 raids and destroyed approximately 2 million pirated CDs, and hundreds of 
thousands of pirated books, audio cassettes, and trademarks. Some IPR court cases involving 
foreign rightholders have also been resolved successfully over the past year. 

China has also established a nationwide IPR enforcement structure as required under the 
Agreement - a system of more than 30 provincial and municipal level task forces comprised of 
enforcement agencies and the police. The system — designed to target piracy, levy stiff fmes, 
and remand infringers for criminal prosecution — is working in some localities. In Shanghai, for 
example, officials have made IPR protection a priority and have taken effective action to clean- 
up the city’s markets. Clearly, where Chinese officials have demonstrated resolve, they have 
shown that piracy can be brought under control. 

Despite these measures, China has not enforced key areas of the agreement, including 
hatting piracy at its source. As a result, important American industries and broader American and 
international interests are getting hurt. Last year, China exported approximately 50 million 
pirated CDs, CD ROMS, VCDs, and LDs to the world. Today in Hong Kong and elsewhere, 
$10,000 software packages can be purchased for as little as $5. Pirate versions of Microsoft’s 
Windows 95 were on sale in China before it was officially introduced. Motion pictures are often 
pirated and available on VCD disks before they are released in the United States. 

The affect of this activity on the U.S. economy is clear. U.S. copyright industries alone ’ 
represent more than 5 percent of the U.S. work force — roughly equal to the U.S. auto industry - 
and are growing three times as fast as the rest of the economy. The copyright industries 
contribute more than $350 billion a year to the U.S. economy, accounting for more than 6% of 
GDP. The U.S. computer software industry alone maintains a 75% market share worldwide and 
created almost 60,000 jobs last year. When China pirates American products, it denies the ideas, 
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the enterprise, and the jobs of these American companies and the workers they represent. 

China must take four key actions to remedy the current IPR situation and implement the 
IPR Agreement: 

First, action against the factories involved in the production of pirate CDs and CD< 
ROMS. We have an aggressive strategy with China to ensure — to the best of our ability — that 
all CD factories in China are producing legitimate CDs, LDs, CD-ROMs, and Video CDs. The 
IPR Agreement that we have in place with China calls for the clean-up all factories producing 
pirated products. We have targeted the worst offenders and have asked the Chinese to close 
down these factories immediately. In addition, we are working with the Chinese Government to 
ensure that the remaining factories are cleaned-up or closed down. The point is that we need to 
see a comprehensive system in place to crackdown on piracy in China. 

Second, intensify enforcement in areas of China where piracy continues to be 
rampant, such as Guangdong Province. While China has raided retail establishments 
extensively, regions such as Guangdong continue to engage in rampant piracy. Manufacturers 
and distributors have remained untouched. Major pirates have not been punished, and 
prosecutors remain reluctant to tackle copyright infringement cases. Penalties are rarely 
sufficient to deter piracy — for pirates they are now simply a part of the cost of doing business. 

Third, take effective action to protect intellectual property at China’s borders — 
particularly seizures of bulk cargo sbipmente. Exports of pirated products -- mainly from 
Southern China through Hong Kong — result in huge losses for U.S. companies in third country 
markets. China’s Customs Service has conducted more than 1000 seizures, but mainly against 
foot traffic at the border. China has yet to target cargo shipments — the primary export method 
for pirated CDs. 

Finally, permit market access for U.S. computer software, sound recording and 
motion picture products and companies. China has not yet fulfilled any of the major elements 
of the market access commitments that it undertook in the IPR Enforcement Agreement. 
Although China has entered into some revenue-sharing arrangements, US filmmakers still face 
de facto quotas in China’s markets. China has yet to issue regulations allowing the establishment 
of joint ventures for production of audiovisual products, including the signing and promotion of 
local artists, as well as other market access steps. 

Actions in these areas, all required by last year’s agreement, will establish the foundation 
for bringing the rampant piracy under control. China knows exactly what it must do to get back 
on the compliance track. The issue now is for China to take concrete and verifiable action to 
reduce piracy at its source and at its borders 

Let me make two final points on this issue. First, the United States has gone the extra 
mile to help solve this problem. Since the signing of the agreement last year, we have sent eight 
delegations to China and its provinces and conducted more than thirty senior level meetings. At 
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the request of the Chinese government, we have a team in China this week for consultations. The 
United States has also provided technical assistance in support of this effort. Key U.S. law 
enforcement agencies have provided assistance to the Chinese including the Department of 
Justice, the FBI, the Customs Service, the Patent and Trademark Office, the U.S. Information 
Agency, and USTR. Additionally, the U.S. private sector has hosted literally dozens of training 
seminars throughout China. In fact, our companies have gone so far as to donate computer 
equipment and software to the Chinese customs service. 

Second, the IPR issue has significance beyond bilateral relations between the United 
States and China. As the world’s fastest growing market, whether China enforces its trade 
obligations matters for everyone. We are not the only nation for which the protection of 
intellectual property rights is important and this is well known to China. We have not asked 
China to do anything more than what other Asian nations are already doing — indeed what China 
has already agreed to do. The vitality and success of the global trading system depends on 
everyone living up to their obligations. 

We urge China to take the concrete actions necessary to demonstrate its firm commitment 
to the Agreement and ensure its implemehtation. There is time for this to happen before 
sanctions go into effect. We are prepared to woric with the Chinese toward that end. But it is 
decisive action against piracy that China must now take. 

Mr. Chairman, the U.S.-China relationship is as important as any bilateral relationship in 
the world. But the opportunities in our relationship with China must run in both directions. For 
China, the potential of the U.S. market is matched by a tangible reality. Roughly one third of 
China's exports go to the United States, including tens of billions of dollars worth of electronic 
machinery, textiles, footwear and an ever increasing volume of higher value added products. In 
addition, Chinese companies — like all foreign companies — are allowed to establish finely in the 
United States. No one restricts their right to do business with American customers. 

For the United States, it is certainly tnte that China offers unmatched potential. 
Unfortunately, while progress has been made, for the United States, the potential of the China 
market remains unfulfilled in many respects. While the United States accepts one third of China's 
exports, China accounts for less than 2 percent of U.S. exports and maintains highly restrictive 
import policies. China must further open its mailcets. The first step is to ensure compliance with 
commitments already made. 

We have an opportunity to bridge important gaps in our relationship, so that benefits 
travel in both directions. To make this potential a reality, the United States stands ready to do its 
share. Renewing MFN, along with a broader engagement strategy, is critical to building a long 
term, stable relationship with China. But China, too, must bear its share. It must respect 
international norms, open its markets, and fulfill the commitments it makes. Mutual prosperity 
depends on this. 
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Chairman Crane. Thank you, Ms. Barshefsky. 

Mr. Lord. 

STATEMENT OF HON. WINSTON LORD, ASSISTANT 

SECRETARY, EAST ASIAN AND PACIFIC AFFAIRS, U.S. 

DEPARTMENT OF STATE 

Mr. Lord. Mr. Chairman, I will submit my full statement for the 
record and just give you brush strokes of our approach, in the 
interest of time. 

I will begin by saying and pointing out that since the 1979 nor- 
malization, every administration. Republican and Democratic, has 
extended China’s MFN trading status. Then I go through a series 
of myths and misunderstandings with respect to our China policy 
generally and MFN particularly. 

The first one has been addressed, the misleading nature of the 
very term itself, most -favored-nation treatment. I will not belabor 
that except to say this is not a referendum on China’s behavior. We 
will meet that behavior when it is unacceptable using various in- 
struments, both pressures and inducements, but we do not think 
MFN is the way to proceed. 

I point out how we have used these other instruments with re- 
spect to Taiwan. Both through rhetoric and removal of certain mili- 
tary assets, we have made clear that the resort to force would have 
grave consequences. Tensions have been reduced. 

On nonproliferation, we have on several occasions either threat- 
ened or actually employed sanctions. We are required to make non- 
proliferation progress and we have made some progress. 

On IPR enforcement. Ambassador Barshefsky has already 
addressed that. 

With respect to human rights, we are using other multilateral 
and bilateral ways of attacking this very serious problem, but 
again, MFN, we do not believe, is the way to proceed. 

A second myth that exists in our China debate is that whenever 
there are difficulties in relations with China, somehow, it is due to 
United States miscues. The fact is that no matter how wise and 
steady our policy, we will continue to encounter problems as well 
as opportunities on our relations with Beijing. 

Mr. Chairman, during this particular period, we are dealing with 
a complex, difficult, and prickly partner whose power is growing, 
whose leadership is in transition, and whose government is turning 
increasingly to a nationalism that is conditioned by thousands of 
years of experience as a dominant “Middle Kingdom” and more 
than a century of humiliation by foreigners. Against this backdrop, 
any administration, any policy would encounter tensions. 

Growing out of that is the third myth, that therefore because of 
these problems and tensions, we should practice containment or try 
to control China. This would be a self-fulfilling prophecy, turning 
China into an enemy. We are not naive. We are maintaining our 
force levels. We are maintaining our various options. 

But, to opt for containment would require a major shift in our 
economic, military, and diplomatic resources. We in the global com- 
munity would risk much if China were to become isolated and 
unstable. We would be alone. None of our friends, however they 
may be concerned about growing Chinese power, would join us in 
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a containment policy. And we would forfeit Chinese cooperation on 
many global, bilateral, and regional issues. 

Then a fourth myth comes up arising from that. If you cannot 
practice containment, the only alternative must be appeasement. 
We have already heard that word here today. Consistent with the 
approach of five previous administrations of both political parties, 
this administration’s policy of engagement in no way implies acqui- 
escence in Chinese actions that clash with U.S. interests or 
international norms. 

I have already pointed out, and I do in my statement, how we 
are firm wherever necessary and will be cooperative wherever 
possible. We use all the instruments at our disposal, including 
domestic legislation, where required, to promote progress in 
Chinese behavior. Our willingness to take a firm stance when nec- 
essary as required to protect our interests, maintain domestic sup- 
port for engagement, and, frankly, engender respect in Beijing it- 
self. 

The fact is, with all the media attention on our frictions and 
problems, and they are substantial, there are many areas where we 
do cooperate with China. I list that in my statement. Engagement 
is paying off in many areas, even as we have trouble in other 
areas. In their own self-interest, the Chinese are helping us on the 
North Korean nuclear problem. They have cutoff aid to the Khmer 
Rouge in Cambodia. At the United Nations, although they some- 
times can be annoying, they are not using their veto or obstructing 
important U.N. actions. 

Even in nonproliferation and trade, despite all our problems, we 
have made some progress and our exports are growing fast in the 
Chinese market. On issues like international crime, controlling 
narcotics, getting at the environmental problem, alien smuggling, 
China and the United States have a useful dialog and cooperation. 

Finally, my statement ends up by pointing out what MFN with- 
drawal would not accomplish with respect to our goals. It would 
not promote China’s adherence to nonproliferation standards, and 
I point out why. It would not open China’s markets and foster 
respect for commercial laws. It would not help to protect the rights 
and freedoms of Chinese citizens or ease repression in Tibet, both 
of which we are very seriously concerned about, both of which I 
have raised literally within the last few hours with our Chinese 
friends. 

It would not enhance the stability and security of Taiwan and 
Hong Kong. You could not have more dedicated spokesmen for 
human rights and democracy or people more suspected in Beijing 
than Governor Patten of Hong Kong and Martin Lee, the pro- 
democracy activist. Despite their other concerns, they came here a 
few weeks ago, as you know, and argued very strongly for extend- 
ing MFN because to remove it would have a devastating impact on 
this innocent bystander in Hong Kong, not to mention what it 
would do to Taiwan. 

Finally, MFN withdrawal would inflict great damage on a range 
of important U.S. interests, denying us tens of thousands of 
American jobs, setting back the process of openness and reform in 
China, straining our relations with our partners in Asia and else- 
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where, and hampering our ability to work constructively in some 
of these areas of cooperation that I have pointed out. 

So China must make its efforts. We must make our efforts. It is 
an important relationship. It is inevitably troubled, but we believe 
engagement is the way to pursue that, as I said earlier, being firm 
wherever necessary and cooperative wherever possible. As 
President Clinton has noted, a vote for MFN renewal is a vote for 
American interests. Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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by 

Aabasisdoc Winston Lord 

Ajsiabant Sacratary £or Baat Aala and tha Pacific 
eapartmant uC StaCa 

■afoxa cha 

Mouaa aaya and Haana conaxccaa 
Trade SufacoBnlttae 

June 11, 199S 


ThaxJc you very much toe the opportunity to teatify before 
thla oocmlttaa on tha axtanalon of China' a Moat ravoxed Pat ion 
(xnr) trading atatua. Thla laaua la of critloal liiportanaa to 
our ralatlonahlp with a country that la faat becoadng a aajor 
regional and global power. It haa great algnlf loanee for our 
national Intereata. X would Ilka to uaa xiy tlaa thla laorning 
to put tha MTH daciaion into the broader context of overall 
U.S. -China ralatlona. 

Since we noraallxad ralatiooa with China in 1979, every 
g.S. a^nlniatration — Oamocratio and Republican — haa 
extended China' a mth trading atatua. Thla Administration 
aupporta tha continuation of that well-eetabllahad policy. 

Aa President Clinton said whan be confirmed hit conmitskant 
to thla policy two waeka ego: *MPH renewal le not a raferendma 
on ell China's pollciea.* It does not coneticuta an 
andoraeskant pf any epaclflo action or behavior . The decisions 
of Ireeldsnt Carter, Frealdent Reagan, end President Bush to 
extend MTN did not indicate their approval of Chinese 
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ox iMihAvlox . Thwlx d«cX»xOi^* wox«* b«M«U Oii m 
tj«lMiic«d ■•••■■in«nt v.i, lac«c«>c* ud the beat owana oi 
puaaulng bhoao Intaxeata. The aama oonaldacatlona apply coday. 

Unferxunacaly, a nunbax of nycha and ailaunderacandlnga have 
mudoiad our diacuaaiona on cnina'a mtm atatua. 

rixat of all, tha tom *ttoat ravoiad Nation, * in itaalf , 
contributaa to tba confuaion. Contrary to tba way It aounda, 
MFN doaa not provlda any pxaferantlal or apaclal txaataant and 
la clearly not a reward for good behavior, hather, it la tha 
noziaal eooioarclal foundation upon which our ralatlona with all 
but a handful of out Intarnational trading partnara raat. It 
la alao tba baala of nultilatoral ccnaenaua and aupport for a 
fzaa and open glelb»X aoonoolo ayatas. 

Aa Congrcaaman Berautor racantly notad, wa have not 
withdrawn Nigeria' a MTK atatua bacauae ita currant regime haa 
oxacutad poata and other political diaaidenta. Producta frcm 
Syria and tha Sudan receive HTK traatnent, daaplte their 
govercmcnta' aupport for international terrorlam. 
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The cxticn3lon of hhia atotua in thaaa caaea/ of eovsaaf 
dcaa not naan that wa do not conaldaL* h um a n rl^hta ahuaaai 
auvyuaL £ua LaiLualMa, ui UR |>lrau> Lu tin aaEiuua prublawa. 
Muwavax, MTM wltliclxawal la ciaarly not tha boat troy to doal 
with auch iBBUoa. Xn each casOf we have more appropriate and 
Biore etfeoclve foreign policy toola at our cLlapoaal. 

This 11 alio true In our relation* with unina. Relying on 
the inatrvmenta already available, we have tailored our 
reapor.ae* to China'* behavior for maximum effectivenea*. Theae 
inatrvznenta provide both poaitivs and negative inducementa for 
Beijing to addreaa our concerna. For example: 

o On Taiwan, our rcaponae to Beijing'* mlaaile exercisea In 
the Strait this March wa* clear, our deployment of naval 
force* to the region wee meant to avert any dangerou* 
nlacalculetlona and signaled to all our frlenda out 
intention to maintain our preaenc* In the region. He have 
emphasized to both eldea of the Strait the Importance of 
avoiding provocative action# and «* continue to strongly 
urge both aides to resume the croas-Stralt dialogue. 

o On non-proliferation, we have demcnetrated our 

determination CO enforce Q.S. lew. In 1994, aa a result of 
the sanctions we had imposed follewlng China's sales of 
missile eguips\«nt to Falistan, China agreed not to export 
ground-to-ground KTCR-class misalles, and seafflrmed its 
CCRBsitaents to abide by the lOCB Guidelines and Annex. 
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Mwn this fin otanee was eaitieai to ovr shllit.y 

to obtain ChiiM* • cowaltaiont that it 'will not provida 
asaiatanoo to unBa£«9uai;dad nuclaae £aoilitiaa* in third 
eouat£iaa> Inoludiny tahiatan. This la a now and 
aignxtieant public coanitaaiiiL by China, It goto beyond 
aarllei Cninaat coenitaMnca by auu«pi,in9 L-aaponaiblllty not 
only to contzoX nueleac itaoa spooiflually listed on the 
intaznatlonal tziggar iiatBf Out also dual-use items , 
Including ring magnets/ and othoz forms of asalaLancs to 
unsafaguacdsd nucleae facilities, it la an lopoctajit step 
forward. 

o On IPR enforcement and othar trade iasuas/ we have laft uu 
doubt about the sctloua conaeguencas of failure to remedy 
chronic problana and co^ly with International and 
bilateral commltnanta. At the same tlma/ wa hate woriced 
hard to provide conatzuctiT# advice and support for China's 
efforts to integrate its econoav into the world trading 
system. 

o With respect to human righta/ thia Administration has kept 
faith with out principles by placing a high priority on 
human rights Issues is the conduct of our relationship with 
China, wa have engaged China bilaterally to raiaa our 
concerns/ wa have taken appropriate multilateral actions/ 
and wa have kept the focus on what China needs to do to 
adhere to international human righta atandards. Our 
relationship with China covers a broad array of issues 
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■M tnLeceat* wliiuh •« muat But w« will anauc* that 

eeljiisf la awaxa tbaL Iba bahavloa on hunuk alyhta la cf 
gcaat eoneera aiaa will ooutluua to ba a prlaslty £a« ua. 

Xt tha aajw tina, cnlnaaa aoelety la upuitlitB up, auiO ita 
Incraaaloff Inta^xatlen Into tba intaraatlvoal ceenunity 
will be a loag-tan psooaaa. 'jAa oxaatluu uC aa laoxeaalay 
network of econonio/ educational, cultural, tauluilcal, and 
legal tlea between Chlaeae oltlaena and tha outalda wurld 
will help footer a poaltiwe cllnata in china for huaan 
zighta. Re are puranlng both goveriunaneai and 
non-governnental dialogue with China on laauaa related to 
the rule of law. Over tlaw, thla engagaaant, too, will 
have a algnlf leant effeot. 

A aeeoad aqrth that exlata la aoae goartara la that wheoavar 
there ace dltficeltlaa In out ralationahlp with China, It nuat 
be due to D.9. adacuea. Clearly, the 0.0. la not raaponaible 
fox political Inaaouritiaa that lead Beijing to Ixprlaen 
dlaaldenta. Clearly, our policy did not cause Beijing to 
launch Blaailas into the Taiwan Strait, to erpoct dangerous 
technologies, or to fail to open aarketa and enforce 
intellectual property rights. 

The reality la that, no oatter bow wisa and tteady cur 
course, we will continue to encounter pcoblaas aa well aa 
opportunities in our bilateral relatione with China. Moreover, 
during this period, we are dealing with a ocoplex, difficult 
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aiul pclcXly p«cciMr Khoa* po««r is gre»in 9 , whoso lesdavthlp 1* 
In transition, and wliusw y«o«>.aaant is tusniny inerooolnyly to 
a natlonallsn that la coadltlouwd by thousands of yoacs of 
oxparience as tno dcolnant *Mlddla Klngdoai* and muiw tliaa s 
century of hundllatlon by tocoignecs. Against this badcacup, 
any Administration, any policy would sneountac tensions . It la 
inevitable that two great nations -- with dlfCersnt histories, 
cultures, and stagee of devslopmcnt — will nave dlffezencea. 

A third myth Is that America ahould reapond to our 
differences with china by seeking to control or contain It. 

Such a policy would be misguided and, in the end, 
uneucceesful. It would constitute a self-fulfilling prophesy 
of turning China Into an enemy. It would require a major shift 
In our econcnle, military emd diplomatic resources. We and the 
global ccemninlty would risk much If China were to becosM weak. 
Isolated and unstable. Who could eeslously contend that China, 
In auch elrciaastancee, would be aiore likely to respond 
positively to our concerns in such areas as raglonal sscurlty, 
arms control, trada and bvasan rights? Aa Secretary Christopher 
said recently, *A more secure China is likely to be more open 
to cafozin and a better neighbor.* 

lo practical terms, a containment policy would esquire the 
support and cooperation of luzope, Russia, Japan, Korea, and 
others in the region. Whet ever the degree of their concern 
about China's growing power, no country would be willing to 
join in efforts to contain the PRC. And if we attempted to 
pursue auoh a policy alcns, wo would not only lose ouc ability 
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to InClUHitc* coin* in way* that promcitn our lnt*reat*t Wa 
tfould aliiu lo«« th« benefit* of oeoporatlnn ea tr*4* ind oth*s 
co«aa«rolal Ivau**/ on Dortk Kocom, non-prel Iforatlon, OH 
S*euricy Council «utlon« and otbox into cnat Ion* 1 anourlty 
ls*u*s and on global l«*uos Ilka the onvlxenownt, nArnotie* 
tcatelcxlng and latMinoilonal enlao. Ho vould Blao AAvnraly 
attain out raiatlona wlLb out many friend* and nlllaa in anla 
and alaawhezo, and could potouLlally deatabllla* teha ontlc* 
region . 

X fourth myth/ auggeated by aom uC those whe adToeata 
containsient, la that tna only altecnatlva la appeaaanont. 
Conaiatant with th* appeoaen of flea pravluu* admlnlatratlen* 
of both political paztlea, tnla Admlnlatratloe'a policy of 
puzaulng U.S. intezeata thcouga engagement with China in no way 
la^llea acguiaacence in Chineae action* that oiaau aith o.o. 
Intereata or international noraa. A« i explained eaciiwa, 
engmgenient allow* u* to tailor ouc reaponeea to the epoulflc 
clrcweatanca* in each area where we have ditrerencaa with 
China. It nuke* It poatlhle for ua to apply a wide range of 
inducement* and preaaurea on laaoea where we wlan to aacourag* 
China to adjust its cours*. Sngagement mean* being tint 
whenever necaasary, and cooperative whenavar poaalble. 

Where china doea not comply with ita iatacnatlonal 
coandtments or with Intacnatienally-recognlxad atandazds ot 
behavior^ we are prepared to use all the inattumenta at our 
disposal, including those provided for in existing dcmeatlc 
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eh»t my b« ce^lrad prcmt* p*ogr»*«. air 

wm.i.ngmeaa to taka a flxia atanc* whan aoeaiaacy i.a ra9.<4rart t-.e 
pcotact Qur laeacaataf Bakatalu dematle auppost Cor 
angagemnti aea aagandar resprut Xu saljinp. It la an 
Inyioctant cooponeat Qz building a rcabla, prodvezlro and 
mutually-banofiOiaX Xocg-tOE* relacloualiXp. 

At tha aaBa tlnw/ angaganant allova ua tu uuutxnue to aajoy 
tha aubttantial benaClta of a conaeruetlve and uuuy«i.atlT« 
biXataraX relatlenahlp with China, in tha nldac u£ tbo 
ineTitable frictlona and media attention, Xat ua not Ivaw eight 
oC thane poaltive elamanta. 

The bane Cite of engaganant with China aza set Xiaited, as 
is aoMtlnaa lapliad, to tha aoonouie and cxMoacciai sphaze. 
China, in ita own aeif-lnteceat, has eoopecated with ua in 
managing dangaioua Month Korean babavion. It baa out ezz aid 
to tha Khoes Kouga and supportad tba alactad govazmaant in 
Cambodia. Though aometimas esartlng ita Influanoe, China baa 
not vetoed United Matlona aetions of ozitieal iapoetanca to tha 
intaznatienal comaainltr. It haa coopazated with ua in auch 
areas as narcotics trafficking and alian smuggling. 

Oasplta serious continuing pzoblana, China haa coma a long 

way in tha last daoada on noa>prolifarstioa and azma control 

\ 

isauaa. it baa joined the Non-froliferation Treaty (MPT) and 
the Chamlcal Neapona Convention and baa supportad rapid 
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conoluoton tUo Coofurchonaiv* Toot ■on Irooty (CTBT) . Ir. 
lyyO/ oftte wo hod luvuaod oanctloao nolotod to Chlnooo oolot 
at mlasixo oqiadpoont to >oki«L«o> Chino oyoood not to o irf oot 
gcound-to-ffroond MXCR-cloaa lolaalloa. Horo aooontly/ wo kovo 
ohtolnad China's coamitiaent not to aaolot any unaafo«uacdad 
nuoleac Caollltloa. 

On tha aoooonlc alda, doaplto sooia auhstantlal lUaputos, 
Chino haa boon our faatoat growing export market lu recant 
yeara. Last year alone/ our oxportt increased by aaim than 
ooe-fourfch/ aupportlag nearly 170, OUU Aacrlcan jobs. nasaU on 
sales In the first guortor of this year# wa may do nearly um 
well thla yeas — creating another 35/UUU or more new Jobs. 

With one of tha world's highest oconomao growth rates, 

China offers anozmous aansBareiel opportunities for C.8. 
business. To take just one example, by the year 2000, China is 
expected to invest ever flSO billion in electric power 
production and dietributien, transportatlen, taleocamuDiestioos 
and other awjor oonoexoiel end infrastructure projects. If 
allowed to compete on a level playing flald, 0.8. ceo^clea can 
expect to vin a algoificant portion of the related 
international contracta. But if our producers are handicapped 
In this key market, Borepean, Oepeneae and other international 
competitors ere reedy end able to take their place. 
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comncrcial, cciit-viu*, of course, arc only one ot our foreign 
policy In^ores'Ca. But «« nust L* very sure o£ the 
•ffeotlTAAeaa ot out propoaed actluus before mo put at riok the 
livelihooda of ae aany naeclcan cltitsus. 

Qlven tha atakea ineolved/ tha extenalon of Clilue*# tirM 
atatua la a precondition of an^ageieent — botn where w« s««X 
change a in Chinesa behavior and where our interests and 
policlea coincide. An examination of the negative conaeiiuwnces 
of MFH withdrawal for O.S. intareata ottera a cot^lilng caaw 
for our policy approach. 

On tha one hand, HTN withdrawal would NOT aocoaiplxeh our 
goala: 

o It would HOT proatote China' a adherence to non-proliferation 
atandarda. Rather, it would atrengthen hacdlinera and 
provide a atrong incentive to oon^enaete for loat ravanuee 
from legitimate trade with azporte of dangaroua and 
deatablllxing taohnolegiaa and ecjuipesent. 

o It would NOT open China' a marketa and foster respeot for 
ccmnercial lawa and trade diaciplinea, Rathar, it would 
bolater the olaima of nationallata that China cannot rely 
on ita international partnera and muat remain acparatc, 
aelf-rcllent and unbound by international noma and 
atandarda of behavior. 
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o It wouia HOT Imlfi to peotoct tho tight* And freedoms of 
Chinese oltixena oi: eeae repscssloe In Tibet ■ Rather. It 
would restrict auuaas to the outside world and reduce the 
Impact of Internatluual values on Chinese acxilety and 
politics. 

o It would HOT enhance the eeourlty seal stability of Taiwan 
and Hong Kong. It would deal sevwAa blows to thoir 
eoonoislc intareste and atablllcy/ while raising toaelont 
and dlnlnishlng the chances for a peauwlul croes-Btrult 
relationship and a smooth transition to Chinese sovereignty 
over Hong Kong. 

On the other hsndi KTM withdrawal would InfllvL yeeat 

damage on a range of Important U.S. interests: 

o It WOCLD deny tens of thousands of jobs to Ansrloas wuchuss 
— jobs that would qulokly move to the economies of our 
International coa^titors. 

u It MOULD set back the process of openness and reform In 
China/ doing the greatest harm to thoes whom we most wish 
to support snd encourage there. 

o^ It MOULD strain our relations with our partners in Asia and 


elsewhere . 
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o It MOULD ••▼ex«ly haap«r oac ability ho work conatructlwaly 
with uuw wf tho waald'a otoae powarfu? nahlona on tha bread 
xanga o£ 0.9. foralgo poliey Incaaaata. 

TAia AdiaiDlat ration will net downplay ew Ignore nnr 
problana with Cblna'a pollulaa or bahnwlor. Ma tupport 
unconditional MTM aztanalou uot aa a Cawoc <er CKina, b<th 
bacauaa It la good tor Anaxlca. 'The atakco ora high — for iia 
and for China, for atabillty and yxoapaclty in Aoia and tha 
world. Ra Buat managa our diccerencaw with China In a way that 
promotaa our intacaata. China, In turn, aiuat maka ito own 
afforta on bahalf of a ralatlonahip that will be canteol to 
both countriaa' welfare in tha twenty-flrat uwuLury, 

Mr. Chalman, in tha laat two wacke, freaidaut Clinton and 
Sacrataty Chriatophar hawa aet foxtn our eoaiprahau>l«a poliey 
toward China. Zn thia context, they bawe reafflzmad tbwlx 
atrong conwlotion that U.S. national Intaraata require the 
unoonditlonal axtenalon of China'# tOV atatua. 'ihla judgeueui 
is eonalatant with the policlaa of pravloua adnlniatratlona and 
with tha adwica of political leadara and foreign polxey experta 
of both partlea. Aa Praaldent Clinton haa noted, a vote for 
MFR renewal la a wota for American latoreata. I look forward 
to working with you and with the rent cf the Congzeaa to build 

the political conaanaue that ia required for ua to steer a 

% 

1 

steady course during this difficult period in a. S. -China 
relations . 


Thank you 
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Chairman Crane. Thank you. 

Mr. Lord, I remember when Deng Xiaoping about 2 or 3 years 
ago traveled down to South China and he was profoundly im- 
pressed with the economic development. He described it as 
“Leninist capitalism,” and I said that is the ultimate oxymoron. 
But the fact is, there are State-controlled enterprises there, as well 
as others driven by market forces. 

I was wondering how that breaks down. What percentage would 
you say is really privatized and what percentage is still state- 
controlled? 

Mr. Lord. I will let Ambassador Barshefsky give you the specific 
figures, but this is still their big challenge as they move toward a 
market economy, and that is dealing with these state enterprises. 
They have not moved as aggressively as they might. Frankly, I 
think they are concerned that if they make them truly competitive, 
they will have unemployment and this will contribute to instability 
during a period of political succession. That is one reason I think 
they have not made a decent offer on the WTO, because they are 
worried about this. But, nevertheless, they are moving toward a 
market economy and Ambassador Barshefsky can give you the 
figures. 

Chairman Crane. Before Ambassador Barshefsky addresses that 
question, has this privatization thrust stalled, basically? 

Mr. Lord. I would not say it has stalled. It is very encouraging 
and it is very important. I am saying that the next big challenge 
on economic reform is to make many of these state enterprises 
more efficient or actually put them out of business and privatize 
them. They do seem to be pausing on that, partly, I believe, related 
to the fact that they are worried about the unemployment, because 
if you lay off workers in China, they not only lose their jobs, they 
lose other benefits like housing, medical care, and education. So I 
think there is some stalling on moving to reform the state enter- 
prises, but the overall trend, I think, is irreversible and positive 
toward a more market economy. 

Chairman Crane. Very good. Ms. Barshefsky. 

Ms. Barshefsky. Mr. Chairman, the estimates are that between 
50 and 70 percent of China’s economy is State-owned, operated. 
State-run, or where the State has a significant influence. There is 
a growing entrepreneurial class, and in China’s most recent 5-year 
plan, there is a provision for substantial reduction in state owner- 
ship of industry through privatization as well as through closure. 

But as Ambassador Lord has said, while some progress has been 
made, it is of a limited nature, because of some provincial resist- 
ance to closure of these enterprises due to the unemployment con- 
cern, and also, to some disagreement within the Chinese Govern- 
ment circles as to the best way to proceed with respect to privatiza- 
tion or closure. 

Chairman CRANE. But to the best of both of your knowledge, is 
the government, the successors, or successor maybe, but are they 
as committed in your estimation to “Leninist capitalism” as Deng 
Xiaoping was? 

Ms. Barshefsky. The phrase that the Jiang administration has 
used has been, “a socialist market economy.” Certainly, there are 
competing factions within China, as one might expect. There are 
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those in the leadership circle who do not wish to see the pace of 
market opening accelerated in any respect and who do not wish to 
see external interference in the manner in which that opening 
occurs, which is to say who are also opposed to WTO accession. 

There are others within the leadership that believe that the cur- 
rent course China is on is the right course and that WTO accession 
and opening of the market in a manner consistent with inter- 
national standards should be sought by China and is desirable for 
China. But that debate is an ongoing debate within China and it 
rages to the present time. 

Mr. Lord. If I could add a few comments, I agree completely 
with what Ambassador Barshefsky has said. I do think the overall 
trend of moving toward the market and trading with the outside 
world will continue and they are dedicated to it because they have 
seen how they have grown when they have done that and where 
there is stagnation where they have not. 

But there are these debates, and it is not only related to eco- 
nomic considerations, it is related to the oxymorons that you are 
mentioning. You cannot have both. In my view, they are 
oxymorons, whether it is phrased as, “Leninist capitalism” or 
“market socialism.” 

What this reflects, also, is the big debate going on, not only in 
China, but also in Vietnam and many other countries of the world, 
and that is can you have economic openness in a closed political 
system? The Chinese feel that they can. They look at the Russian 
example and they rather smugly assume that you can continue to 
have political repression and open economics. I do not believe you 
can for very long. 

First of all, you buildup a middle class and man or woman does 
not live by rice alone. We have seen it, as somebody pointed out, 
in Taiwan, South Korea, and Chile. 

But second, I would argue that this whole process has been accel- 
erated in an age of Internet, faxes, and computers, when economies 
depend so much on openness, debate, information, and pluralism. 
That is why I think they are going to have to loosen up that politi- 
cal system over time, but that is behind part of this debate. 

We believe that trade and investment, including MFN renewal, 
helps to advance that process in a constructive way. 

Chairman Crane. Thank you. 

Mr. Rangel. 

Mr. Rangel. Thank you. 

I feel that we are adopting a policy with China much like the one 
we had with South Africa, that is while we have found their 
conduct repugnant, it is our general belief that having a policy of 
constructive engagement in the long run would benefit United 
States interests. There is also the question of human rights and the 
question of den3dng access of U.S. goods to their markets. 

What I am very sensitive to is the fact that many United States 
businesses are vulnerable if, indeed, the results of their research 
and technology are just absolutely ignored. This applies particu- 
larly to movies, videos, software, and music and is a result, we are 
told by China experts, of some cultural misunderstanding of what 
basic theft is. 
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So, I am afraid that some of our businesses are going to suffer 
and one of our major exports may lose its competitive edge while 
we are waiting for some cultural or other changes to take place. 

I support the President. I support the witnesses’ expertise. But, 
are there any tools available to show just how strongly we feel 
about what they are doing other than denying them the ability to 
trade with us like any other nation? There should be a little more 
outrage, in my opinion, as to what is happening to us, not just now, 
but more importantly, for the future of American-based corpora- 
tions that we hope would maintain leadership in world trade. 
Ambassador? 

Ms. Barshefsky. Yes, Mr. Rangel. Let me say that the use of 
targeted trade sanctions by the administration to assist in opening 
China’s market, to assist in leveling the playingfield, is a policy to 
which we are committed. That is clear from our response 3 years 
ago on the textile issue, when we said to China, either negotiate 
a good agreement with us or we will unilaterally take away a quar- 
ter of your textile access to the United States. Two days later, we 
had an agreement, which was a good agreement, and has resulted 
in substantially reduced Chinese textile shipments to the United 
States. 

Or 14 months ago, where we said to China, negotiate a good in- 
tellectual property rights enforcement agreement with us, or we 
will impose trade sanctions. Or now, where we are seeking enforce- 
ment of the commitments China has already made and we have al- 
ready announced the publication of a preliminary retaliation list of 
$3 billion, heavily focused on textiles and apparel in China because 
that is a sector where we believe would most incentivize China’s 
compliance with the agreements it makes. 

Mr. Rangel. But their contemptuous response is counter- 
sanctions. In other words, they appear to not care about what we 
say or what we do. They are going to take us to the mat. If we are 
so weak that all we can do is surrender, then let us surrender and 
get it over with. But every time we say that we are going to sanc- 
tions, they threaten us. 

Ms. Barshefsky. Mr. Rangel, their threats of sanctions do not 
change what is a good agreement into a bad agreement and cer- 
tainly does not change a bad agreement into a good agreement. The 
textile agreement that was negotiated 3 years ago demonstrably 
has been a great agreement for the United States. The intellectual 
property rights enforcement agreement negotiated 14 months ago 
is a very good agreement. It is historic in proportion. Enforcement, 
let me 

Mr. Rangel. Just in conclusion, share with me once again why 
their stealing our rights is a cultural misunderstanding, and why 
we should understand that they think they have the right to steal 
because they are not developed. Could you run that by me just once 
again? 

Ms. Barshefsky. We do not accept the notion that there is any 
cultural excuse to theft. The Chinese are quite clear that the 
United States, the Western world, indeed, 114 nations of the WTO 
view their actions as theft. We are not waiting 

Mr. Rangel. That is because we are American, but give me the 
Chinese view as to why 
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Ms. Barshefsky. The Chinese do not particularly express that 
view. If you want to know why piracy is occurring, it has nothing 
to do with culture. It has to do with money. Piracy is a very lucra- 
tive business. There is a lot of money to be made by pirates, which 
is why it is a problem worldwide. 

Mr. Rangel. Then it is theft and we do not have to be sensitive 
in dealing with it that way. 

Ms. Barshefsky. It is theft, but from the point of view of U.S. 
interests, the way best to deal with it is to get China to do what 
we have gotten many other countries to do and that is enforce in- 
tellectual property rights protection. That is the best outcome for 
us. That is the best outcome for China. 

Mr. Lord. Could I make a related point, Mr. Chairman? I know 
you are pressed for time, but it has to do with enforcing intellectual 
property rights, preventing theft, and many other problems we 
have with China. 

I am reminded when you mention the South Africa situation, and 
I am not equating South Africa and China, I want to make that 
clear. There are some differences, obviously. In the case of South 
Africa, we had international support, whether it was the United 
Nations or other countries, and, therefore, pressures and sanctions 
were much more effective. 

One of our biggest problems in China is that our friends in 
Europe and Japan hold our coats while we take on the Chinese and 
they gobble up the contracts. I have said it directly to our friends. 
If we could get more European and Japanese support on intellec- 
tual property rights, for example, where they have a clear interest, 
on nonproliferation, on human rights, whatever we did, targeted or 
not, would be much more effective. It is one of our biggest prob- 
lems. We are working on it, but we need more help from our 
friends around the world. 

Mr. Rangel. You have the same problem with Cuba, too, I 
assume. 

Mr. Lord. That is correct. 

Chairman Crane. Mr. Shaw? 

Mr. Shaw. Thank you, Mr. Chairman. 

I want to pursue pretty much the same line that Charlie Rangel 
was pursuing except I want to switch over to the contractual area. 
As you know, there have been some problems in the enforcement 
of contractual rights in China. One was particularly brought to my 
attention which concerned Rev Power Limited and their attempt to 
enforce an arbitral settlement in Stockholm that was against the 
Shanghai Far East Aero Technology Import and Export Corp., 
which is, incidentally, a state-owned Chinese company. 

What is the status of that? Are we making any progress? Do we 
see that the Chinese are moving more toward what is considered 
a norm as far as the enforcement of contractual rights? 

Ms. Barshefsky. Congressman, I am not sure that we can pre- 
sume any track record toward the recognition of arbitral awards 
from the Rev Power example, but it is true that the Shanghai court 
has finally recognized the arbitral award, has directed that the 
books of the Shanghai Corp. be looked into with respect to that 
award. 
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My understanding is that upon looking into the books of the 
Shanghai Corp., it was discovered that there is very little money 
left in the corporation. There was apparently a very substantial 
transfer of assets out of the corporation so that the award, as a 
practical matter, would be rendered invalid. 

This is an issue that we have raised with the Chinese and will 
continue to raise with the Chinese. We are working with the State 
Department on this. 

Mr. Shaw. Is this t5T)e of thing a high priority within your office? 

Ms. Barshefsky. This is a very high priority, Mr. Shaw, because 
this has to do with the development of the rule of law in China. 
Either China is going to abide by international norms in cases such 
as Rev Power, where arbitral awards are at issue, or it is going to 
be thought of as rather a renegade with respect to these issues. 
Their accession to the WTO and other multilateral institutions, I 
think, is at risk, the extent to which we do not have confidence 
that China will abide by international agreements. 

They are a member of UNCATRAL. They should be abiding and 
recognizing arbitral awards that are granted. And certainly, the 
Chinese government and the provincial government should not be 
condoning the transfer of assets from corporations against which 
there are arbitral awards. 

Mr. Shaw. Do we have their attention in this area and is this 
an area that — I have just brought up one instance that has been 
brought to my attention — is this something that is a real problem 
for many of our American business people? 

Ms. Barshefsky. I believe we are getting their attention in this 
area, but the Chinese have a spotty record with respect to contrac- 
tual enforcement generally. There is the McDonald’s example, but 
there are many other examples of that sort. Again, the overarching 
difficulty here is that the rule of law is simply not a tradition firm- 
ly established in China. 

Mr. Shaw. Was it a tradition if you go back prior to the 
Communist revolution? They have been big in trade from the be- 
ginning of recorded time, just about, and it would seem that they 
would have developed a line of law prior to the Communist revolu- 
tion that they could draw back on. Is there a history of law in that 
area? 

Mr. Lord. There is not much history of law in China, Mr. Chair- 
man. There have been some periods where there has been attention 
to that, but Ambassador Barshefsky is correct. They do not have 
this tradition. They are trying to develop it now in their own self- 
interest. They realize they are going to need this for economic 
reasons. We think it will also promote human rights, so we are 
working on it very hard. 

Mr. Shaw. Thank you. 

Thank you, Mr. Chairman. 

Chairman CRANE. Mr. Matsui. 

Mr. Matsui. Thank you, Mr. Chairman. I will be very brief 

I would like to ask Ambassador Barshefsky a question. I do 
share much of Mr. Rangel’s concerns with respect to China, and I 
think, by the way, the administration is doing an excellent job in 
attempting to deal with the five or six issues that have arisen over 
the last 12 to 15 months. 
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But, obviously, we are getting very little cooperation from the 
Chinese on a lot of fronts. I thought the aggression that they dem- 
onstrated with respect to Taiwan, the ring magnet sales to 
Pakistan, the recent assault weapons that were sent over to the 
United States via San Francisco, the intellectual property issue, 
and obviously continued violations of human rights are all issues, 
all of us in this country are very concerned about. 

So, I applaud you and the administration for your efforts in try- 
ing to deal with these issues on a case-by-case basis, but I would 
hope that no one would take the support for the continuation of 
most-favored-nation status to be a ratification of the activities of 
the Chinese Government. I know you do not, and certainly, I would 
not want anyone from the outside thinking that those of us that 
support MFN would anywhere feel comfortable with the behavior 
of the Chinese government. 

The prior panel raised the issue of economic issues, and although 
I do not believe this is purely economic, I think this is much larger. 
This is the global issue that probably is the most important bilat- 
eral relation the United States will have over the next 25 years 
with 22 percent of the world population. So I see this as much more 
fundamental than an issue of trade, and I think even the private 
sector views it that way. 

But talking about trade for a minute, I was struck by the issue 
of piracy, which is currently on the front burner for USTR and your 
activities, Ambassador Barshefsky. You have made very clear, and 
the President has made very clear that on the 17th, the sanctions 
will be in place and certainly there will be a price to pay. The 
Chinese may or may not retaliate. 

But, all of us in this country will support whatever actions you 
and the administration take, and if the Chinese retaliate, obvi- 
ously, a second list from this country will have to be thrown out 
for further consideration. We will support that. There will be no 
hesitation, and certainly the members of the House and Senate, 
Democrats and Republicans of all ideological shades will support 
that activity. 

But, I would like to ask about the issue. If we did not have MFN, 
what leverage would we have with respect to the issue of piracy? 
The Chinese would still be able to go buy compact discs, CDs, and 
whatever else they may want. They would still be able then to 
produce it. If we had no MFN, we obviously would have very little 
trade relations. So what would our leverage be, because that was 
one of the issues raised in the first panel, that we should cut off 
MFN because of piracy. It seems to me that by continuing to 
engage the Chinese, we have a better opportunity to eliminate pi- 
racy because piracy will occur whether we have trade or no trade 
with the Chinese. 

Ms. Barshefsky. I think you are absolutely right. From the 
point of view of the administration, MFN is the foundation for U.S. 
trade relations with virtually all countries in the world. There are 
only seven countries in the world — only seven— that do not have 
some form of MFN from the United States. That is it, only seven. 

MFN is the cornerstone of normal trade relations between the 
United States and other countries. It is through the MFN avenue 
that we have consultations, that we have standing acceptance of 
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each other’s complaints, that we have forums in which to resolve 
complaints and issues, that we build some measure of trust among 
nations, and it is MFN that, of course, is the cornerstone of the 
multilateral trading system which has been so beneficial to the 
United States. So MFN is critical. That is the undergirding, or 
should be the undergirding principle with respect to China. 

Now, does that status ignore differences among countries? 
Certainly not. Does that status suggest that we will not be as vig- 
orous and as aggressive in pursuing trade violations? Absolutely 
not. One can look around the world at all the rest of the countries 
with whom we have an MFN relationship and can see that we are 
every bit as aggressive with respect to trade relations. Korea, 
Brazil, Argentina, Japan, many countries are examples of that. 

The key is not, are as satisfied with trade relations as they are. 
Of course we are not. No one could be satisfied with the trade defi- 
cit figures that Ms. Pelosi pointed to. The question is how best to 
handle that situation. Do we destroy the foundation of the trade re- 
lationship in order to build a trade relationship? I do not think so. 
I think that is ill advised. But, do we have a basic foundation to 
the relationship on which we can then build, and as to which we 
will defend in a targeted way? Yes. We think that is the way to 
proceed and that is what we are doing with China. 

Mr. Matsui. I would like to thank both Ambassador Barshefsky 
and Secretary Lord for their testimony and all the work they have 
been doing. Thank you. 

Ms. Barshefsky. Thank you. 

Chairman Crane. Thank you. 

Ms. Dunn. 

Ms. Dunn. Thank you very much, Mr. Chairman, and welcome 
to both the Ambassadors. 

I agree with the direction the administration has taken in the 
threat of sanctions. I am from a state that would be in grave dan- 
ger of retaliation if that were to occur. So I would like to ask you, 
I read a piece in the Wall Street Journal in the last day or two that 
the Chinese have closed down four piracy factories. I would like to 
know your impression of this action, if you would characterize the 
tone of the negotiations and is it your sense that we will actually 
need next Monday to go ahead with imposing the sanctions? 

Ms. Barshefsky. I think it is too early to tell. The Chinese tone, 
I think, has been constructive, but, of course, we are not. seeking 
to renegotiate the intellectual property rights agreement. We have 
a good agreement. We are seeking action by the Chinese as to its 
enforcement. 

There is no question that the Chinese have closed some factories. 
I do not want to put a number on that yet, but we are in the proc- 
ess of confirming that. There is no question that China is taking 
action and we believe, of course, that it is vital that China continue 
to do so because where we are now is insufficient relative to the 
requirements of the agreement. But I do think the tone has been 
constructive and I think China appreciates that there is no ques- 
tion that absent satisfactory enforcement, sanctions will go into 
effect on June 17. 

Ms. Dunn. Thank you. 
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Recently, there has been a lot of talk among many of us regard- 
ing the idea of extending nondiscriminatory trade treatment to 
China. What are the administration’s thoughts on this idea right 
now? Would you support extending permanent MFN to China? 
Would you support repealing or revising Jackson-Vanik? Could you 
make some comments on this, please? 

Ms. Barshefsky. Of course, the primary objective of the admin- 
istration is to get MFN this year. This is a contentious and difficult 
issue. That is the focus. 

With respect to whether there should be changes in Jackson- 
Vanik, and, of course, there would have to be legislative changes 
to do what you are suggesting, I think that is a matter for 
consultation between the administration and Congress. 

Ms. Dunn. Ambassador Lord, any comment on that? 

Mr. Lord. No. I would have to give you the same answer. 
Obviously, it applies to a lot of other countries besides China and 
it invokes many different issues. We have committed to getting 
MFN this year through the waiver process, but we would have to 
consult with Congress and see what kind of position we have on 
the issue you raised. 

Ms. Dunn. Thank you. 

I would also like to ask you both to address any concrete 
evidence or support for the position of the opponents of MFN that 
isolating China from the international community is going to have 
any positive effects. 

Mr. Lord. I think the biggest problem with that thesis, and I 
touched on it briefly in my opening remarks, although I had to give 
excerpts, is that we would be entirely alone. There is growing con- 
cern about China in the Asia Pacific because of China’s growing 
power, because of its growing nationalism, because of the South 
China Sea and the Taiwan Strait, purchases of military equipment 
from Russia. But I do not know of a single country in the world 
that would join us in a policy of isolation and containment. 

Thus, the first problem with that kind of approach is that it 
would he ineffective. We already see how China plays us off against 
Europe and other countries with respect to contracts and so on, but 
this would be magnified many times over if we went to an actual 
policy of outright isolation and containment. So first, it would be 
ineffective. 

Second, it would forfeit cooperation in many areas that we do 
have parallel policies or reinforcing interests with China. These 
never get attention in the media but they are important. The 
Chinese have been very helpful with the Korean nuclear problem, 
as I pointed out. They have been helpful in the last couple years 
on Cambodia, on drugs, on alien smuggling. We are having an in- 
creasingly important dialog on the environment. Therefore, isola- 
tion would also forfeit cooperation there. 

Finally, China has 22 percent of the world’s population, nuclear 
weapons, a United Nations veto, a huge market. So, I do not see 
how we could possibly even try to isolate China. There is a danger 
that China, through its actions, over time could isolate itself or pro- 
voke containment by others. We genuinely hope that is not the 
case. We are working with other countries to engage them, but 
without naivete. We maintain our force levels. We move our naval 
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ships around when we have to. We enforce sanctions when we have 
to. We press our interests and values. But we also cooperate where 
we can, and we think this mixed approach is a realistic one and 
much better than isolation. 

Chairman Crane. Mr. Coyne. 

Mr. Coyne. Thank you, Mr. Chairman. 

Ambassador Barshefsky, it was pointed out earlier today that we 
are going to experience a $40 billion deficit with China this year 
probably. Could you list what the top products are that make up 
that $40 billion? 

Ms. Barshefsky. In terms of two-way trade, China’s top exports 
to the United States are in consumer electronics, that is low-to me- 
dium-technology products, toys, textiles and apparel, footwear, 
some fertilizers, to name some. The U.S. principal exports are air- 
craft, consumer electronics, including computers, various agricul- 
tural products, some chemicals, machinery, and again to name 
some. 

The composition of trade is not too bad from the United States’ 
point of view. It is a slightly more favorable composition of trade 
than we have with Japan, where we tend to send in raw materials 
more than finished goods. 

Mr. Coyne. But you have a listing of those that are exported to 
the United States? 

Ms. Barshefsky. Yes, we certainly do, and we can provide you 
that in detail with a dollar value, if you would like. 

Mr. Coyne. Thank you. 

It is often said that MFN is really not a good description for this 
treaty, that there really is not that much of an advantage to coun- 
tries who experience MFN with the United States. You indicated 
that there are seven nations, that do not have any advantages with 
the United States, Could you describe three advantages for nations 
to have to be granted MFN status by the U.S. Government? 

Ms. Barshefsky. I do not know if I would use the word advan- 
tages, because, of course, the United States gets MFN from all the 
nations it grants MFN to. But MFN provides for lower grades of 
tariffs. For many countries, it also implies those tariffs cannot be 
raised without compensation, and that is a very important element. 

MFN implies that there can be no discrimination among nations 
who receive MFN treatment, so that, for example, if the United 
States and Europe both have MFN treatment in China, the tariff 
rates for both must be the same and treatment with respect to im- 
ports must be the same. That would include nontariff barriers. 
That is extremely important. So, we are looking at stability in the 
trading relationship and, most critical, nondiscrimination in the 
trading relationship. 

Mr. Coyne. So there are advantages for those nations that do not 
have MFN? 

Ms. Barshefsky. Yes. If I may say, I am happy to provide you 
with the names of the other seven nations. They are Afghanistan, 
Cuba, Cambodia, although legislation is currently pending to grant 
conditional MFN, Laos, North Korea, Serbia and Montenegro, 
where permanent MFN was revoked in 1992 by legislation, and 
Vietnam. Those are the only countries currently without any MFN 
status. 
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There are, of course, several other countries that actually have 
MFN but do not receive MFN treatment, for example, Iran, Iraq, 
and Libya, but it is significant that even they have MFN status. 

Mr. Coyne. Thank you. 

Ambassador Lord, we heard earlier from Representative Solomon 
that China is purchasing submarines and airplanes from Russia. Is 
that a reason of concern for the United States? 

Mr. Lord. It is something we keep our eye on, of course. It is 
of concern and interest. It is of more immediate concern to China’s 
immediate neighbors, where China’s increasing capabilities to 
project power have direct relevance to the Taiwan Strait and the 
South China Sea, for example, whereas they do not really threaten 
us. We are vastly superior to China. But anything that concerns 
our friends and allies, of course, we are concerned about. 

Having said that, and while we should keep an eye on China’s 
growing military power, we should not exaggerate it. First, it is 
very tough to figure out exactly how big they are, because they 
hide their figures. 

Second, there are many indices that suggest that the growth in 
their military budget has not been as huge as some accounts would 
suggest. That does not mean it has not been significant. 

Third, they are starting from a very low base in terms of tech- 
nology and equipment. So, they have a long way to go before they 
are any direct threat to us, but that does not mean we do not 
watch this carefully and with concern, focussing particularly on 
major weapons systems or anything having to do in the 
nonproliferation area, where it is of great concern. 

Mr. Coyne. Is it our government’s position that we ought to keep 
these two issues separate, the fact that there is a buildup and 
trade relations? 

Mr. Lord. Yes, we believe so. In dealing with the security aspect, 
first, we are the preeminent military power in the world, of course, 
including in the Pacific. We have maintained our 100,000-man 
force levels. We have reaffirmed our alliance with Japan in the 
most successful summit with Japan in the last 50 years. We have 
maintained our other alliances. 

Even as we do that as a realistic foundation, we are trying to en- 
gage China bilaterally and regionally in the security area. 
Bilaterally through military exchanges to get a better sense of their 
intentions, their budgets, their strategic doctrine, to expose them to 
the U.S. military, to have an impact on nonproliferation where they 
are important. And second, through regional security dialogs where 
China has been brought in to try to engage them multilaterally on 
security problems. 

One quick example, last summer, the South China Sea was heat- 
ing up. Because of the ASEAN Regional Forum, which is a new se- 
curity dialog in Asia, partly, and also because of strong U.S. and 
ASEAN statements, that issue was at least temporarily diffused. 

So, we want to approach on foundations of firmness but also 
engagement, and the security area is a good example of that but 
should be kept separate, in our view, from the trade area. 

Mr. Coyne. Thank you. 

Chairman Crane. Mr. Payne. 
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Mr. Payne. Thank you very much, Mr. Chairman, and Madam 
Ambassador and Mr. Secretary, thank you both very much for your 
testimony. 

I want in my few minutes to talk just a little bit about the textile 
and apparel industry. There are some real concerns that the people 
who I represent have concerning our relationship with China in 
textiles and apparel. Madam Ambassador, you stated last month 
when you had the preliminary retaliation list that Chinese apparel 
products comprise the largest single category of pirated goods 
seized by U.S. Customs officials. 

We know that we and USTR have struck a very good bilateral 
textile agreement with China. However, we also hear from 
Customs that between $2 and $4 billion a year is transshipped 
from China to the United States, circumventing that agreement. 
The industry thinks that there may be more than that, perhaps as 
much as $8 billion a year. 

This comes at a time when the industry has agreed, as in the 
GATT Agreement, over 10 years to give up a quota system, do 
away with the Multifibre Agreement. For a variety of reasons, 
what this has meant to an industry is that in the last 16 months, 
more than 170,000 jobs have been lost in this country. So it is a 
time, that people are looking at the laws, the agreements, making 
sure that they are going to be enforced, and to look at market ac- 
cess opportunities to see how we might sell our goods in other 
countries as we move into this globally competitive environment. 

I have always supported MFN status for China. I do think that 
constructive engagement is the right way for us to proceed. But, at 
the same time, I need to have some understanding about where we 
are going relative to some of these concerns with China. If you 
could elaborate on that, and also any kind of market opening dis- 
cussions or opportunities that we might have for us to sell our 
products in that country, I would appreciate your comments on 
that, as well. 

Ms. Barshefsky. Thank you. Last month I indicated that the 
single largest pirated crop that Customs seizes every year from 
China is textiles, usually a trademark violation but other violations 
were found, as well. The interesting point there, of course, is that 
these are Customs seizures. That is to say, we are getting much 
better with respect to our own border enforcement at attacking 
illegitimate goods. 

We are currently, with respect to the issue of transshipment, in 
consultations with the Chinese over about $1 billion in potentially 
transshipped goods. The interesting feature about this current ne- 
gotiation is that this is the first time we will be in a position, if 
these allegations prove true, to triple-charge China’s quota with re- 
spect to these potentially transshipped goods. So, these are very 
important consultations and I think China understands full well 
that if the evidence is there, we will, in fact, triple-charge their 
quota, as we have a perfect right to do. 

The textile agreement we entered into has proven quite effective 
with China. Last year, imports from China were down by about 5.6 
percent. That is about a 17-percent increase in apparel imports 
from the Caribbean countries. So, this was not because our market 
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was shrinking in size. There was a shift from China, which in some 
areas is a less competitive producer. 

With respect to market access efforts into China, I would ask 
that our chief textile negotiator. Ambassador Hayes, get in touch 
with you on the status of those discussions. 

Mr. Payne. Thank you very much. Madam Ambassador. I look 
forward to continue to work with you on this important subject. 

Ms. Barshefsky. Thank you. 

Chairman Crane. Ms. Dunn asked me to put this question to 
you both. If MFN were discontinued, would that have an impact on 
Hong Kong and Taiwan, and if so, what kind? 

Ms. Barshefsky. I think there is no question, if MFN were re- 
voked, the impact on Hong Kong would be potentially quite severe. 
Hong Kong itself estimates substantial diminution in their GDP if 
MFN were revoked, as well as substantial disruption with respect 
to trade ties. 

The impact on Taiwan is somewhat less clear, if only because 
Taiwan is not the transshipment point that Hong Kong is for 
Chinese goods, but there is no question there would be some degree 
of adverse impact on Taiwan. That is on the economic side. I think 
Ambassador Lord might want to add to that, though. 

Mr. Lord. In addition to that, with respect to Hong Kong, you 
would have the psychological impact as they head toward the July 
1, 1997, turnover to Chinese sovereignty. It is a rather fragile situ- 
ation as it is, and so beyond the economic would be the political 
and psychological impact. As I mentioned in my opening remarks. 
Governor Patten and Martin Lee, who are not known to be apolo- 
gists for Beijing, nevertheless were very strong on the need to ex- 
tend MFN, precisely because of your question of the tremendous 
economic and other fallout that would occur there. 

Taiwan itself, I do not believe, has come out publicly on this 
issue, but it is fair to say they would not like to see MFN revoked, 
and it is partly for economic reasons. I agree with Ambassador 
Barshefsky. The impact probably would not be quite as severe or 
as easily quantifiable, but certainly their own trade would be dis- 
rupted. There are some production factories in China that export 
to us that would be affected, as well. So, this would have an impact 
on Taiwan, but I think the blow to Hong Kong is even more 
serious. 

Chairman CRANE. I want to thank you both for your patience 
and for your willingness to come here and testify this morning. 
With that, you folks are free to leave. 

Ms. Barshefsky. Thank you, Mr. Chairman. 

Mr. Lord. Thank you. 

Chairman CRANE. You are welcome. 

Chairman Crane. I will invite our next panel of colleagues, 
Christopher Smith, Frank Wolf, Marcy Kaptur, Christopher Cox, 
Dana Rohrabacher, Thomas Ewing, and Joseph Scarborough, if you 
will all be seated. 

We will proceed in the order that I just called out on our list of 
witnesses here. Mr. Smith, you open up, please, and Mr. Wolf will 
follow you. 



73 


STATEMENT OF HON. CHRISTOPHER H. SMITH, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF NEW JERSEY 

Mr. Smith. Thank you very much, Mr. Chairman. I thank you for 
this opportunity to appear before the Subcommittee. 

Mr. Chairman, the Clinton administration celebrated the 
delinking of most-favored-nation status from human rights in 1994. 
It was the most egregious example of a broader policy in which the 
U.S. Government has brought about an almost total delinking of 
human rights from other foreign policy concerns. Although the cur- 
rent administration justly criticized its predecessors for subordinat- 
ing human rights to other concerns in China and elsewhere. Bill 
Clinton called it “coddling dictators”. The Clinton administration, 
however, has coddled as few have coddled before. 

And yet, not all the blame for the sharp departure away from 
human rights and toward an amoral foreign policy falls on the 
Clinton administration. The very forces that have influenced the 
Clinton administration to do the wrong thing, short-sighted busi- 
ness executives who put short-term profits ahead of enduring val- 
ues, career diplomats who think their job is to deal with tyrannical 
regimes on whatever terms seem possible, and that human rights 
are a distraction will be actively engaged in trying to have the 
same influence on a Republican administration after January of 
next year. 

They are actively engaged in trying to influence the Congress 
today on the question of MFN. Each year as the time approaches 
for Congress and the President to review the question of MFN for 
the government of the PRC, Members of Congress are approached 
by representatives and business interests who support it. Their 
argument is that “constructive engagement” is the best long-term 
strategy for promoting human rights in China. 

The biggest problem with this strategy is that it has not yet suc- 
ceeded in the 20 years or so that our government has been trying 
it. Our government has been embroiled in a 25-year one-way love 
affair with the Communist regime in Beijing. There is no question 
that increased contact with the West has changed China’s economic 
system, but there is little or no evidence that it has increased the 
regime’s respect for fundamental human rights. 

In discussing human rights strategies with people who do busi- 
ness in China, I find it helpful to ask the following questions. One, 
what specific opportunities have you taken to raise human rights 
concerns with your trading partners in PRC government contacts? 
Specifically, what steps have you taken to protest the continued 
imprisonment of Tiananmen Square dissidents and other political 
prisoners? What have you done to protest the use of torture, forced 
abortion and forced sterilization, harvesting of organs from exe- 
cuted prisoners, and the arrest and detention of such great and 
brave people like Wei Jingshen? 

When I sat down with some members of the U.S. Chamber of 
Commerce in Beijing 2 years ago, one of three human rights trips 
to China, I was met with blank stares when I said, have you ever 
sat down and spoken with a dissident and heard what his perspec- 
tive or her perspective might be on human rights in China? 

Also, I think it is useful to ask, what charitable contributions 
have you, the business community, made to the Laogai Research 
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Institute, Democracy in China, Human Rights Watch, Amnesty 
International, Freedom House, the China programs of the National 
Endowment for Democracy, and other nonprofit organizations de- 
voted to freedom and democracy in China? Where do you draw the 
line? It is a fair question. Where do you draw the line? Are there 
any human rights violations so loathsome or any pattern so clear 
and strong that you would stop doing business in the People’s 
Republic of China? 

Ambassador Winston Lord said a moment ago that the Chinese 
could reach a point where they might isolate themselves. I think 
that is highly unlikely with this administration, because as one 
abuse after another becomes manifest and is made known, we just 
make a statement, we say it is not good, and business as usual 
continues. 

Unfortunately, the answers to these questions, I would submit, 
usually show that our commercial engagement with state- 
controlled entities in the PRC has not, in fact, been constructive as 
it might have been. 

Just let me point out, Mr. Chairman, because my time is almost 
up, that our own country reports on human rights practices makes 
it very clear that the PRC’s performance continues to deteriorate 
in the area of human rights, that significant regression has been 
the order of the day, not significant improvement. Things have not 
gotten better for the average person in China. 

Religious freedom has gotten worse. When Li Peng issued his 
two decrees, 144 and 145, 2 years ago, the crackdown on the 
Evangelical Church and the crackdown on the Catholic Church 
began in earnest. They see that as a threat because people are will- 
ing to endure punishment for their faith, so the regime has gone 
down with an iron fist on people of faith. The same is true for the 
Buddhists in Tibet and the continued genocide that has occurred 
in that country. 

It seems to me, Mr. Chairman, that the unintended but inescap- 
able message that our dealings with the Chinese Communists is, 
and this emerges from the objective data, even where our words 
and actions have been strong as well as where they have been 
weak, is that we will tolerate the destruction and the devastation 
of many lives in China only if they will just stop pirating software. 
We put profits above people, and we talk about isolation. 

They need our markets, Mr. Chairman. The balance of trade is 
$35 to $40 billion in their favor. They have to find markets. They 
are not going to find those markets in Europe or Australia or in 
other Asian countries. They are going to find them here. We have 
real leverage. We have failed to use it. I believe that we ought to 
take away MEN. 

Thank you, Mr. Chairman. 

Chairman Crane. Thank you, Chris. 

Frank. 

STATEMENT OF HON. FRANK R. WOLF, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA 

Mr. Wolf. Thank you, Mr. Chairman. 

Last year, we gave China MFN and what has happened? We 
learned that the Chinese Communist state-owned companies with 
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close ties to the Chinese military were attempting to smuggle AK- 
47 assault weapons into the United States and sell them to gangs, 
gangs that could kill American men and women and boys and girls. 
We learned the same smugglers were willing to sell the same vio- 
lent gangs hand-held surface-to-air missiles, “red parakeets” that 
could take out 747s. 

Since that time, we learned that the Chinese Government sold 
ring magnets for use in enriching uranium and M-11 missiles to 
Pakistan. We learned that the Chinese government was supplying 
nuclear technicians and equipment to Pakistan. Since that time, we 
learned that the Chinese Communists sold patrol boats to Iran. 
Since that time, we learned that the Chinese companies are help- 
ing the Iranian government to build poison gas factories. Since that 
time, we learned that the Chinese Communist government is mak- 
ing deals with Russia to buy SS-18s. 

Since that time, we have obtained more evidence that babies are 
dying of neglect and deprivation of medical care. We saw the pic- 
tures of them tied in the cribs. Since that time, we heard of the 
persecution of Christians and people of faith, the persecution of the 
Catholic Church. There are bishops in jail. There are priests in jail. 
There are Protestant pastors in jail. There are even Evangelicals 
in jail. As Congressman Chris says, no one in the business commu- 
nity speaks out on the issue at all. 

Since that time, we learned that the Public Security Bureau cir- 
culated an arrest warrant with the names of 3,000 names of 
Protestant Evangelical Christians. Nothing more has changed. 

Since that time, we continue to hear the case of Chinese 
Christians being arrested. Catholic priests arrested, bishops again 
arrested, Moslem protesters arrested. Since that time, Tibet has 
been plundered. Tibet monks have been arrested. Nuns have been 
arrested. Since that time, many have been tortured or forced to 
strip off their clothes before beatings and routinely raped in jail. 
Since that time, the Chinese government arrested and detained 
Harry Wu. Since that time, just last year, the Chinese Communist 
human rights abuses continue. 

Public executions — we did a “Dear Colleague” letter asking the 
whole Congress to come and see the public executions that we have 
on tape. Seven Members of Congress took the time to come. In 
1983, when Ronald Reagan gave the “evil empire” speech in 
Orlando, if we had had a photo showing the Soviet Communists 
shooting people in Perm Camp 35, everyone would have come be- 
cause everyone in Congress and everyone in the administration 
was very interested in it. This year, we get no one to come. 

No Member of this Subcommittee in good conscience ought to 
vote — if you are going to give them MEN, I think you ought not to 
vote on this issue until you see the 13-minute film. They line them 
up, they put a pistol in the back of their head, they shoot them, 
they hit the tarp, they cut them open and they take the kidneys 
and their cornea. That is all since the time we have given them. 

There are more gulags in China than there were in the Soviet 
Union when Solzhenitsen wrote “Gulag Archipelago.” Intellectual 
technology — it goes on and on. 

Fortunately, the American people are farther ahead than this ad- 
ministration, and quite frankly — I should not say this, but I am — 
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if I were Winston Lord, I would quit. I would leave my job, because 
to defend a fundamentally immoral policy of what they do year 
after year, when more Christians are persecuted — the fact is, the 
endangered species in this world are Christians. When Christians 
get persecuted, not one business speaks out. Motorola will not 
speak out. Boeing will not speak out. McDonnell Douglas will not 
speak out. They will all go to church or Mass on Sunday but no 
one speaks out. 

Do you remember the rally that we had in the eighties? Do you 
remember the rally on the mall when 250,000 people came because 
of the persecution of those of the Jewish faith? We stood together 
in solidarity. What Member of Congress in the eighties, what ad- 
ministration, what assistant secretary would have had the nerve to 
publicly say that we should give MFN to the Soviet Union when 
Sharansky was in Perm Camp 35 and Sakharov was under house 
arrest? No one would have. Now we even see Members of Congress 
saying that we should give permanent MFN. 

Chris was right. The business community would not speak out 
for Harry Wu. They would not speak out for the Catholic priests. 
They would not speak out for the Evangelical pastors. They will not 
speak out for the Buddhists that are persecuted in Tibet. They will 
not speak out when AK-47s and shoulder-holster missiles are 
being sold to street gangs in Los Angeles What will they speak out 
for? 

I urge this Subcommittee to not give them MFN. But if you do 
give them MFN, condition it or do something, because if we do not 
do it, next year, I will predict you will see the Chinese army 
marching into Hong Kong, and then you are going to ask yourself, 
did you do the right thing? 

Do not give them MFN this year. There has been no improve- 
ment. I say that as someone who last year introduced a resolution 
to take away MFN, then voted against it and voted to table it be- 
cause I thought we had worked out a fair compromise. Nothing 
ever happened. 

Do not give the Chinese Communists MFN. If you would not give 
the Communists in the Soviet Union MFN in 1980, do not give 
these people MFN in the nineties. I just submit the rest of my 
statement, if I may. 

[The prepared statement follows:] 
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Statement of Rep. Frank R. Wolf (R-VA) 

Before the House Subcommittee on Trade 
June 11, 1996 

Hearing on China’s Most-Favored-Nation Trade Status 


Thank you Mr. Chairman and members of the subcommittee for the opportunity to 
testify before you today. 

Last year, I introduced a resolution to disapprove President Clinton’s decision to 
extend Most-Favored-Nation trading status to the People’s Republic of China (PRC). I 
later voted to table it. Why? 

Because, after negotiating with Chairman Bereuter of the House Subcommittee on 
Asia, Rep. Pelosi and others, I believed that we had crafted a piece of legislation which 
would, for the first time, unify the pro-MFN and anti-MFN forces and send a strong 
message to China. The U.S.-China Policy Act was an attempt to put Congress on record 
in a unified way about the problems in the U.S.-China relationship and force 
administration accountability for its failed policy. Had the bill been enacted, for the first 
time ever, the U.S. Congress would have gone on record in support of China’s democracy 
movement In exchange for this legislation (which passed the House with an 
overwhelming vote of 416-10), I voted to table my own resolution, in effect voting to 
give MFN to China for another year. Unfortunately, this bill was not pushed in the Senate 
and it died. China got MFN and avoided criticism. 

And what happened this year? 

We learned that Chinese state-owned companies with close ties to the Chinese 
military were attempting to smuggle AK-47 assault weapons into the United States for use 
by violent L.A. street gangs. Guns that could kill American boys and girls. 

We learned that these same smugglers were willing to sell to the same violent 
gangs hand-held surface-to-air missiles — Red Parakeets — powerful enough to shoot 
down a 747 jumbo jet. These missiles can be launched from shoulder holsters and are 
also capable of taking out tanks. 

We learned that the Chinese government sold ring magnets for use in enriching 
uranium and M-1 1 missiles to Pakistan. We also learned that the Chinese government is 
supplying nuclear technicians and equipment for a Pakistani plutonium reprocessing plant 
which in the words of Bill Triplett, a former counsel to the Senate Foreign Relations 
Committee, would provide “one stop shopping for nuclear war, courtesy of the Chinese.” 

We learned that China sold patrol boats to Iran and that Chinese companies are 
helping the Iranian g6vemment build poison gas factories. 

We learned that China is making deals with Russia to buy SS-18 missiles. 

We have obtained more evidence that babies are dying of neglect, deprivation of 
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medical care and starvation in Chinese state-run orphanages. We saw pictures of starving 
children tied to their cribs to die. 

We hear that the persecution of Christians and other people of faith is 
intensifying. The Chinese government issued strict new religious guidelines in January, 
that Chinese religious officials have vowed to pull up house churches by their roots and 
that Chinese Christians are experiencing the worse persecution since the pre-Deng period 
of the late I970's. We learn that the Public Security Bureau is circulating an arrest 
warrant with the names of 3,000 names Protestant Evangelical Christians. 

We continue to hear case after case of Chinese Christians being arrested, detained, 
imprisoned, and sent to labor camp for practicing their faith. The number of such cases 
are increasing. 

Christian churches are being bulldozed and that students and teachers who refuse 
to join China’s “official” Catholic church are purged from schools. 

The Chinese government is brutally suppressing Muslim protestors in the 
Western province of Xinjiang. 

Repression in the region of Tibet has intensified and that in 199S, SO percent more 
Tibetans were arrested for political offenses than in the previous year. The Chinese 
government is giving out longer sentences for political offenses in Tibet, has tightened 
control over nunneries and monasteries and demanded declarations of loyalty from , 
thousands of Tibetan people. 

We continue to hear stories of Tibetans being tortured in prison by electric shock, 
severe beating, self-tightening handcuffs and by being forced to assume difficult and 
painful positions. We received reports that Tibetan monks and nuns are required to strip 
off their clothes before beatings and are routinely raped in jail. 

We learned that the Chinese government had arrested and detained American 
human rights activist Harry Wu. 

China’s human rights abuses continue unabated. Public executions are a standard 
way of keeping the masses in line and that prisoners are shot in the back of the head with a 
pistol at point-blank range in front of thousands of observers. 

We know that when these prisoners die, doctors are standing by to take out their 
kidneys or corneas which are then sold to foreign buyers for transplantation for as much as 
$30,000 a piece. 

We continue to hear reports that population officials force women to have 
abortions to keep the population down and deny medical and care and economic 
opportunity to families that refuse to abide by this draconian policy. 

China has not dismantled the laogai, a system of gulags larger than that which 
existed under Stalin’s Soviet Union but which same the same purpose - to brainwash 
through backbreaking labor and brutal conditions. 
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China has not fully complied with the 1992 Memorandum of Understanding 
requiring that U.S. officials be allowed to inspect prisons suspected to use slave labor to 
manufacture goods for exports. We know that these goods continue to come into the 
United States; 

China has blatantly disregarded the 199S intellectual property agreement and that 
Chinese factories continue to rip off American technology, software, and other 
copyrighted material. 

We know that almost all leaders of China’s democracy movement are either in 
detention, in labor camps, in exile or under house arrest. Those who have supposedly 
been released from jail are still subjected to intense surveillance and restrictions of 
movement and speech. We watched as China’s most prominent dissident Wei Jingsheng 
was sentenced to 14 years in prison; Chen Ziming’s medical parole was revoked; and 
Wang Dan disappeared without a trace. Human rights observers say this is the worst time 
for dissidents since the immediate aftermath of the Tiananmen Square incident. 

So Mr. Chairman, what improvements have we extracted through our current 
policy? The answer is none. In all three areas of concern, human rights, proliferation and 
trade, the situation has worsened.. 

It seems to me that Congress and the administration has failed to leam finm 
history. Nobody on this subcommittee or in Congress would have gone down to the floor 
and voted to give MFN to the Soviet Union when Natan Sharansky was in Perm Camp 35 
or Andrei Sakharov was under house arrest. It would have been unthinkable. 

Last week, six prominent Chinese dissidents, all of whom had been student 
leaders in Tiananmen Square, came to Congress with this message; Western pressure 
works. When Western pressure is applied firmly and consistently, prison conditions got 
better. When Western pressure is applied firmly and consistently, the tight reins of 
repression were loosened. 

Yet, today, there are some in this Congress and the administration who now 
advocate giving China permanent MFN. Do we ever leam? 

Unconditional MFN is the backbone of a failed U.S. policy toward China. 

How much will it take for this Congress to wake up and focus on the threat that 
China’s actions pose to our national security, our belief in democracy and our continued 
economic prosperity? How long do we want to continue helping China create a powerful 
economy and a powerful military unchecked by political transparency and a rule-of-law 
based system? 

There is no evidence that unconditional MFN is advancing U.S. interests with 
regard to China. I cannot support it this year and neither should this subcommittee. 

Let’s revoke MFN and engage China on our terms. Thank you. 
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Chairman Crane. Thank you, Mr. Wolf. 

Ms. Kaptur. 

STATEMENT OF HON. MARCY KAPTUR, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 

Ms. Kaptur. I am very impressed with Congressman Wolfs testi- 
mony, and I would just say that the large corporations of our coun- 
try, including Boeing, not only do not stand up for Christians, they 
do not stand up for democracy. 

This is not in my testimony, but I had dinner with the head of 
Boeing one night here in the Capitol one and a half to 2 years ago 
and I asked him why, as one of our premier business leaders, he 
did not speak out on some of these concerns. He told me that he 
had had dinner with the premier of China and that he played the 
violin and any man that had music in his heart could not be all 
bad. I will never forget that. 

Mr. Chairman, I appreciate the 5 minutes. I wish I had 15 min- 
utes. But, I am one Member of Congress who strongly believes that 
a new course must be struck in our relations with China, a course 
that reflects the rule of law and everything that we stand for, if 
we stand for anything as a people. After 20 years, China MFN has 
proven to be too thin a reed on which to base our bilateral relation- 
ships with China. 

It is unfortunate that you and your Subcommittee Members are 
put in this position. This issue should not be before you in this 
way. Our foreign policy should be based on three tenets, obviously, 
realism in the world we live in; reciprocity, which is something I 
want to talk about here; and most importantly, the development of 
democratic principles beyond our shores. 

But what has been happening is we as a country have been using 
trade policy as an indirect means of creating foreign aid, because 
you could never get the type of assistance that is needed in the 
Chinese situation through this Congress today. Because the burden 
of this misguided trade policy are borne so unequally in our soci- 
ety — Mr. Payne was talking about his concern for textile workers — 
there is no question that China MFN contributes to the undermin- 
ing of our own middle class and sense of fairness to our own people. 

China MFN bolsters and perhaps prolongs the existence of 
authoritarian regimes, as in China, while undermining our own do- 
mestic economic interest, which is where I want to focus on in my 
remarks today. These charts are attached to your testimony. 

Since 1974, our trading relations with China were supposed to 
have improved if we just renewed MFN for one more year. This has 
not happened. Those red lines indicate what has happened with 
our trade deficit with China since 1974. Just in the past decade, 
our trade deficit has increased with them by over 1,000 percent. 
That means imports minus exports, because our exports, even 
though they have been at a flat or slightly increasing level, which 
is the bottom green line in that chart, the imports that have been 
coming in here have been increasing at an alarming rate, getting 
larger each year in total volume as well as real rate. 

This year, that deficit is projected to be over $40 billion. In fact, 
33 percent of China’s exports come to our country. There are 250 
million of us. There are 1.25 billion of them. Just mathematically, 
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what is happening here is unsustainable in the long term. Only 2 
percent of our exports go into that market. 

Right now, that trade deficit with China comprises one-fourth of 
the $160 billion trade deficit that we sustain with the world. It re- 
sults in lost jobs here at home, a ratcheting down of our wages. Let 
me point out that the effective tariff rate under MFN will be about 
2 percent. Their effective tariff rate against us, depending on the 
goods, is between 30 and 40 percent. 

There is no reciprocity in this agreement. Why do we sustain this 
as a society when we get nothing in terms of the development of 
a free market, a free society on the other end? We are putting the 
gun not just to the Chinese people but to the heads of our own peo- 
ple who are losing these jobs all over the United States of America. 

In terms of the exchange rate, and I just want to put this on the 
record because it is in my testimony, China has two exchange 
rates, the one that they officially say is theirs and then the real 
one, which is the one that they manipulate. The exchange rate they 
have been using effectively results in a subsidy to their exporters 
valued at over $15 billion, which makes it so much more difficult 
for our people to get our goods into the Chinese market, and effec- 
tively gives China such an incredible subsidy that benefits their ex- 
porters, including their army, which is well documented in these 
figures. 

My time has expired, but our testimony documents the other 
nontariff barriers. I have only talked about tariff barriers and ex- 
change rates. The nontariff barriers that we include in our testi- 
mony are important for you to reflect upon. 

I just say in conclusion, Mr. Chairman, I would hope that what- 
ever happens on your Subcommittee, or in in Full Committee, that 
you give us a chance to fully debate this on the floor of Congress 
so that we can bring up the concerns of the Members that are here 
before you and others in a much more complete way. I think that 
this relationship is exceedingly important and it does not deserve 
to be low-balled inside this Congress. 

Thank you very much for the opportunity to appear. 

[The prepared statement and attachments follow:] 
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TESTIMONY ON RENEWAL OF CHINA MFN 
CONGRESSWOMAN MARCY KAPTUR (D-OH) 
SUBCOMMITTEE ON TRADE 
WAYS AND MEANS COMMITTEE 
JUNE 11, 1996 


Mr. Chairman, thank you for inviting me to testify before you and 
your Subcommittee today on the question of whether to renew China's 
Most Favored Nation status for another year. Given the explosion in 
our trade deficit with China, and the increasing potential for 
military conflict in Asia, the .vote on China MFN is easily one of 
the most important votes of our day. I am one Member of Congress 
who strongly believes that a new course must be struck in our 
relations with China -- a course that reflects the rule of law, and 
benefits the wider populace of both our great nations rather than 
the base interests of a few. 

After twenty years, China MFN has proven to be too thin a reed on 
which to base our bilateral interests. I will vote against renewal 
of China MFN as a first step in shaping a new foreign policy path 
with China. U.S. foreign policy must be based on three tenets: 
realism, reciprocity, and the development of democratic principles. 

The United States can no longer afford to use our trade policy as 
an indirect means of foreign aid. And because the burden of this 
misguided trade policy are borne so unequally in our society, China 
MFN contributes to the undermining of our middle class and sense of 
fairness. Finally, China MFN bolsters, and perhaps prolongs, the 
existence of authoritarian regimes such as found in China, while 
further undermining our own domestic economic interests. Renewal of 
China MFN simply makes no sense. 

Congress has been voting annually on MFN since 1974 when Jackson- 
Vanik was signed into law, a law which tied the internal politics of 
non-market economies to their external trading relations with the 
U.S, It was a classic carrot-stick approach to policy. The carrot 
was the U.S, market. The stick was taking away a nation’s Most 
Favored Nation trading status. While China has been gorging itself 
on the carrot of the U.S. market, somewhere along the line we lost 
the stick to affect change in regard to China's attitude and 
policies towards the U.S. and her own citizens. 

THE GROWING U.S.-CHINA TRADE DEFICIT 


Every year since 1974, President after President, from Ford to 
Clinton, has stood before Congress and the American public to assure 
us that our trading relations with China will improve IF China MFN 
is renewed just one more year. This, of course, has not happened. 

Let me refer to the first chart attached to the back of my 
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testimony. Over the past decadef the U.S. has recorded over a 1,000 
percent Increase in our trade deficit with China. And the rate of 
disadvantage to the U.S. increases each year. In 1996, the U.S.- 
China trade deficit is projected to top $40 billion dollars, 
breaking yet another record. Thirty-three percent of China's 
exports, one of out of every three products, end up on U.S. shelves. 
At this pace, China will surpass Japan in the next two to three 
years as the nation with which we have the biggest bilateral trading 
deficit . 

May I remind you that trade deficits are a form of debt, and like 
all debt, they must be repaid with interest. Last year, the U.S. 
owed the world over $160 billion because of our trade deficit in 
goods. That is more than our annual federal budget deficit. In 
1995, China's $34 billion share of our foreign debt due to the trade 
deficit was almost a quarter of the total, and projected to grow 
rapidly. Like the budget deficit, the trade deficit, if left 
unchecked in its growth, will result in more lost U.S. jobs, the 
ratcheting down of U.S. wages, and increasing pressure for a rise in 
domestic interest rates in order to attract the offsetting foreign 
capital to our current account deficit. I do not need to tell you 
what impact any rise in interest rates has on economic growth and 
America's future. Quite frankly, we are mortgaging the future of 
the United States to countries like China with which we continue to 
run unsustainable trade deficits. 

Many of the supporters of China MFN will point to the growth of U.S. 
exports to China as a reason to renew China MFN. I would like to 
refer you now to the second chart attached to my testimony. Vfiiile 
U.S. exports to China have increased, the growth has been fairly 
flat in relation to the explosion of Chinese imports flooding into 
our country. While China exports at least 33 percent of its goods 
to the U.S., less than 2 percent of our exports are destined for 
China, less than tiny Hong Kong or Taiwan. Using only percentages, 
it is therefore somewhat disingenuous to claim a huge increase in 
our exports to China while starting from such a low starting base. 

If you will recall, this was a favorite debate point utilized by 
Japan during the recent auto dispute, claiming huge increases of 100 
percent while, in actuality, only allowing in a few more U.S. 
automotive exports. Measured in absolute terms, it quickly becomes 
obvious that our exports to China are, in fact, not growing fast 
enough, as this gap in the chart yawns even larger with each passing 
year . 

BARRIERS TO TRADE WITH CHINA 

It is not difficult to understand why U.S. exports are continuing 
only to trickle into China. China is a closed, command economy. 

For example, while the U.S. charges an average MFN tariff rate of 2 
percent or less on China's imports into the U.S., China charges 
average tariff rates of 30 to 40 percent on U.S. exports into China. 
With U.S. exports facing tariff rates up to twenty times greater 
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than our own tariff rates, it is no wonder that U.S. exports to 
China remain flat . 

■There is a further discrepancy when one considers the exchange rate 
between the U.S. and China. While the U.S. has only one fully- 
convertible currency, the dollar, China has at least two separate 
exchange rates for the Yuan -- the official rate for foreigners and 
Che unofficial rate for the Chinese themselves. In 1993, the last 
year for which I have data, the official exchange rate was 5.7 Yuan 
CO the dollar. The unofficial rate in 1993 -- the rate set by the 
market and not Che government -- was 8.4 Yuan to the dollar. There 
is a difference of almost 50 percent. 

This gap between the official Chinese exchange rate and the 
unofficial exchange rate serves to: 1) act as a subsidy for 
officially-approved importers and exporters in China's trading 
sector, namely the Chinese government itself; and, 2) act as a non- 
tariff barrier to U.S. exports competing with domestic goods in 
China. The price of U.S. exports sold in China are inflated by 
nearly half because of the difference between the official and 
unofficial exchange races. Moreover, with the U.S. buying $31.5 
billion worth of Chinese goods in 1993, mostly at Che official 
exchange rate, China's exporters received a subsidy worth at least 
$15 billion dollars from what the market price would have been. 

Finally, after paying high tariffs, and after factoring in the 50 
percent exchange rate subsidy, U.S. exports face significant non- 
tariff barriers Co China's market, including quotas, import 
licensing agreements, and other regulations. Let me quote from the 
United States Trade Representative's "1996 National Trade Estimate 
Report On Foreign Trade Barriers", It states: "China still 
maintains a large number of non-tariff administrative controls to 
implement its trade and industrial policies." The USTR report goes 
on to state that non-tariff barriers are administered at national 
and subnational levels, and are annually negotiated and set by 
China's central government. 

The impediments to trade with China are not limited solely to 
tariffs, non-tariff barriers, and the gap between the official and 
unofficial rate of the Yuan in China. The USTR has documented 
abuses in the setting of arbitrary standards, testing, labeling and 
certification. Government procurement in China remains largely 
closed to foreign competition. China engages in export subsidies, 
theft of intellectual property, and employs an array of barriers to 
services and foreign investment. In short, China is notorious for 
engaging in predatory, anti-competitive practices. 

WHO BENEFITS FROM CHINA MFN RENEWAL? 


Having established the true nature of our trading relationship with 
China, rather than some glorified version concocted for media 
purposes, the obvious question to then ask is: Who benefits from 
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renewal of China MFN? 

American workers, who must compete with sweatshop labor and this 
flood of Chinese goods into the U.S., certainly do not benefit from 
China MFN. While the supporters of China MFN are quick to cite the 
jobs created by U.S. exports, little is said of the good jobs 
destroyed by this policy. The Administration states that 20,000 
U.S. jobs are created for every billion dollars of trade. it is 
obvious to most Americans that the reverse is also true -- 20,000 
U.S. jobs can also be destroyed by every billion dollars in imports. 
In 1996, with a projected trade deficit of $40 billion with China, 
800,000 Americans can expect to lose their jobs because of our trade 
deficit with China. Who in the U.S. A. calls these casualty figures? 
No one. 

Let me illustrate this point with an example from the U.S. textile 
and apparel industiry. Last year, the U.S. imported nearly $4.5 
billion of articles of clothing, apparel and accessories. Many of 
these goods were made in sweatshops in China, with Chinese workers, 
mostly women, making maybe 10 cents an hour. You would recognize 
the brand names -- Nike athletic shoes. Barbie Dolls by Mattel, Sara 
Lee products, and so on. 

In the United States, the textile and apparel industry teeters on 
the brink of extinction because of trade deficits with China and 
other nations that support sweatshop labor. Over the past twenty 
years, approximately 300,000 workers in the textile industry -- 
mostly women located in rural areas where jobs are scarce -- have 
lost their jobs. Over 40 percent of the industry is no longer 
employed. American workers in the textile industry, who might make 
$5 an hour, simply cannot compete against slave labor conditions in 
China. For these American workers, China MFN, and another $5 
billion textile and apparel deficit with China this year, will mean 
another 100,000 lost jobs. 

If the majority of American workers do not benefit from renewal of 
China MFN, who does? Supporters of China MFN point to American cost 
savings for American consumers. But I challenge anyone to come 
shopping with me at my local department store and show me a price 
difference between one good made in China and the exact good made in 
the U.S. There is no price difference. 

We are therefore left with a handful of U.S. multinationals, 
primarily importers which outsource most of their production in 
China, as the true beneficiaries of China MFN. 

Companies like Wal-Mart have a big stake, a billion dollar stake, in 
the renewal of China MFN, Wal-Mart is, in fact, China's biggest 
customer, relying on 700 sweatshops located in China to manufacture 
its products, only then to import these same goods back into the 
United States. One thousand shipments a year from China end up on 
Wal-Mart 's shelves. 

People like David Glass, the CEO of Wal-Mart who made over a million 
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dollars last year, benefit from the renewal of China MFN. Or the 
other top five executives of Wal-Mart who together made over three 
million dollars in 199S. 

And more, the renewal of China MFN will benefit the Chinese 
government, and more specifically, the People’s Liberation Army, 
which dominate China's trading sector and China's economy as a 
whole. As reported by the CIA, state-owned enterprises account for 
50 percent of China's industrial output; collective firms represent 
another 40 to 45 percent of industrial output. Together, the 
"state-owned and collective" sector represents over 90 percent of 
China's industrial economy. 


CONCLUSION 


In conclusion, U.S. -China policy, rooted in China MFN, is 
unsustainable, and even dangerous, over the long-term. Renewal of 
China MFN for another year will do nothing to achieve reciprocity, 
and even less to develop a. free market in China or democratic 
institutions our nation claims to represent. In fact, given China's 
record over the past year -- i.e. breaking almost every agreement 
that China has entered into with the U.S. -- China MFN may even 
exacerbate tensions with China by reducing the leverage which the 
U.S. has at our disposal. 

On economic merits alone, China MFN should be revoked. China 
remains a closed economy which actively keeps U.S. exports and 
investment from entering its market. Reciprocity in our trading 
relations with China is non-existent. China's idea of MFN is to 
charge tariffs on U.S. goods that are twenty times greater than U.S. 
tariffs on China's imports, and to set up a two-tier exchange rate 
system which serves as both a non-tariff barrier and subsidy. 
Finally, China is actively seeking to expand its own exports by 
engaging in predatory practices, such as dumping and producing 
counterfeit goods. 

Most importantly, it should be recognized that China MFN has costs 
here at home -- lost U.S. jobs, erosion of our manufacturing base, 
growing debt, to name a few. It is my firm belief that these costs 
outweigh any benefits accrued to a few U.S. multinational 
corporations . 

A recent Wall Street Journal/ NBC News poll indicated that over 60 
percent of Americans demand improvement from China before renewing 
China MFN for another year. Shouldn't we listen to our people for a 
change? China remains a closed economy ruled by an authoritarian, 
Communist regime which regularly disregards the rule of law. This 
fact is not going to change unless we change our policy towards 
China. We should start by revoking China's MFN status this year and 
return to the negotiating table from a position of strength. Let's 
use our market power to our advantage, and to promote reciprocity, 
democracy and the rule of law. 
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READ BETWEEN THE LINES: 

China’s Imports Into the U.S. Have Exploded 
As U.S. Exports Trickle Into China 

1986-1996 



1986 1987 1988 1989 1990 1991 1992 1993 1994 .1995 1996 




89 


statistical annex 


Table a2J: Tunbi o< Excbahce Kates 






Real 

Real 

Nominal 

Nominai 




Weiebtad 

affeetiva 

efieetivc 

affoeUve 

eflactiva 


Omdel 

Sceoadiy 

exchange 

exchange 

exchange rate 

exchange 

exchange rate 

Yeir- 


OBrfcei 

fate lor 

fua 

(Meandaf7 

rate 

(eecondaty 

quarter 

fUB 

fits 

eoepom 

(e&ial) 

market) 

(omoial) 

market) 


(yian/l) 

(Yueo/S) 

(Yuaa/S) 

1980-10 

(1980-10) 

1980-10 

1980-10 

\9W74 

1.72 

5.2S 

4J9 

4.05 

2.87 

5.41 

3.84 

19V’U 

3.72 

SJ 

4.42 

3.96 

2.78 

5.31 

3.73 

imAa 

3,72 

5.4« 

4.49 

4.07 

xn 

5.44 

3.71 

t9t7<IV 

3.72 

3.51 

4J5 

3.97 

2.78 

5.24 

3.48 


3.72 

5.7 

4J9 

3.97 

2.64 

5.17 

3JS 

1911-11 

3.72 

5J 

4.86 

4.13 

2.S9 

5.23 

SM 

SfSS-Q! 

3.72 

5.6 

4.99 

4.67 

2.44 

5.60 

3.16 

lf»4V 

3.72 

5.6$ 

5.01 

4.72 

2.63 

5.48 

3.^ 

19194 

3.72 

6.65 

5.01 

4.95 

2.64 

5.67 

3.17 

19S94Z 

3.72 

6.6 

4.99 

5.23 

2.77 

6.06 

3.42 

in9-in 

3.72 

4JS 

4.97 

5.24 

2.95 

6J6 

3.61 

19194V 

3.19 

5.9 

4.77 

4.86 

2.91 

6.16 

4.07 

19904 

4.71 

5.91 

5.24 

3.93 

3.21 

S.26 

4.20 

199041 

4.72 

5.81 

5.20 

3.96 

3.14 

5.45 

4.43 

i9904n 

4.72 

5.1 

520 

3.70 

3.22 

5.27 

4.39 

1990fV 

4.97 

5.7 

5.29 

SMS 

3.08 

4.84 

4.24 

19914 

S.23 

5.8 

5.68 

3.19 

2.92 

4.75 

4J3 

199141 

SM 

5.84 

5.73 

3J3 

2.91 

4.95 

4J3 

19914B 


5.87 

5.77 

3J0 

3.03 

4.93 

4J1 

19914V 

SJ9 

5.87 

5.77 

3.15 

3.02 

4.79 

4J6 

19924 

5.46 

5.95 

SMS 

3.12 

2.n 

4.80 

457 

199241 

SJ 

6.25 

6.10 

3.13 

2.75 

4,84 

4.26 

199240 

SJ 

7 

6.70 

sxn 

Z46 

4.76 

3.81 

1991-1 

5.73 

8.41 

7.87 

3.16 

3.17 

4.88 

355 


SeufCK liewnwrimwl MoMurf Ptead tad Suif Eitimtta. 




90 


Chairman Crane. Thank you, Ms. Kaptur. 

Let me repeat again for all of the witnesses that any extended 
remarks will he made a part of the permanent record. 

Chris Cox. 

STATEMENT OF HON. CHRISTOPHER COX, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. Cox. Thank you, Mr. Chairman. I have submitted a lengthy 
statement for the record and so will be brief in this oral presen- 
tation. 

I do not need to go over any of the litany of offenses against 
humanity and trade that the Communist government in Beijing 
has committed in recent years. We need not go over anything other 
than the highlights to remind ourselves that they have attacked 
the Philippines by seizing the aptly named “Mischief Reef’ in the 
Spratly Islands, that they conducted a 2-year high-stakes intimida- 
tion campaign against the democracy in Taiwan during the Taiwan 
missile crisis. They fired nuclear-capable missiles in international 
waters with the effect of shutting down the world’s shipping at 
both ends of Taiwan. 

China has more than doubled its military spending, since the col- 
lapse of the Soviet Union. It has been acquiring fighter aircraft, 
helicopters, surface-to-air missiles, and even SS-18 ICBMs from 
Russia. They are giving ring magnets for uranium enrichment to 
Pakistan so that they can make nuclear weapons. They are passing 
on chemical weapons to Iran. 

They are, in my home State of California, through the commer- 
cial-disguised entities operated by the People’s Liberation Army 
and run for the benefit of the ruling families in Beijing, selling 
completely illegal, thousands of them, AK-47s to street gangs in 
San Francisco. 

I cannot do nearly the job of hitting even the highlights on the 
internal repression that you have heard from my colleagues, 
whether it is the continued occupation of Tibet, the torture of the 
clergy, the continued escalating crackdown on pro-democracy lead- 
ers. There is even an article in today’s New York Times about the 
continued detention, after 7 years of his full sentence, one of the 
reform leaders of the Communist party. 

Suffice to say that MFN cannot bear the weight of all of these 
policy disagreements that we have, to put it euphemistically, with 
the People’s Republic of China. Yet, while Communist China has 
become the single most disturbing political and military threat in 
the world today, the debate over MFN as we have conducted it 
within and without the administration and Congress has burdened 
MFN with practically the entire weight of the bilateral U.S.-PRC 
relationship. 

What I want to suggest is that MFN is inappropriate for that 
purpose, that it simply cannot bear that weight, that if we are 
counting votes and likely results, we have to recognize that MFN 
is going to continue. So what are we going to do about it? We need 
to ask ourselves the same question that Chris Smith just put to the 
business community. If that is the case, then what, everything is 
OK, or are we going to do something else? 
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I would like to suggest something else that is not only completely 
consistent with but deliberately in furtherance of our pro-free-trade 
views in America and in the WTO. The purpose of the WTO is to 
enable members to conduct trade on free market principles by lim- 
iting government intervention in the form of state subsidies, exces- 
sive tariffs, and other nontariff barriers. The WTO is based on the 
assumption that the import and the export of goods and services 
are conducted by independent enterprises, not by fronts for the 
People’s Liberation Army, responding to profit incentives and 
market forces. 

For this reason, the WTO requires for membership that 
Communist and socialist countries, what we euphemistically call 
nonmarket economies, reform themselves before they can be admit- 
ted to the WTO. A market economy that is decentralized and free 
is considered a prerequisite to fair trade among WTO members. 
Hong Kong is a WTO member. It will remain a WTO member even 
after it becomes a part of China on July 1, 1997. 

Taiwan has applied for membership in the WTO and its applica- 
tion is under review in accordance with Article 33 of the latest 
GATT Agreement. Taiwan has had a free market economy for more 
than 3 decades. It is the 14th largest trading economy in the world. 
Its GNP is the 20th largest in the world. It is the world’s seventh 
largest foreign investor. It is America’s seventh largest trading 
partner, and, in fact, it is America’s largest export trading partner 
that is not already a member of the WTO. Taiwan’s purchases of 
U.S. exports are 50 percent greater than the PRC’s. 

We ought to be supporting Taiwan’s admission to the WTO 
because Taiwan is the example of what Chinese civilization is capa- 
ble of. Taiwan is the example of democracy, reform of human rights 
abuses, reduction in tariff barriers. All of the things that we know 
that China can become, Taiwan is doing, and yet what is the PRC 
doing? They are militarily threatening Taiwan, trying to intimidate 
their first free and fair election of a Chinese head of government 
in 4,000 years of recorded Chinese history. 

It costs us nothing to support free trade with our friend and our 
trading partner, Taiwan. The message will not be lost on the PRC. 
So I have introduced legislation, H.R. 3569, which I am asking this 
Subcommittee to report favorably in time for our floor debate and 
which I know our Rules Committee is likely to make in order so 
that members who support MFN for Communist China without 
conditions, who support free trade and oppose punitive tariffs, 
central planning, and huge government subsidies, who are con- 
cerned about Communist China’s militarization, the doubling of its 
military spending since the collapse of the Soviet Union, will have 
some other way to address these concerns, a way that is not injuri- 
ous to the United States, that is not injurious to Boeing, that is not 
shooting ourselves in the foot, but that nonetheless makes the 
point in a very powerful way. 

By moving the debate off of MFN and in this direction, I think 
we can open up new vistas and new opportunities to influence 
against communism in China and in favor of freedom, and I thank 
the Chairman. 

[The prepared statement follows:] 
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I want to thank Chairman Crane and the other members of the subcommittee for 
giving me the opportunity to discuss the vexing issue of Communist China’s trading 
status. 1 commend you for your timely and thoughtful attention to this vital issue. 
Unfortunately, due in large part to the failure to address a number of problems regarding 
Communist China’s participation in the international community, the annual MFN 
question has been burdened with practically the entire weight of the U.S./China bilateral 
relationship. 

Before addressing what I believe the United States must do, let me address the 
broad array of controversies in the Sino-American relationship. I must say that I am not 
sanguine about the chances for political liberalization in Communist China, and consider 
that nation the single most troubling political and military-as well as economic-power in 
the world at this moment. While not on the order of the Soviet Union in the Cold War, 
we must make no mistake, that as it is constituted today, the Communist Chinese regime 
is an enemy of freedom both beyond Its borders and within them. 

External Aggression and Proliferation 

Beyond its borders, Communist China has engaged in both military aggression and 
arms proliferation. In February of last year. Communist China seized an outpost claimed 
by the Phillippines on the aptly named “Mischief Reef’ in the Spratly Islands. Then the 
PRC engaged in two campaigns of high stakes intimidation against Taiwan on the eve of 
Taiwan's first direct presidential election. It tested nuclear-capable missiles in July 1995 
and March 1996, in the latter case establishing an effective blockade of the Keelung and 
Kaohsiung ports at the two ends of the island. 

Communist China's aggressive posture should also be judged in terms of potential 
as well as overt aggression. We should be wary of the officially acknowledged 141 
percent increase in defense spending in the PRC since 1989. And the pattern of 
acquisition of Su 27 Rghter aircraft. Mil Mi 17 helicopters, S-300 surface-to-air missiles, 
and SS-18 ICBMs from Moscow is disturbing indeed in terms of its offensive force 
projection Implications. 

In addition to building up its own offensive capability, there are ail too many cases 
of Communist China giving other nations technologies upon which nuclear and chemical 
weapons rely, and ballistic missiles to deliver those weapons. The PRC gave ring 
magnets used in uranium enrichment to Pakistan and ingredients for chemical weapons to 
Iran. It sold M-1 1 missiles to Pakistan, as well as cruise missiles and ballistic missile 
components to Iran. 

And recently Communist China has engaged in a form of arms proliferation which 
would have a dramatic, immediate effect on life on American streets today. A sting 
operation caught two businesses controlled by the People’s Liberation Army trying to 
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smuggle 2000 AK‘47s into San Francisco. 

Internal Repression 

As a threat to freedom within its own borders, the PRC's record is just as striking. 
The Communist regime continues the decades-old occupation of Tibet. A PRC delegate 
to the U.N. in Geneva told the U.N. Committee on the Rl^ts of the Child two weeks ago 
that the Communist authorities had detained the second most important Buddhist spiritual 
leader in Tibet, the Panchen Lama— Choekyi Nyima. Beijing replaced the child with its 
own puppet 

Religious r^ression by the PRC is not limited to Tibet. The Puebla Institute has 
documented over 170 cases of Christian clergy arrested, tortured, and put in “reform 
through labor camps." 

And, of course, the PRC continues to harass and arrest without due process 
individual dissidents. The summary sentencing of Wei Jingsheng last December is the 
most prominent case. The seventh anniversary of the Tiananmen massacre a week ago 
demonstrated once again the PRC's propensity for detaining figures associated with 
democracy in order to keep a lid on freedom of expression and association. 

Despite the premise that economic development will inevitably lead to political 
liberalization in the PRC, evidence clearly indicates where the PRC regime’s priorities 
lie. Given a choice between the free flow of real-time information in business related 
journalism and on-line services, and censorship as a tool of Leninist political control, the 
Chinese Communist government has repeatedly opted for the latter in the last six months. 

Trade Relations 

Having said this about the Communist government’s priorities, let me address 
trade qtui trade. The burgeoning trade deficit with the PRC— $33.$ billion this past year— 
is the product of the huge volume of PRC exports to the U.S., and the PRC’s tenacity in 
erecting barriers to American (as. well as other naticMts’) access to its market. The 
Communist government of the People’s Republic of China maintains an intricate system 
of restrictive tariff and nontariff administrative controls to implement its centrally- 
planned industrial and trade policies, with tariffs on foreign goods, such as automobiles, 
as high as 150 percent. This pattern continues despite the PRC’s commitments in the 
Memorandum of Understanding on market access which it signed with the United States 
on October 10, 1992, and reaffirmed in March of 1995. 

And the PRC has thus far flouted its February 1995 agreement on intellectual property 
rights— closing down but four laser disk and video piracy operations last weekend and 
c^turing 40,000 illegal CDS, when the total production of the illegal CDS is in the tens 
of millions each month. Intellectual property is a classic example of the PRC’s refusal to 
implement the rule of law. If the PRC fails to implement, by the Administration’s June 
1 7th deadline, last year’s landmark intellectual property agreement with the U.S., the U.S. 
must follow through on the $2 billion in tar^ted punitive sanctions it has threatened to 
levy. Our credibility is at stake. And that credibility has been severely stained by the 
Clinton Administration in Asia— from the June 1995 reversal on luxury auto sanctions on 
Japan to the August 12, 1 995 “Framework Agreement’’ rewarding the North Korean 
nuclear program. 

Observers often r^se the size of the PRC's economy as a consideration in the 
decision whether to renew MFN trading status. I Just want to stress that because the PRC 
is so huge in terms of population, resources, and economic production, and because its 
economy is growing so rapidly, its behavior regarding norms of free trade and other 
canons of modem international economic cooperation has portentous implications. If the 
PRC refuses to live by the standards of trade and business which the advanced industrial 
countries and more and more developing countries live by, its sheer size will have a 
tremendously disruptive impact on the global economy. Given this capacity to 
destabilize the world trading system, we need to do everything in our power to get the 
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PRC to abide by the norms of the rule of law and free trade. 

Freeing Ourselves from the MFN Light Switch: A New Approach 

I am convinced that the way our policy debate orbits around MFN as an “on” or 
“off” binary decision is detrimental to U.S. policy making with regard to the PRC. As a 
light switch which is either “on” or “off^” MFN is too imprecise and unsuitable as a 
vehicle for communicating with the PRC’s leadership. 

That is why I propose a new approach. Instead of the “on” or “off” choice, I have 
introduced legislation with Mr. Gilman, Mr. Solomon, Mr. Torricelli, Mr. Lantos, and a 
number of others to try to use MFN to achieve a worthy aim, the meaning of which will 
not be lost on the PRC. H.R. 3569 conditions the PRC’s continued enjoyment of MFN 
trading status after March 1 , 1997 upon the entry of Taiwan into the World Trade 
Organization. 

In my view, Members of the Ways and Means Committee and of Congress at large 
should see this initiative as a win*win proposition for the promotion of free trade. It 
would not stand in the way of the PRC being granted most-favored-nation status, but it 
would help deliver WTO membership to Taiwan, which it manifestly deserves— especially 
in comparison to the systematically protectionist PRC. 

The contingent MFN renewal for the PRC should convince our Administration, 
and, hopefully, the PRC, to abandon the policy of keeping Taiwan out of the WTO until 
the PRC gains accession. It does not involve the contentious issue of sovereignty, since 
Taiwan has applied for WTO membership as a separate customs territory. And Taiwan’s 
KMT government will be convinced to “come across” on the outstanding issues in its 
negotiations with current WTO members, which it has held out on so as not to hurt 
political constituencies in the government tobacco and alcohol monopolies. 

The bill is indeed designed to get the PRC’s attention— but not by inflaming the 
one versus two China policy per sc— because Taiwan would enter the WTO as an 
economic entity rather than as nation-state. It is designed to do justice and call attention 
to Taiwan’s remarkable success. As you, Mr. Chairman, and 1 observed in person in 
April, Taiwan has acted in good faith upon American encouragement and successfully 
built a booming market economy and a democracy, holding the first democratic 
presidential election in nearly 5,000 years of recorded Chinese history on March 23. 
Taiwan is the model we should encourage the PRC to follow. Perhaps rewarding Taiwan 
will send a clearer message to Beijing than the blanket revocation of MFN for Communist 
China. 

Thank you very much for giving me the opportunity to testify before the 
subcommittee as it examines the President’s request for a waiver under the Jackson-Vanik 
amendment. 
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Chairman Crane. Thank you, Mr. Cox. 

Mr. Rohrabacher. 

STATEMENT OF HON. DANA ROHRABACHER, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. Rohrabacher. Mr. Chairman, thank you for allowing me to 
testify today. 

I am a Member of the Subcommittee that deals with Asia and 
the Pacific in the International Relations Committee, so I follow 
events in Asia very closely. I will soon be offering the resolution of 
disapproval for most-favored-nation status for China with a large 
number of original cosponsors from both parties. 

In May 1994, President Clinton told us that an improving econ- 
omy in China would be accompanied by an improvement in 
Beijing’s respect for human rights. Instead, China’s growing econ- 
omy has only served to underwrite the PRC’s enormous military 
expansion and enrich the Communist nomenclature. 

President Clinton was wrong to delink China trade policy from 
human rights, just as George Bush was wrong in not cutting off 
most-favored-nation status after the Tiananmen Square massacre. 
If we had stood up for our principles then, we would likely be re- 
extending most -favored-nation status to a freer and less threaten- 
ing China today. 

Under the current policies of granting most-favored-nation 
status, China’s human rights record has consistently worsened and 
its military grown more aggressive. I remind the Members of this 
Subcommittee that we are losing over $30 billion in our bilateral 
trading relationship with Beijing in spite of almost $5 billion in 
loans to China sponsored by the World Bank and the Export- 
Import Bank. We are financing an attack on the well-being of our 
own people. 

We are told over and over again that China’s market is so big 
and full of such incredible potential that we must close our eyes to 
the evil side of Communist China. 

The question I have for Members of this Subcommittee is, where 
do you draw the line, which we have heard several times today? 
Genocide, is that too much to ignore? Or how about Tibet? If they 
just incinerate all the people of Tibet, would that be on the list of 
things that, well, we cannot draw the line here because otherwise 
they will get worse if we cut off trade with them? How about child 
and slave labor, is that too much? China has 100,000 labor camps 
and 6 to 8 million slaves working for the State. ’That is how' they 
make a big profit in dealing with the United States, by the way. 
That is how their labor costs are kept down forever. 

Where do the arguments used last year to justify most-favored- 
nation status for China differ from the ones that we are hearing 
today? My colleague and friend, Mr. Kolbe, noted that the argu- 
ments are the same this year as they were last year. Yes, that is 
true. Only the names of the victims have changed. 

Do the things in China matter at all in terms of what we are 
doing here? Since last year, China has launched missiles at our 
friends in Taiwan, stirred up a conflict over the Spratly Islands, 
sold nuclear technology and cruise missiles to Iran, left thousands 
of infants to rot in state-owned orphanages, and blatantly broken 
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agreements that they signed to protect our intellectual property 
rights. I could not believe that we have representatives of this ad- 
ministration lauding those agreements. That is just so much scrib- 
bling on a piece of paper. 

Unfortunately, I could use all my time listing these misdeeds of 
the Chinese, and I cannot do that. We know hat happened to the 
Panchen Lama and Harry Wu and Wei Jingshen. We know about 
the threat to attack Los Angeles with the nuclear weapons and the 
seizure of 2,000 fully automatic machine guns by U.S. Customs offi- 
cials that were being smuggled into California by the People’s 
Liberation Army-owned firms. 

The fact is, the policy of granting most-favored-nation status for 
China has not worked. Politically, it is not making them any better 
democratically, and it is not forcing them to open their markets to 
American goods. Let us recognize also that this is an economic fail- 
ure as well as a political failure. Almost everything we send into 
China except airplanes are raw material. Those are the things that 
we make profit on. We are sending raw materials that they turn 
around and put their slave labor into manufacturing and send it 
back to us and make a profit. In the process, of course, they make 
a profit and put all of our working people out of work. 

This policy is no good for the United States. It is immoral. We 
need to take seriously the call to examine this policy rather than 
just blase — some people are just blase about this. Well, so what if 
the Christians are being murdered? So what? The basic argument 
is, more people will be murdered unless we keep up the same pol- 
icy. This is very similar to what Dick Armey tells us. Dick Armey 
has a saying about it. The definition of insanity is doing more of 
the same and expecting to get different results. 

This policy of extending MFN to China after they move aggres- 
sively in the wrong direction, they arm themselves to the teeth, 
they violate human rights even more than ever before, this is an 
insane policy for the United States to permit the American consum- 
ers to end up footing the bill for arming China to the teeth. They 
are using the $30 billion that they get off this trade surplus — be- 
cause of the unfair trading relationship we have established with 
them, they get $30 billion — they are using it to arm themselves 
and future generations of Americans will pay dearly if we do not 
change this policy today. 

Thank you very much. I appreciate the chance to testify. 

Chairman Crane. Thank you, Mr. Rohrabacher. 

Mr. Scarborough. 

STATEMENT OF HON. JOE SCARBOROUGH, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF FLORIDA 

Mr. Scarborough. Thank you, Mr. Chairman and Members of 
the Subcommittee. I would just like to thank you for allowing me 
to testify on a very important matter today. 

All of us up here recognize how important China is going to be 
in the 21st century. I think most of us recognize that for the first 
time in about 500 years, Asia is going to take on a role in this 
world that may approach an equally important role as that pre- 
viously held by Western nations. So, we are not naive about 
China’s role in the world. 
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But, I think most of us are also disturbed, though — and you used 
a very good word, Mr. Rohrabacher, blase — by the blase attitude 
and approach that many business leaders have, that many politi- 
cians in Washington, DC, have, and many diplomats across the 
globe have toward China’s absolutely horrendous record, not only 
on human rights but in other areas, as well. We are being told con- 
stantly to ignore the theft and intellectual property piracy that is 
occurring right now in China, to ignore nuclear proliferation. We 
are being told to ignore human rights abuses. 

Somebody mentioned the New York Times article today. Bao 
Tong, who, of course, was a Tiananmen Square demonstrator, was 
quoted in a note that was smuggled out of China. “In this cage 
where I am, there is no law, there is no lawyer, there is no doctor, 
there is no telephone, and there is no time limit.” 

And yet, we turn our eyes away from that. We ignore the 60 mil- 
lion deaths in this regime since 1949. Ten times the amount of peo- 
ple that were slaughtered in the Holocaust were killed in China by 
their own government, and yet we are told that we can continue 
to deal with these people rationally like we would deal with any 
other Western nation that has our value system. We cannot. 

We are told to continually ignore the persecution of men and 
women of faith, and we are continually told to ignore all of this and 
much more for the fevered pursuit of the almighty dollar, and the 
attitude is nothing more than market share over human rights and 
money over national security, and we are talking about our 
National security here, not only people’s security in China. 

The thing, that angers me the most is I hear people saying, let 
us not use MFN. There must be some other approach that we can 
take. What other device is there for Congress? This is the only 
game in town. If we want to speak out against nuclear proliferation 
and the continued human rights abuses and the continued slaugh- 
ter that has occurred in China over the years, this is the only game 
in town. 

The symbolic value of MFN is indisputable. Unlike MFN status 
of other nations, China has been placed in a special and highly 
visible category. For the Chinese, it has become a measure of their 
standing in the world and we in Congress continue to lose sight of 
this. We are the world’s only remaining superpower, and to a de- 
gree that we tend to underestimate, our relationship with a given 
regime tends to confer a degree of legitimacy to that regime. 

While I do not believe that withdrawal of MFN status for Beijing 
will end its legitimacy, for the moment, that legitimacy is rooted 
in the barrel of a gun. I do believe that conferring MFN status on 
China will tend to undermine our efforts to stigmatize that 
regime’s deplorable behavior in the international arena. 

Beyond that, MFN status also underscores how serious we are, 
and I think more importantly, how seriously we are going to be 
viewed in terms of our relationship with China. To date, we have 
not been a good account of ourselves and it saddens me to say that 
many of my fellow Republicans must bear at least a heavy share 
of the blame for this. Unfortunately, many of us Republicans con- 
sider disruption of trade with China to be interference with com- 
merce and, therefore, something on the order of violation of the free 
exercise of religion. 
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I remember being absolutely shocked, you talk about the Cham- 
ber of Commerce in China, our Chamber of Commerce in America 
docked me for voting against MFN last year. They said I was an 
enemy of business, basically, because I cared about human rights. 
We have got to get past this mindset. If we do not, we are going 
to be paying for it year after year, because if you think it is difficult 
to say no to a China today that represents 14 percent of our 
exports, you wait until it represents 16, 18, or 20 percent of our 
exports. 

Make no mistake about it. China will be either the number one 
or two economy in the world in the next 20 years. When are we 
going to say no to China? If we are too greedy to say no to China 
today, we will be too greedy to say no to China in the future. 

Mr. Chairman, I thank you for your time. Of course, I have sub- 
mitted a more thoughtful and concise statement for the record 
which people can read if they wish. Thank you. 

[The prepared statement follows:] 

Statement of Hon. Joe Scarborough 

Mr. Chairman, Members of the Subcommittee, I want to thank you for the oppor- 
tunity to come before you to day to discuss a matter in which I have taken a very 
great interest. The People’s Republic of China, in my view, will be the principle for- 
eim and military policy concern of the United States in the Pacific Region, specifi- 
cally, and perhaps in the world, generally, well into the next century. Given my po- 
sition on the National Security Committee, not to mention a genuine intellectual in- 
terest regarding China, I consider it a great privilege, as well as a matter of some 
urgency, to speak to you about China, and about the critical part that the MFN de- 
bate will play in the United States’ developing relationship with the Beijing regime. 

That role is a matter of great symbolic importance. Note that 1 said of symbolic 
importance, The adjective would tend to lead one to believe that the matter is there- 
fore not of practical importance. In fact, nothing could be farther from the truth, 
but MFN's practical import is, in some measure, unclear, and I think is of perhaps 
secondary consideration for reasons which I will discuss in due course. 

The syinbolic value is, however, I think, indisputable. Unlike the MFN status of 
other Nations, both those to whom we routinely extend it, and those to whom we 
routinely deny it, China has been placed in a special and highly visible category. 
For the Chinese, it has to some extent become a measure of their standing in the 
world. We in the Congress, I think, tend to lose sight of this. We are the world’s 
remaining superpower, and to a degree that I believe we tend to underestimate, our 
relationship with a given regime tends to confer a degree of legitimacy on that 
regime; almost an imprimatur that becomes a credential of acceptability. 

Now, while I do not for a minute believe that our withdrawal of MFN status for 
Beijing will lend its legitimacy — for the moment that legitimacy is rooted in the bar- 
rel of a gun — I do believe that conferring MFN status on China will tend to under- 
mine our efforts to stigmatize that regime’s behavior in the international arena. 
Thus, if we stay with business as usual, I fear that we may, at some future time, 
find that it is a very risky business in which we are engaged. 

Beyond that, though, MFN status also underscores how serious we are — and how 
seriously we are viewed — in terms of our relationship with China. I am afraid that, 
so far, we have not given a good account of ourselves, and it saddens me to say that 
even some of my fellow Republicans must bare at least a share of the blame for this. 
Unfortunately, a number of my colleagues consider disruption of trade with China 
to be interference with commerce and therefore, something on the order of a viola- 
tion of the free exercise of religion. As a result, the United States talks loudly and 
brandishes a very thin reed. We rattle sabers about how China’s behavior is unac- 
ceptable, and then when it comes to the vote, we scamper away saying under out 
breath, “China better watch out the next time.” Needless to say, such behavior un- 
dermines our credibility not only with China, but with those allies whom we may 
one day have to lead should China become more hostile. 

This last point is at least as important as our relationship to China itself. Keep 
in mind, once the British and Portuguese relinquish Hong Kong and Macao respec- 
tively, Europe’s direct and immediate interest in China will become almost a purely 
economic one, with almost no security overtones to it. When our allies, particularly 
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Britain and France, who are the only two of our allies whose interests remain global 
in nature, see us vote market share while we speak of the security of the Pacific 
rim, they will not hesitate to draw the obvious conclusion. Similarly, when Japan, 
South Korea, Taiwan, Australia, and New Zealand, among others, see us vote profits 
over security, particularly at a time when we appear to be looking ever inward, and 
when the administration speaks of foreign policy as if it was nothing but an exten- 
sion of trade policy, we can be sure that they will begin to doubt our resolve and 
will act accordingly. Thus, if the next time that there is a crisis our allies refuse 
to follow our lead in responding to it, we will have few grounds for asking why. 

However, I digress. The issue at hand is China and MFN. The symbolic case is 
clear. Our seriousness, and the degree to which we will be taken seriously by the 
Chinese and others, has become wrapped up in the vote of MFN and we cannot es- 
cape that fact. If we vote our pocketbooks today, we may well find that we will get 
more than we bargained for tomorrow. 

Let there be no mistaking me here. I do recognize that it will be hard, and that 
we will pay a price for eliminating MFN. China currently represents 14 percent of 
our trade. Although we currently run a trade deficit with China, many American 
businesses, including a few in my own district, do ample and profitable trade with 
the Chinese. This is a fact, but it is a fact that admits of no conclusion beyond ac- 
quiescence in China’s aggressive policies. For we are told that cutting off trade with 
China will hurt Americans more than it will hurt Beijing. Well, if that is true this 
year, when China represents a 14 percent share of our trade, howmuch more true 
will it be next year, when China represents 16 percent of our trade? Or the year 
after, when China represents 18 percent? At what point will we be willing to accept 
the cost of restraining China? 

Sadly, even the best decisions do not have entirely positive outcomes, and elimi- 
nating MFN with China may adversely effect some American businesses. However, 
the ability to inflict necessary pain in the name of long term interests and get away 
with it is called leadership, and as regards China we are long overdue for some 
leadership. 

Now, I would also add that I am dubious about just how much pain eliminating 
MFN will cause American business over the long run. Since the days of the open 
door policy and dollar diplomacy, the United States has assumed that China’s bil- 
lions would be a lucrative and ever expanding market. In fact, in December of 1941, 
we went to war with Japan in part over China, only to find that in 1996, Japan 
is a bigger market for us than is China. The last 100 years of Sino-American rela- 
tions, as the late Barbara Tuchman pointed out in her book, “Stilwell and the 
^erican experience in China”, do not support the notion that China is a land flow- 
ing vrith milk, honey, and profits. So, I would say that all those predictions of the 
billions that China trade will represent to the United States must be taken with 
a grain of salt. 

There is one other point to be made regarding this trade matter. Business seems 
to be of two minds about this. On the one hand it argues that we will not hurt 
China, but only ourselves, if we cut off MFN, but on the other hand it argues that 
our trade influences China to behave better. This is a contradiction, to say no more, 
but it is rooted in a peculiarly American notion of foreign policy. It is, in fact, what 
I call the Coca-Cola theory of foreign policy. That is, it assumes that if only all the 
material goods of a consumer society, like Coca-Cola, were flowing in the streets of 
Beijing, or Moscow, or wherever, that Beijing, Moscow or wherever, would moderate 
their behavior. It assumes that American policy toward any regime must be thera- 
peutic rather than rooted in the grim realities of international power relationships. 

This has proven mistaken time and again throughout out history and yet we con- 
tinue to believe it. In the case of China, the assumption is wrong on two counts; 
First, it assumes that the principle concern of the Chinese government is the wel- 
fare of its people. To the extent that a booming economy insures that stability of 
the regime, a regime whose ideological underpinnings no longer exist, there is prob- 
ably a grain of truth to that. However, at the end of the day, the tanks that rolled 
through Tiennamen Square, prove that the Chinese leadership is not too concerned 
about whether or not their people get to watch M-TV and drink Perrier. 

The second point is that much of China’s current behavior is rooted in the power 
struggle taking place in Beijing for the succession to Deng Xiao Ping. That power 
struggle will be resolved, in no small measure, by the Chinese generals and admi- 
rals, and will therefore be decided not by the benign competition of international 
trade, but by the shrill cries of nationalism. This in a culture rooted in a thousand 
years of thinking of itself as the Middle Kingdom — the center around which all 
things revolve. Therefore given this, 1 submit to the Subcommittee that the symbolic 
value of MFN will be of greater importance than its practical effect. 
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Indeed, at the very least, the effect of eliminating MFN, in its practical implica- 
tions, is at best unclear. I well understand that many human rights groups in China 
wish MFN to be preserved, but I must confess that I subscribe, to a great degree, 
to John Quincy Adams belief that “Americans are friends of liberty everywhere, but 
custodians only of their own.” The fact is, we cannot hope, in any meaningful sense, 
to influence China’s internal behavior, but we can, by the consistent application of 
a forceful diplomacy linked to a strong military, influence Chinese policies that 
threaten or oppose the policies and security of the United States and its allies in 
the Pacific rim. 

In the end, that must be our guide. We face in China today, and unstable regime 
whose ideology is dead but that does not know enough to fall down. We face in 
China, today, an emerging world power, by no means the equal of ourselves in any 
sphere, but that has the potential to challenge the peace and stability of the world, 
and certainly of that region of the world that is increasingly the most important. 
China must not be lead to believe that her behavior in this region is not without 
consequences, both symbolic and practical. 

Indeed, in all of this, the only thing we know with any certainty is our own 
resources and our own resolve. 'The MFN debate is a test of those resources and 
that resolve. I say to the Members of this Subcommittee, for the sake of the future, 
we must not be found wanting. 

Thank you Mr. Chairman, I would be more willing [o answer any questions the 
panel may have. 

Chairman Crane. Mr. Hancock. 

Mr. Hancock. I will make this real brief because we have this 
vote coming up and I probably will not get an answer. I would just 
like for you to consider a couple of things. 

I read something the other day that in Washington, when they 
talk about something being complicated, that means that you are 
going to get a lot of rhetoric, and what have you. Usually there is 
a way that you could simplify things. 

I would like for you just to consider this and see if we could 
think about this. Tell me if I am wrong. We have three alter- 
natives. One is MFN without any restrictions. We agree with that. 
Another one is MFN with some restrictions in the human rights 
area, in other words, putting some pressure on. The other one is 
just to deny MFN to China and say, look, no MFN until you get 
your case straightened out. I do not think anybody wants to get 
into a trade war or anything like that. There is a lot of pressure 
because of the flow of American investment capital going in, which 
gets back to your business question. 

I just want to pose this question from those three standpoints. 
Basically, am I right on that, that those are our three alternatives? 

Mr. Cox. If I might, the purpose of my testimony was to present 
an additional option, and that is that we can vindicate our inter- 
ests not only in human rights and international security but also 
in free trade and commerce by meeting head on the PRC’s objection 
to Taiwan’s admission to the WTO. Taiwan is comprised of Chinese 
people just the same way that the Communist government in 
Beijing and its billion people are. 

The PRC has taken the view that Taiwan cannot be admitted to 
the WTO, even though admission to the WTO does not require that 
one be a soverei^ nation. Hong Kong, as I mentioned, is already 
a member and will remain one after July 1, 1997. So, too, Taiwan 
is applying for admission as a special customs region, not as a 
sovereign entity. 

There is no reason in law or in logic that Taiwan ought not to 
be a member of the WTO. By acceding to the PRC’s extremely un- 
reasonable position that Taiwan cannot come in until it comes in. 
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since it is not qualified and I do not think anybody on this 
Subcommittee believes that the PRC ought to be in the WTO, we 
are capitulating not only on human rights, not only on inter- 
nation^ security, but on free trade, as well. 

I would just add finally that the PRC has made mention of the 
fact that they care just as much about their claims to militarily 
have the right to invade Taiwan as they do abput MFN, and so I 
do not think the message will be lost on them. 

Ms. Kaptur. Mr. Hancock, I just wanted to add in the three op- 
tions that you have outlined the middle one, which is conditional. 
The purpose of my testimony was to indicate that in addition to 
supporting the other gentleman up here on the human rights issue, 
on the economic front, we are not getting a good deal for the 
United States. You really need to look at the tariff rate and 

Mr. Hancock. This would tie in with Congressman Cox’s WTO 
possibility, the economic side of it. 

Ms. Kaptur. It would, and also on the exchange rate. 

Mr. Hancock. One final thing that I would just like to add 

Mr. Scarborough. Mr. Hancock, if I could just respond very 
briefly. 

Mr. Hancock. One final thing that I would like to ask, and we 
are going to have to go vote— go ahead. 

Mr. Scarborough. I was just going to say, one problem with a 
conditional MFN is it has to be approved by an administration that 
has had a horrendous record of kow-towing toward China, so unfor- 
tunately, that is not a practical option. 

Mr. Hancock. That is probably the biggest problem we have, is 
getting something approved by the administration. 

One final question, and 

Mr. Smith. Senator, if I could respond briefly to that, because the 
condition, and everyone has to realize this, is postponement. The 
day of judgment comes the next year when the record is assessed 
as to whether or not it got worse, and that is exactly what the 
Clinton administration did, perhaps with some disingenuousness to 
its attitude. 

The administration averted Congress taking the action that it 
probably would have taken by issuing an executive order and then 
sent out mixed signals. I led a human rights mission midway 
through the review period and was told by every Chinese leader 
with whom I met: “We are getting MFN. You are going to delink 
it.” I said, “No, no, the administration means it.” They were proven 
right in that regard. 

There is a fourth option and that would be limiting or targeting 
the sanctions on a certain group of industries, for instance, those 
that are owned and operated by the People’s Liberation Army or 
something along those lines. 

Chairman Crane. Mr. Hancock, if you will permit me, we are 
down to 5 minutes on this vote. 

Mr. Hancock. Let me just make this statement and then I am 
ready to go. 

Chairman Crane. All right. 

Mr. Hancock. If we had had MFN with Russia over the past 25 
or 30 years, go back into history, where would we be now? Would 
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the cold war be over? Would the Berlin Wall have come down? Let 
us just think about it. 

Mr. Rohrabacher. I would like to answer that question, whereas 
I was in the White House during that time period. No one ever 
suggested 

Chairman Crane. Mr. Rohrabacher, could you consider answer- 
ing it on the walk over there to the floor? 

Mr. Rohrabacher. No one suggested giving this to Russia. Had 
we given this to Russia and treated them like any other country, 
there would not be a democratic movement in charge of Russia 
today. 

Chairman Crane. Thank you all for your testimony. We appre- 
ciate that. 

The Subcommittee stands in recess. 

[Recess.] 

Chairman Crane. I would now like to yield to Mr. Younts, then 
Mr. Cohen, Mr. Snyder, and Mr. Kapp. 

You may proceed with your testimony, Mr. Younts, and as I have 
told other panels here, try to keep your presentations to 5 minutes, 
and any further remarks you have will be made a part of the 
permanent record. 

STATEMENT OF RICHARD W. YOUNTS, EXECUTIVE VICE 

PRESIDENT AND CORPORATE EXECUTIVE DIRECTOR, 

INTERNATIONAL-ASIA AND AMERICAS, MOTOROLA, INC. 

Mr. Younts. Thank you. Good afternoon, Mr. Chairman and 
members of the Subcommittee. My name is Rick Younts, and I am 
executive vice president and corporate executive director, inter- 
national, for Asia and the Americas. I appreciate the chance to 
offer Motorola’s perspective on the importance of unconditional 
renewal of China’s MFN status. 

International trade creates jobs and sustains economic growth for 
Americans. Between 1988 and 1995, the percent of Motorola sales 
outside the United States nearly doubled, from 36 percent to 63 
percent. During the same timeframe. Motorola created 40,000 new 
jobs; 20,000 of those jobs were in the United States. 

Motorola has a keen interest in ensuring that there are sus- 
tained, positive relations between the United States and China. My 
responsibilities at Motorola have allowed me to spend a great deal 
of time in China over the last 5 years. During that time, I have 
seen tremendous positive changes in that country. 

The Chinese have been very open to our products, our processes, 
and our management styles. With the help of Motorola University, 
we have been able to establish a productive and effective work 
force of over 6,000 people who have developed the same values as 
Motorolans around the world. 

Motorola’s exports to China have grown significantly in recent 
years, reaching about $1.2 billion in 1995. These exports support 
thousands of high-wage American jobs at Motorola and our sup- 
plier companies around the country. A fact sheet detailing 
Motorola’s activities in China are included with my written 
statement. 
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Motorola strongly supports renewal of China’s most-favored- 
nation status without conditions. MFN is not a preferential treat- 
ment. It is the cornerstone of normal bilateral trading relations. 

We are heartened by indications of a strong bipartisan support 
for unconditional renewal of China’s MFN status, but as we have 
heard here today, there are some who want to use the MFN debate 
to express their concerns about many issues, including human 
rights, proliferation, intellectual property, market access barriers, 
and so on. These concerns are legitimate and important. They de- 
serve to be addressed seriously and effectively. But we believe that 
efforts to use China’s MFN renewal to address these concerns 
would be counterproductive. 

Withdrawal or conditioning of China’s MFN status would invite 
Chinese retaliation, which would jeopardize Motorola’s exports to 
China and our business in China. This would give our foreign com- 
petitors an unfair advantage and would threaten U.S. companies’ 
ability to compete throughout the Asia-Pacific region. Moreover, 
there is no good reason to believe that this sacrifice would produce 
the results which its proponents seek. Conditioning or withdrawing 
China’s MFN status would increase China’s isolation and would 
eliminate the opportunity to influence China’s policies for the 
better. 

When Motorola looks at China, we see not only a great commer- 
cial market for our technology but also a social obligation that we 
are taking very seriously. Motorola exposes its Chinese employees 
to market-driven business and management practices, and to our 
core principles of respect for the individual and uncompromising in- 
tegrity in everything we do. We provide tens of thousands of hours 
of training to our employees, suppliers and government officials at 
Motorola University in Beijing and in Tianjin. 

Motorola is one of the largest donors to the Hope Project, which 
builds elementary schools in rural China. Motorola now has 17 
such schools in depressed areas. Last fall, Motorola became the 
first foreign company to cosponsor an environmental protection 
symposium that brought together Chinese policymakers, regu- 
lators, scholars and practitioners, and we are now exploring other 
environmental protection and awareness projects with fellow 
companies. 

Finally, Motorola is sponsoring an employee home ownership 
program which covers construction financing, mortgage financing 
to the employees, funds for community amenities, and a portion of 
the mortgage payment and liability. We think Motorola is making 
a difference. 

Withdrawing or conditioning China’s MFN status or adopting 
legislation that would restrict or disrupt United States-China ties 
likely would make it impossible for us to continue these activities. 

More broadly, our ability to contribute to positive change in 
China demands that ties between the United States and China sta- 
bilize and deepen over time. Renewal of China’s MFN status over 
time is the right short-term objective, but over the long term, the 
United States and China should take the steps necessary to 
stabilize and normalize their commercial ties. 

Withdrawal or limitation of China’s MFN status would set back 
this important bilateral relationship just at the moment when the 
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United States needs to come to grips with China’s emerging great 
power status. The cost of such action would be paid by American 
exporters for decades to come, as the credibility of the United 
States as a trading partner would become an issue every time we 
sat down to make a sale. 

But, the cost to our country extends well beyond the impact on 
American exporters. We believe that stable United States-China re- 
lations serve the long-term interests of both nations. 

Mr. Chairman, thank you and the other Subcommittee members 
for your continued support and leadership in maintaining uncondi- 
tional MFN status for China and in opposing legislation that would 
condition or restrict United States-China ties. 

We welcome the opportunity to continue to work with you and 
the Subcommittee in the weeks ahead to achieve our common 
goals. 

Thank you very much. 

[The prepared statement and attachment follow;] 
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Statement of Motorola Inc. 
Before the 

Subcommittee on Trade 
House Ways and Means Commit..ee 
June 11, 1996 
Washington, DC 


Good morning, Ni Chairman and members of the Subcommittee. My name is Rick 
Younts, and I am \ecutive Vice President and Corporate Executive Director of 
lnternational-Asi;i nd Americas. It is a pleasure to appear before you today to share 
Motorola’s views on the importance of maintaining stable commercial relations between the 
United States and China. 


About Motorola 

Motorola is the world's largest producer of cellular telephone, two-way radios and pagers. 
That accounts for about 60% of our total sales. We’re also one of the largest 
semiconductor companies in the world, which accounts for another 30% of our sales. The 
remaining 10% is from related areas of electronics. Total Motorola sales have doubled in 
the past three years, to $27 billion in 1995. 


The Importance of International Trade to Motorola 
International trade plays a pivotal role in creating and sustaining economic growth for 
American workers and companies. The importance of being able to trade freely and on fair 
terms across international borders will become increasingly important as we move toward 
the 21“ century. 

The expansion of trade is not a one way street -- increased trade flows of goods, services 
and investment provides benefits to United States as well as to our trading partners. A few 
Motorola statistics will illustrate the point. In 1988, 36% of Motorola’s total revenues were 
derived from sales outside the United States. In 1995, that figure was 63% and growing. 
Over that period, our worldwide revenues grew from $8.25 billion to $27 billion. By the 
year 2000, we anticipate that fully 75% of our total revenues worldwide will result from 
sales outside the United Slates. 

Also, between 1988 and 1995, our employee base grew from 102,000 to over 140,000. 

Of the roughly 40,000 new jobs created, half were created right here in this country. As 
we have created these new jobs in the US, the proportion of manufacturing jobs relative to 
the total has remained stable. And we’ve been able to eliminate such jobs as quality- 
assurance inspectors and expediters as Motorola’s quality and cycle time have improved, so 
both the “quality” of the manufacturing jobs and the total number of jobs in the US have 
gone up. 

These statistics bear out the fact that access to international markets has allowed Motorola to 
grow and strengthen its competitive position and it s contribution to the US economy 
through increased jobs and revenues. 
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Since 1988, countries containing four-fifths of the world population, or more than 4 billion 
people, have either moved or begun the transition from clos^ markets to become integral 
players in the he global economy. This has created enormous opportunities for 
telecommunications, one of the most basic forms of infrastructure. Wireless systems 
enable developing economies to leapfrog old technologies and install modem networks 
very quickly. 

Our most dramatic g-owth has been in Asia, where sales represented only about 5 % of 
Motorola’s total in 1985, and now account for more than 30%. Within Asia, the rapid 
expansion of the China market has helped to fiiel this tremendous expansion. 


US-China. Relations . . 

Motorola has a keen interest in ensuring that there are sustained positive relations betwem 
the United States and China. Motorola’s US exports to China have grown significantly in 
recent years, reaching about 11.2 billion in 1995. These exports support thousands of 
high-wage American jobs, at Motorola and at our supplier companies around the country. 

A fact sheet detailing Motorola’s activities in China is included with this statement for your 
reference. 

As you can imagine. Motorola strongly supports renewal of China’s most-favored nation 
(MFN) status without conditions. MFN is not preferential treatment. It is the cornerstone 
of any normal bilateral trading relationship. The US extends MFN treatment to imports 
from virtually all of its trading partners. 

We are especially grateful for your continued leadership in support of MFN extension, Mr. 
Chairman, as well as the support of other members of this Sutoommittee. We are heartened 
by indications of bipartisan congressional support for MFN renewal. And on May 20, 
Motorola’s Vice Chairman and CEO Gary Tooker had the honor of introducing President 
Clinton at the International General Meeting of the Pacific Basin Economic Council, where 
the President announced his intention to renew China’s MFN status without conditions 
again this year. 

We would like to believe that this strong showing of bipartisan support for China’s MFN 
renewal without conditions would make it easy to accomplish. But there are many in the 
Congress who want to use the MFN debate to express their concerns about a range of 
issues, including human rights, proliferation, intellectual property rights, market access 
barriers and so on. 

These issues are legitimate and important. They deserve to be addressed seriously and 
effectively. But we believe that efforts to use China’s MFN renewal to address these 
concerns would be counterproductive. Such “messages" may address a certain domestic 
need, but they also contribute to Chinese perceptions that the United States is intent on 
pursuing an antagonistic pol icy of containment. Though this may be the fiirthest thing from 
the truth, these actions fuel such perceptions, which unfortunately contributes to an endless 
cycle of mutual misunderstanding. 
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Achieving and maintaining good US-China relations require a sustained long-term 
commitment by both nations. Corporations can and should play a supportive role. 
Motorola is trying to convey to Chinese policymakers the importance of recognizing that 
their actions do have an impact on public opinion worldwide, and that they shouldn’t 
behave as though their actions in one area do not affect their interests in other areas. 
Likewise, American policymakers must understand fully the implications of their actions. 

If we treat China as an enemy, it will behave as an enemy. No US interests are served by 
backing into a confrontation with an emerging world power. 

Withdrawal or conditioning of China’s MFN status would invite retaliation, which would 
jeopardize Motorola’s exports to and business in China. This would give our foreign 
competitors an unfair advantage in the rapidly expanding Chinese economy, and would 
threaten Motorola’s ability to compete throughout the Asia-Pacific region. Moreover, there 
is no good reason to believe that this sacrifice would produce the results the US seeks on 
these other non-trade issues. On the contrary, conditioning or withdrawing China’s MFN 
status would increase China’s isolation and would eliminate the opportunity to influence 
China’s policies for the better. 

The annual debate over renewal of China’s MFN status puts the US Government in the 
difficult position of measuring progress in artificially short increments. Taking a longer 
view can yield a different picture. Since Motorola first went to China in 1986, we have 
seen a rise in the standard of living and improvement in the human condition in China. 
China has a long way to go to solve some of its social problems, but it has come a long 
way in a relatively short time compared to where it started. 

Motorola does not condone China’s actions towards Taiwan earlier this year. Likewise, we 
support further improvements in China’s human rights record. But Motorola believes that 
withdrawal or conditioning of China’s MFN status, or the imposition of unilateral 
sanctions that hurt American workers or exporters without significantly affecting Chinese 
policies or actions, is not an effective response to these issues. For this reason, we were 
relieved that the United States was able to address its recent concerns about alleged Chinese 
violations of nonproliferation agreements and norms without resorting to unilateral 
sanctions. 

Unilateral sanctions are never our first preference as a means to resolve an issue. Thus, in 
the case of the current intellectual property rights dispute between the US and China, we 
remain hopeful that negotiators in both countries will make every effort to resolve the 
outstanding issues before sanctions are actually imposed. At the same time. Motorola 
believes that faithful implementation of negotiated commitments is extremely important. If 
these commitments are not being met satisfactorily, then the issues must be addressed. 

When we look at China, Motorola not only sees a great commercial market for our 
technologies but a social obligation that we are taking very seriously. We believe 
Motorola’s presence in China contributes to improvements in Chinese society in several 
ways. 

Just as we do in every country in which we operate. Motorola exposes its Chinese 
employees to market-driven business and management practices, and to our core principles 
of respect for the individual and uncompromising integrity in everything we do. We 
provide tens of thousands of hours of training to our own employees, suppliers and 
government officials at Motorola University in Beijing and Tianjin, and through on-the-job 
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training. Motorola is one of tiie largest donors to the Hope Project, which builds 
elementary schools in the poorest parts of rural China. Last fall, Motorola became the first 
foreign company in China to co-sponsor an environmental protection symposium that 
brought together Chinese policymakers, regulators, scholars and practitioners, and we are 
now exploring other environmental protection and awareness projects with fellow 
companies. Motorola is also sponsoring an Employee Home Ownership Program, which 
covers construction financing, mortgage financing to the employees, funds for community 
amenities and a portion of the mortgage payment liability. 

Our ability to contribute to positive change in China with activities such as these demands 
that ties between the United States and China stabilize and deepen over time. Renewal of 
China’s MFN status this year is the right short-term objective. But over the long term, the 
United States and China should strive together to take the steps necessary to stabilize and 
“normalize” their commercial ties. By “normalization" we mean promoting changes in US 
and Chinese policy that will allow the two countries to enjoy a commercial relationship 
regardless of where we stand on other issues. 

Normalizing US-China commercial relations would include permanent MFN extension, 
China’s accession to the World Trade Organization (WTO) on commercially acceptable 
terms, and additional improvements in bilateral trade ties through a step-by-step reciprocal 
process. Motorola’s ability to compete in China on fair terms is essential, and we call on 
policymakers in both nations to do their part to help us accomplish these vital objectives. 


Coptlwripn 

Withdrawal of or limitations on China’s MFN status would set back this important bilateral 
relationship just at the moment when the United States needs to be coming to ^ps with 
China’s emerging great power status. The cost of such an action would be paid by 
American exporters for decades to come, as the credibility of the United States as a trading 
partner would become an issue every lime we try to make a sale. Restricting China’s MFN 
status is not a worst case for US exports, but the worst. But the costs to our country 
extend well beyond the impact on American exporters such as Motorola. We believe that 
stable US-China commercial relations are in our company’s best interest, but more 
importantly, serve the long-term interests of both nations. 

Mr, Chairman, your continued support and leadership in maintaining unconditional MFN 
status for China and in opposing any legislation that would condition or restrict US-China 
trade ties is vitally important for Motorola. We applaud you for conducting today’s 
hearing, and welcome the opportunity to continue working with you and the other members 
of the subcommittee in the weeks ahead to achieve our shared objectives. 


Thank you. 
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Motorola in China 


OYgrYiyw 

Motorola is a leading supplier of advanced telecommunications and electronics equipment 
in China today. Products sold by Motorola in China include cellular phones, pagers, radio 
communications systems, and communications and semiconductor components. 

The goal of Motorola in China is to serve as a model for cooperative development. 
Motorola is undertaking a wide variety of initiatives with both its employees and customers 
to achieve that goal. The company employs nearly 7,000 people in China today. That 
number is expected to grow to 14,000 by the year 2000. 

Motorola's long-standing commitment to training and education are evident in China. All 
Motorola employees in China receive extensive training in human resource principles of 
participative management, empowerment, motivation, individual dignity and ethics. 

A branch of Motorola University (MU) was established in Beijing in 1993 to train 
empioyees, customers, suppliers, and government officiais in a range of management, 
technical and other areas. MU established a second branch in China, in Tianjin, at the end 
of 1995. 

Customers in China include the Ministry of Posts and Telecommunications, provincial 
telecommunications authorities, municipal and other public safety authorities, financial 
institutions, educational institutions and private companies. 


Hi.storv and Evolution 

Motorola opened a representative office in Beijing in 1986 and has experienced rapid 
growth since the early 1990s as an active participant in China's transition to a market 
economy. Motorola (China) Electronics, Ud. (MCEL), a wholly-owned Motorola entity, 
was incorporated in March 1992. P.Y. Lai is president of MCEL 

In June 1992, Motorola broke ground on its first major manufacturing facility in the Tianjin 
Economic Development Authority (TEDA) area of Tianjin. The facility began operation in 
March 1993. Motorola's Tianjin factory produces pagers, cellular telephones, 
communications components and semiconductors, mostly for sale in China and other 
markets in Asia. 

In March 1995, Motorola announced its first joint-venture arrangement in China with 
Leshan Radio Factory for the manufacture of discrete semiconductors. Since then. 
Motorola also has concluded joint venture arrangements with Nanjing Panda Electronics 
Group Corporation to produce home computers based on certain PowerPC* 
microprocessors, and with Shanghai Radio Communications Equipment Manufacturing, 
Ltd. to produce pagers. 

In September 1995, Motorola announced plans to build a large capacity integrated circuit 
wafer fabrication plant in the city of Tianjin. The plant will begin manufacture of eight-inch 
semiconductor wafers with sub-micron line widths by 1997. These products will serve 
customers in automotive, communications, personal computers, peripherals, and digital 
consumer markets. 
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Motorola began operation of its Asia Manufacturing Research Center (AMRC) in Beijing in 
December 1995. This is the company’s first manufacturing research lab outside the United 
States. Earlier in 1995, AMRC announced a Joint manufacturing research project with the 
Computer Integrated Manufacturing System-Engineering Research Center at “China’s 
MIT,” Qinghua University in Beijing. 

In addition to production facilities in Tianjin, Motorola investment in China includes 
headquarters offices in Beijing; branch offices in Shanghai, Guangzhou, Tianjin, Harbin, 
Nanjing and Chengdu; a Motorola service shop and software center in Beijing, and 
Motorola University training centers in Beijing and Tianjin. Future plans call for opening 
sales and service offices in another 20 cities throughout China. 


Operating and Financial Results 

Motorola’s 1995 combined sales to China and Hong Kong reached $3.2 billion, or nearly 
twelve percent of the company's total worldwide revenues. Motorola's investment of more 
than $1 billion makes it the largest U.S. investor in China today. 

Motorola’s exports to China from the United States totaled roughly $1.2 billion in 1995, 
supporting jobs in many states, including Arizona, Florida, Illinois, and Texas. 


Cornerstones 

Motorola's operations in China rest on the same two key beliefs that guide all of Motorola's 
operations worldwide - respect for the dignity of the individual and uncompromising 
integrity in everything we do. These beliefe help create an environment of empowerment 
for all in a culture of participation. The commitment to teamwork and continual learning 
also are key elements in developing the company's operations in China and its partnership 
with the Chinese people. 


Motorola has a business code of conduct that all employees worldwide are expected to 
uphold. Motorola has translated its code into Chinese, and this document is used to brief 
all new hires in China. 

In 1994, Motorola University began the Chinese Accelerated Management Program 
(CAMP), an intensive management training program for high potential Chinese employees. 
CAMP’S 14-month program includes classroom and on-the-job training, as well as a two 
month overseas posting. 

In 1995, Motorola University provided more than 600 training days for customers and 
government officials, and more than 15,000 training days for employees in China. MU 
trained more than 500 of Motorola’s China-based employees in English, and also 
conducted customer satisfaction and Six Sigma Quality training courses for employees 
from 40 Chinese supplier companies. 

Motorola brought more than 600 Chinese to its U.S. facilities during each of the last three 
years for meetings on Motorola technologies, design meetings with engineers and technical 
training. The company’s business units also provided more than 25,000 training days to 
employees at the Tianjin facility through on-the-job training and machine operator training. 

In addition to in-house training, Motorola actively supports higher education in China. The 
company provided an estimated 2,000 scholarships over the last four years for Chinese 
students at technical universities, including Qinghua University, Beijing University, 
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Beijing Posts and Telecommunications University, Tianjin University, Nankai University 
and Fudan University. 

Motorola established three microprocessor/microcontroller labs and five communications 
labs at universities in China, and will expand this program to 20 universities over the next 
five years. The company supplied electronics kits and technical manuals to about 30 
universities throughout China in the past three years. 

Motorola also is contributing to environmental and community efforts in China today. 
Motorola is the largest donor to the Hope Project in China, having given more than 
$820,000 to this program that supports elementary schools in rural China. 

In November 1995, Motorola became the first foreign company in China to co-sponsor - 
with the Tianjin Environmental Protection Bureau - an environmental protection 
symposium that brought together Chinese policymakers, regulators, scholars and 
practitioners from throughout the country. 

Motorola has begun an employee home ownership program in an effort to attract and retain 
the best employees in China by providing a high quality living environment. This 
program, which is encouraged by the Chinese Government, covers construction financing, 
mortgage financing to the employees, funds for community amenities and a portion of the 
mortgage payment liability. The first two buildings covered under this pioneering program 
will be ready for occupancy by the end of 1996. 
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Motorola •$ a leading supplier ot advanced telecommunica- 
tions and electronics equipment m China todav Piocucts sold oy Motorola 
in China include cellular phones, pagers, radio communtcalions systems and 
semiconduciqr components 

The goal ol Motorola in China is to serve as a model lot cooperative devel- 
opment Motorola is undertaking a wide variety ol initiatives wrth both its 
employees and customers to achieve that goal 1he company employs nearly 
7.000 people m China loday. That number is expected to grow to M.OOO by 
the year 2000 

Motorola's long-standing commiinteni to training and education is evident 
in China. All Motorola employees in China receive extensive training in human 
resource pnnciples ot pariicipaiive management, empowerment, motivation, 
individual dignity and ethics. 

A drar>ch ot MQrQro'a University (MU) was es’abl'.shed Beijing in 1993 to 
train employees, customers, suppliers and government officials in a range of 
management, technical and other areas MU established a second branch in 
Tianiin, at the end of 1995 

Customers in China include the Ministry of Posts and Telecommunications, 
provincial telecn,nmur\ic3t'Cns aothoritses, m.urticipal and other public safety 
authorities, financial insiilunons. educational institutions and private companies. 

Motorola opened a lepresentairve office in 
Beijing in 1986 and has experienced rapid growth since the early 1990s as 
an active participant in Chirva's transition to a martiet economy Motorola 
(China) Electronics. Ltd. (MCEUi a wholly owned Motorola entity, was incor- 
porated in March 1992 P Y. Lai is president of MCEL. 

In June 1 99? Motorola broke ground on its rust fliajoi manufacturing facility 
in the Tianjin Economic Development Area [TEOAI The lacility. which began 
operation in March 1993. produces pagers, cehulai telephones, communica- 
tions components and semiconductors, mostly for sale in Chita and other 
markers in Asm. 

In March 1995. Motorola announced its first jomi venture aitangemem in 
China with Leshan Radio Factory lor the manufacture of discrete semiconduc- 
tors Since then Moioioia also has concluded lomi venture arrarigemenis 
With Nanjing Panda Electronics Group Corporation to produce home comput- 
ers based on certain PowerPC^'^ microprocessors and with Shanghai Radio 
Communications Equipment Manufacturing. Lid. to produce pagers. 


In September 1995. Motorola announced plans to build a large-capaciry 
integratea circuit wafer fabrication plant in Tianjin The piam will begin 
manufacture ot S-iiKh semiconductor wafers with sub-micron line widths by 
1997 These products will seivecusromasin automotive, communications, 
personal computen, peripherals and digital consumer markers. 

Motorola began operation ot its Asia Manufacturing Research Center 
[AMRCI In Seipng in December 1995 This is the company's lust manufactur- 
ing research lab outside the United Slates Earlier in 1395. AMRC announced 
a joint manufacturing research protect with the Computer Integrated Manu- 
facturing Sysiem-Engineerirtg Research Center at "China's Mil," Qinghua 
University in Beijing 

In addition to production facilities in Tianfin. Motorola’s investment in 
China includes headquarters offices m Beijing; branch offices m Shanghai. 
Goan.gthou. Tiartii'’., Harbin, Nanjing and Chengdu, a Motorola service shoo 
and software center in Beging. and Motorola University training centeis In 
Beijing and Tianjin. Future plans call for opening sales and service offices 
in another 20 cities throughout China 


Mc’.orola s 1995 combined sales 10 
China and Hong Kong reached S3 2billiat, or nearly 12% ol the company's 
total woildwide revenues. Motorola's investment of more than Si hillion 
makes it the largest U.S. invesior in China today Motorola s expons to China 
from the United States totaled roughly SI. 2 biliian in 1995. supponing jobs 
in many states, includirig Antona. Florida. Illinois and Texas 
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Motorola's operations in China rest ort (he same two ke/ 
beliefs that guide all of Motorola’s operatiorts wvtdwide — respect for diedig- 
nitv of the individual and uncompromising intagrity. These beliefs he^i crea^an 
environment of empowerment for all in a culture of participation The comnul- 
ment to teamwoit and continual learning also are key elements in developing 
the company's operations in Onna and its partnership with the Chmese people 
Motorola has a business code of conduct that all employees worldwide are 
expected to uphold Motorola has translated its code mto Chinese, and this 
document is used to brief all new hires in China 
In 1994. Motorola University began the Chinese Accelerated Management 
Program (CAMP), an intensive management training program for high-poten- 
lial Chinese employees CAMP's 14-mQmh program includes classroom and 
on-the-job training, as well as a two-month overseas rotation. 

During 1995, Motorola Univeisity provided more than 600 training days tor 
customers and government officials and more than 15.000 training days for 
employees in China MU trained more than 500 of Motorola's China-based 
employees in English and also conducted customer salisfaction and Six Sigma 
quality training courses for employees from 40 Chinese supplier companies 
Motorola brought more than 600 Chinese to its U S facilit«s during each 
of the last three years for meetings on Motorola technologies, design meet- 
ings with engineers and technical training The company's business units 
also provided more than 25,000 training days to employees at the Tian|in 
facility through orv-the-iob training and machine operator training. 

In addhion to irvhouse training. Motorola actively supports higher education 
in China The companv provided an estimated 2.000 scholarships over the last 
four years (or Chinese siudents at technical universities, including Qinghua 
University. Beijing Unrversrty. Beijing Posts and Telacommunicabons Univeisity. 
Tianjin University. Nankai University and Fudan University. 


Motonto established three microprocessor/microcontroller labs and five 
communicattOTS labs at universities in China and will expand this program to 
'20 imnersities over the next five years. The company supplied electronics 
kits and tachmcat manuals to about 30 universities throughout China in the 
past three yes's 

Motorola also is contiibuting to envi/onmental and community efforts 
in China raday. The company is the largest donor to Project Hope in China, 
having giMn more than S820.000 to this program that supports elementary 
schools m rwal China 

In November 1995. Motorola became the first foreign company in China to 
co-sponsor — vwlh the Tianjin Environmental Protection Bureau — an environ- 
mental protection symposium that brought together Chinese policymakeis, 
regulators, sdv^ars and practitioners from throughout the country. 

Motorola has begun an employee home ownership program in an effort to 
attract and retain ihe best employees in Otina by prrMding a high-quality living 
environment. This program, which is encouraged by the Chinese government, 
covers consmichorv financing, mortgage financing to the employees, funds 
lor community amenities and a portiort of the mortgage payment liability. 

The fim two buildings covered under this pioneering program will be ready 
lor occupancy by the and of 1996. 

Motorola Corporate Communications 
1303 East Algonquin Road 
Schaumburg. IL 60196 USA 
Phone 1847)576-5000 

Motorola is art Equal Employment Opportunity/Affirmative Action Employer 
Motorola and are registered trademarks of Motorola. Inc 
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Chairman Crane. Thank you, Mr. Younts. 

Chairman CRANE. Mr. Cohen. 

STATEMENT OF CALMAN COHEN, PRESIDENT, EMERGENCY 
COMMITTEE FOR AMERICAN TRADE 

Mr. Cohen. Thank you, Mr. Chairman, for this opportunity to 
discuss the critically important issue of renewal of China’s MFN 
trading status. 

I am Caiman Cohen, president of the Emergency Committee for 
American Trade. Like other leading U.S. trade associations and 
companies, ECAT participates in the Business Coalition for United 
States-China Trade. For 5 years, the Coalition has led the overall 
effort of the American business community to support MFN and ex- 
panded United States-China trade. I am testifying today on behalf 
of ECAT, but our views mirror those of the Business Coalition and 
the over 800 American companies, associations and farm organiza- 
tions who are members of the Coalition. 

Extending MFN is in America’s national interest. MFN is the 
cornerstone of United States-China trade. It is also the foundation 
of overall United States-China relations. It provides a structure 
and an architecture which both countries can use to address a host 
of pressing bilateral concerns ranging from intellectual and prop- 
erty rights in arms proliferation to the improvement of the global 
environment and strengthening the rule of law. 

With MFN, all things are possible between the United States 
and China; without MFN, the entire United States-China relation- 
ship is at risk. The promising future of further expanding 
American trade with China, to the benefit of both nations, would 
quickly revert to the bleak antagonism, mutual isolation, and com- 
mercial embargoes of the cold war. 

Why should you be concerned about extending MFN? Quite 
simply, the economic stakes are enormous. Asia already accounts 
for over half of American trade. The Pacific rim includes some of 
the most dynamic and entrepreneurial economies of the world. In 
the next century, surging Asian demand for American technology, 
infrastructure, consumer products, and farm products can support 
hundreds of thousands of high-wage, high-skill American jobs. 

China will be the engine that drives the Asia Pacific regional 
economy over the next decade. In many key technology sectors, 
China has the potential to drive global demand — a fact that has 
not been lost on our foreign competitors. 

Today China is the fastest growing market in the world for 
American exports, purchasing about $12 billion in U.S. merchan- 
dise exports annually and nearly $2 billion in U.S. services. China 
is especially important as a future market for American agri- 
culture. As market-oriented reforms take hold, China is beginning 
to develop a large middle class which offers a market for American 
meats, grains, and processed foods. 

United States-China trade also supports hundreds of thousands 
of jobs in American retail establishments, consumer goods compa- 
nies, ports, and transportation companies. China has emerged as a 
vital source of imported footwear, toys and apparel for middle-class 
American households. 
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In terms of the cost for American consumers, revoking MFN 
would represent the equivalent of a $302 tax increase for the 
average American family. 

All Americans support the goal of promoting international 
respect for human rights. American companies are committed to 
being good corporate citizens. We believe that expanded trade 
offers the best tool for advancing human rights objectives. 

In the last decade, China’s free market economic reforms, which 
American trade and investment help to support, have truly trans- 
formed Chinese society. Today China is more entrepreneurial, more 
dynamic, and I hasten to add, more free. Living standards are ris- 
ing rapidly. Ordinary Chinese now are free to choose their own 
place of work, travel, and pursue entrepreneurial opportunities. 

Mr. Chairman, we urge the Subcommittee to begin thinking of 
ways to move beyond the divisive annual debates over MFN which 
have become increasingly counterproductive. Two decades ago. 
Congress enacted Jackson-Vanik. This amendment was passed dur- 
ing the midst of the cold war. It was designed to promote freedom 
of immigration for Soviet Jews. The cold war is over, but U.S. trade 
law still requires Congress each year to review and vote on the 
President’s determination. 

The annual debates over revoking or conditioning MFN have 
long since ceased to provide leverage on human rights and instead 
are becoming a serious roadblock to implementing long-term U.S. 
strategies to deal with an emerging global power. 

Mr. Chairman, the focus of U.S. trade law on annual resolutions 
to revoke MFN has put the administration and congressional lead- 
ership in the difficult position of defending and characterizing 
progress in China in terms of artificial 12-month increments. 
Whether it is trade, human rights or the global environment, the 
United States has little choice but to remain engaged with China 
for the long haul. 

The American business community welcomes your leadership, 
Mr. Chairman, and support and the support of many Members of 
this Subcommittee for unconditional renewal of China’s MFN trad- 
ing status. This is an important issue. The stakes for American 
companies and their workers are very high. 

We look forward to working closely with you and the Subcommit- 
tee on a bipartisan basis in the weeks ahead. 

Thank you. 

[The prepared statement follows:] 
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June 11, 1996 


STATEMENT OP MR. CALMAN COHEN 
EMERGENCY COMMITTEE FOR AMERICAN TRADE 
BEFORE HOUSE WAYS AND MEANS 
SUBCOMMITTEE ON INTERNATIONAL TRADE 


Thank you for this opportunity to discuss tho critically important issue of 
renewal of China’s MFN trading status. 1 am Caiman Cohen, President of the 
Emergency Committee for American Trade (ECAT). ECAT consists of the heads of 
leading U.S. firms representing all major sectors of the U.S. economy. The annual 
worldwide sales of our member companies total over $1 trillion and support about 
4 million jobs. 

Like other leading U.S. trade associations and companies, ECAT participates 
in the Business Coalition for U.S. -China Trade. For five years, the Business 
Coalition has led the overall effort of the American business community to support 
MFN and expanded U.S.-China trade. I am testifying today on behalf of ECAT, but 
our views mirror those of the Business Coalition and the over 800 American 
companies, trade associations, and farm organizations who are members of the 
Business Coalition. 

Extending MFN is in America's national interest. MFN is the cornerstone of 
U.S.-China trade. It is also the foundation of overall U.S.-China relations. It 
provides a structure and architecture which both countries can use to address a host 
of presaing bilateral concerns ranging from intellectual property rights and arras 
proliferation to the improvement of the global environment and strengthening the 
rule of law. With MFN, all things are possible between the U.S. and China. 

Without MFN, the entire U.S.-China relationship is at risk. The promising future 
of further expanding American trade with China to the benefit of both nations 
would quickly revert to the bleak antagonism, mutual isolation, and commercial 
embargoes of the Cold War. 

Why should you be concerned about extending MFN? Quite simply, the 
economic stakes for American trade are enormous. Asia already accounts for over 
half of American trade. The Pacific Run includes some of the most dynamic and 
entrepreneurial economies of the world. In the next century, surging Asian demand 
for American technology, infrastructure, consumer products, and farm products can 
support hundreds of thousands of high-wage, high-skill American jobs. 

China will be the engine that drives the Asia-Pacific regional economy over 
the next decade. According to the International Monetary Fund, China is already 
the world’s third-largest economy, trailing only the United States and Japan. Its 
economy has been growing by 10 percent annually. The World Bank has estimated 
that China needs to invest over $700 billion in new infrastructure over the next 
decade to sustain its economic growth, including transportation, power, 
telecommunications, water and sanitation, and environmental projects. Thus, in 
many key technology sectors. China has the potential to drive global demand - a 
fact that has not been lost on our foreign competitors. 

Today, China is the fastest growing market in the world for American 
exports. It purchases about $12 billion in U.S. merchandise exports annually and 
nearly $2 billion in U.S. services. These exports support over 200,000 American 
jobs. Leading U.S. exports to China include aircraft, telecommunications 
equipment, grain, computers, motor vehicles, power generation equipment, 
foitilizers, and specialty chemicals. Our exports to China have doubled since 1990 
and rose by 27 percent last year. 
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China is especially important as a future market for American agriculture. 
Earlier this year, Congress enacted a historic “freedom to farm” bill that 
implements major reforms to our farm subsidy programs. If American farmers are 
to prosper under a more market-oriented farm program, they need continued access 
to overseas markets, not trade embargoes. China is already the sixth-iargest 
foreign customer for American agriculture. It is projected to import 12 million tons 
of wheat and 2.0 million tons of corn in 1996 • 1997. As market-oriented reforms 
take hold, China is beginning to develop a large middle-class, which offers a market 
for American meat, grains, and processed food. USDA estimates 75 percent of the 
• future growth in American agricultural exports will be in Asia, of which 50 percent 
will come from China alone. 

U.S.-China trade also supporto hundreds of thousands of jobs In American 
retail establishments, consumer goods companies, ports, and transportation 
companies. China has emerged as a vital source of imported footwear, toys, and 
apparel for middle-income American households, replacing other Asian suppliers, 
like Taiwan. Korea and Hong Kong, which are shifting to production of higher 
value-added merchandise. In terms of the cost for American consumers, revoking 
MFN would represent the equivalent of a $302 tax increase for the average 
American family. 

All Americans support the goal of promoting international respect for human 
rights. American companies are committed to being good corporate citizens 
wherever they do business. We believe that expanded trade offers the best tool for 
advancing V.S. human rights objectives. 

In the last decade, China’s free market economic reforms, which American 
trade and investment help to support, have transformed Chinese society. Today, 
China is more entrepreneurial, more dynamic, and more free. Living standards are 
rising rapidly. Ordinary Chinese now are free to choose their own place of work, 
travel, and pursue entrepreneurial opportunities outside state-owned enterprises or 
a work unit. Satellite dishes give millions of Chinese access to foreign television 
programs. Western books and magazines are widely available. Hundreds of 
millions of Chinese are experiencing the opportunities and excitement of market 
capitalism first-hand. While China has a long way to go, the outlines of a civil 
society are beginning to emerge. 

The rise of a market economy in China represents a fundamental long-term 
challenge to the power of the state. Revoking or conditioning MFK would 
undermine, not advance, progress toward freedom and democracy and the rule of 
law. U.S. economic sanctions would undermine the very forces in Chinese society 
which are pushing for greater liberalization. 

Mr. Chairman, we urge the Subcommittee to begin thinking of ways to move 
beyond the divisive annual debates over MFN which have become increasingly 
osunter-productive. Two decades ago. Congress enacted the Jackson-Vanik 
Amendment to the Trade Act of 1974. This amendment was passed during the 
midst of the Cold War. It was designed to promote freedom of emigration for Soviet 
Jews. The Cold War is over. But U.S. trade law still requires Congress each year 
to review and vote on the President's determination to extend China’s MFN trading 
status. 

The annual debates over revoking or conditioning MFN have long since 
ceased to provide leverage on human rights, but instead are becoming a serious 
roadblock to implementing long-term U.S. strategies to deal with an emerging 
global power. We need to consider better ways to stabilize, improve, and eventually 
restructure U.S. -Chinese commercial relations. 
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The focus of U.S. trade law on annual resolutions to revoke MFN has put the 
Administration and Congressional leadership in the difficult position of defending 
and characterizing progress in China in terms of artificial 12-month increments. 
Whether it is trade, human rights, or the global environment, the United States has 
little choice but to remain engaged with China for the long-haul. Engagement 
recognizes that both countries will be far better off if they work with each other 
than if commercial relations are allowed to deteriorate into public recriminations, 
economic sanctions, and mutual isolation. 

There is no greater challenge for U.S. trade policy than bringing China into 
the global trading system under an appropriate protocol, which would subject Asia's 
largest country to the same international rules, disciplines, and free market forces 
which have brought increased prosperity, freedom, and openness to countries 
around the world. 

Mr. Chairman, the American business community welcomes your leadership 
and support and the support of many Members of this Subcommittee for 
unconditional renewal of China’s MFN trading status. This is an important issue. 
The stakes for American companies and American workers are very high. We look 
forward to working closely with you and the Subcommittee on a bipartisan basis in 
the weeks ahead. Thank you. 
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Chairman Crane. Thank you, Mr. Cohen. 

Chairman Crane. Mr. Snyder. 

STATEMENT OF DAVID F. SNYDER, ASSISTANT GENERAL 
COUNSEL, AMERICAN INSURANCE ASSOCIATION 

Mr. Snyder. Mr. Chairman, thank you for the opportunity to 
testify on behalf of the American Insurance Association in support 
of unconditional renewal of most-favored-nation status for China. 

The American Insurance Association represents over 250 major 
property and casualty insurers which write $60 billion in premiums 
annually in this country. Despite our name, many of those compa- 
nies are foreign-based, and add significantly to the capacity of the 
U.S. insurance market and to the investment in the United States, 
which exceeds $550 billion, much of that in infrastructure invest- 
ment. 

I would like to briefly make five points this afternoon. 

First, AIA recognizes that America’s economic and national secu- 
rity interests mandate continued MFN status for China. Only by 
building and maintaining a stable, growing trade relationship with 
China can we expect to have a strong voice in its economic future. 
The official encouragement in China of a market-based economy 
and a more open trade regime has resulted in the rapid growth of 
their economy, an increase in living standards and a historic oppor- 
tunity for American business to contribute and help mold China’s 
modernization. 

Second, because American corporations have made a major stake 
in China’s future, America can have an influence in China’s eco- 
nomic progress. We have all seen the export statistics — almost 
200,000 American jobs rely on our exports to China. We cannot 
simply afford to be shut out of that market. 

So far, however, China has severely limited access to its markets 
by U.S. insurers. To our knowledge, in fact, only one U.S. insurer 
has been granted the authority to do business directly in China. 
This is not to say, however, that other insurance activities are not 
taking place. Several AIA members maintain representational of- 
fices and have joint ventures. Several AIA members have initiated 
specialized training for Chinese officials. AIA members have 
provided training in the United States in loss control techniques. 

U.S. insurers have also introduced to China advanced techniques 
and technology for collecting and utilizing vital risk assessment 
data. Additionally, AIA members have conducted detailed studies of 
catastrophic exposures, including damage from earthquakes, ty- 
phoons and floods. Our members have studied and reported on in- 
suring China’s power industry, computer industry, mining industry 
and industrial parks to the various ministries. 

Third, insurance market liberalization is in China’s interest as 
well as ours. In a more open market, our members could bring 
more insurance methodology and modem technology to China, 
which could lead to an expansion of their insurance market. The 
acquisition of skills in this area would allow those skills to be used 
elsewhere in critical areas of China’s economic infrastructure. 
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AIA members could complement China’s domestic insurance 
industry and help create new areas of coverage and risk manage- 
ment services and help attract foreign investment. Increased for- 
eign insurance presence could help China to continue to expand its 
economy because it will help it bring additional investment, invest- 
ment that often is predicated on the availability of insurance for 
property, liability, and life insurance. 

Fourth, revoking China’s most-favored-nation status would have 
many negative consequences. Obviously, it would raise our average 
tariff on Chinese goods from 4.6 to 40 percent, which would make 
trade all but impossible, and potential revenue would be denied 
U.S. companies, including insurers. Their likely retaliation would 
cost the United States $14 billion in direct exports plus much of 
our $17 billion in exports to Hong Kong. Millions of Chinese work- 
ers in coastal export factories would lose their jobs just as hun- 
dreds of thousands of American export jobs would have to be termi- 
nated. And I ask. How would that help achieve any of the objec- 
tives that you have heard so far during this hearing? 

Fifth, maintaining China’s most-favored-nation status is only the 
beginning in opening its markets, including its insurance markets. 
The fact remains that the insurance market in China is not for the 
most part open to the United States and other foreign insurers. 
Essentially, only one U.S. insurer has been granted the authority 
to operate directly. Whatever the size or the sophistication of that 
company, it is not capable of providing the benefits to China that 
a much more open market could provide. 

Accordingly, we urge continuing efforts to achieve broader China 
market access through the World Trade Organization negotiations 
and all other appropriate forums. As Secretary Christopher said; 
“It is a worthwhile thing that if they are going to be members of 
the international community, if they are going to have the benefit 
of institutions that have been created in the post-World War II pe- 
riod, there are certain rules that need to be followed for member- 
ship. The World Trade Organization is a very good case in point.” 

“For nations to become members of the World Trade Organiza- 
tion, it is quite natural that the other countries require a certain 
amount of market access, especially for leading nations such as 
China. So, we have strongly encouraged their membership in the 
World Trade Organization, but on acceptable terms, on terms that 
would provide the kind of access that other great nations provide.” 

We urge action consistent with Secretary Christopher’s 
comments. 

In conclusion, we commend the President, Speaker Gingrich and 
Senator Dole for their support of renewal of most-favored-nation 
status for China. They recognize that only through sustained dialog 
supported by growing trade relations can the United States have 
a voice in China’s economic future. Termination of MFN status for 
China would only serve to isolate the United States at a time when 
unprecedented economic growth and reform are occurring in China. 
China would continue to grow, America’s trading competitors would 
gain market share and jobs, while the United States would lose 
both. 

Most-favored-nation status is, however, the beginning and not 
the end in providing for adequate openness in the insurance and 
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other markets in China, and in maximizing the benefits for both 
the United States and China in increased business of all kinds and 
insurance investment in China by U.S. insurers. We urge continu- 
ing efforts to achieve broader access to the Chinese insurance mar- 
ket through WTO negotiations and all other appropriate forums. 

Thank you, Mr. Chairman. 

[The prepared statement and attachments follow:] 
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STATEMENT OF 
DAVID F. SNYDER 
ASSISTANT GENERAL COUNSEL 
AMERICAN INSURANCE ASSOCIATION 

Mr Chairman and Members of the Subcommittee. 

Thank you for this opportunity to testify on behalf of the American Insurance Association (AIA) 
in support of unconditional renewal of Most Favored Nation (MFN) status for China. 

AIA represents over 250 major property/casualty insurance companies which write $60 billion in 
premiums armually, hold assets of SISS billion and have decades of experience in trade in China. 
Among AIA members are a surprising number of companies which are foreign owned, for 
example by companies based in Japan, Great Britain, The Netherlands, Switzerland, Germany and 
elsewhere These companies add significantly to the capacity of the U.S. insurance market and to 
property and casualty insurers’ investment in the U.S., which exceeds $530 billion dollars, a 
substantial portion of which supports infrastructure. 

AIA recognizes that America’s economic and national security interests mandate continued MFN 

status for China, 

Only by building and maintaining a stable, growing trade relationship with China can we expect to 
have a strong voice in its future. During the past four years, China’s economy has expanded by 
56 percent In 1995, foreign investment in China reached nearly $50 billion - up from $30 billion 
in 1994 This economic growth has led to sharply rising incomes and living standards for many of 
China’s citizens. But, there is more to be done. China has ambitious plans to improve the 
country’s basic infrastructure and expansion of vocational education opporturuties. 

When Western Europe, North America, and Japan began establishing modem consumer 
economies after World War II, they were home to some 340 million, 190 million and 100 million 
people respectively. Today, China is has a population of 1.2 billion and an economy that is 
expanding at a great rate The official encouragement of a market based economy and a more 
open trade regime has resulted in rapid growth of China’s economy, an increase in living 
standards and a historic opportunity for American business to contribute to China’s 
modernization. 

Because Amencan corporations have made a m^ior slake in China’s future. America can have an 
influence inXhiaa’s progress. 

In 1995, U S. merchandise exports to China exceeded $12 billion, an Increase of 26% over 1994 
These exports have produced over 200,000 high-skilled, high wage jobs in leading American 
Industries, such as telecommunications, energy, aircraft, and machine tools Today, China is the 
most rapidly growing market in the world. American workers and companies can not afford to be 
shut out of it. 

So far, China has severely limited access to its markets by U.S. insurers. To our knowledge, only 
one U.S. insurer has been granted the authority to do business directly in China, This is not to 
say, however, that other insurance activities arc not taking place. 

Several AIA members maintain representational offices and have entered into joint ventures with 
Chinese companies in Beijing, Shanghai, Guangzhou and numerous other major Chinese cities. 
Several AIA members have initiated specialized training for Chinese insurance officials, 
regulators, agents and brokers AIA members have provided training in the U.S. in loss control 
techniques to Chinese insurance professionals. 

U.S. insurers have also introduced to China the most advanced technologies for collecting and 
utilizing vital risk assessment data. Additionally, AIA members have conducted detailed studies 
of catastrophic exposures, including damage from earthquakes, typhoons and floods. Our 
members have studied and reported on insuring China's power industry, computer industry, 
mining industry and industrial parks to the various ministries. 

In a more open market, our members could bring modem insurance methodology and technology 
to China which could lead to an expansion of the entire insurance market. This would facilitate 
China’s modernization by making it easier for foreign high technology companies to invest in 
China. This technical knowledge would be shared with resident employees of foreign insurers. 

The acquisition of new skills raises the education level and productivity of the work force which 
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enables this technical knowledge to be spread to critical areas of China’s economic infrastructure. 

AlA members could complement China's domestic insurance industry and help create new areas 
of coverage and risk management services which could increase the size of China’s insurance 
market and attract critical, high technology foreign investment. Foreign insurers could add 
external financial capital, in the form of foreign direct investment and deposit/guarantee funds, to 
China's economy, to help finance infrastructure projects. 

Increased foreign insurance presence could help China to continue to attract foreign investors and 
modernize. Global investors demand evidence of insurance coverage-such as property, liability, 
or life insurance— before they invest. This coverage protects their manufacturing facilities in China 
and assures acceptance of their products in the international marketplace. State of the art 
insurance services and products, therefore, are critical building blocks in China’s future and 
provide unparalleled opportunities for America. 

Revoking China’s MFN status would have many negative consequences 

Revoking MFN would raise our average tariff on Chinese goods from 4 6 to 40 percent, which 
would make trade all but impossible, and potential revenue would be denied U.S. companies, 
including insurers. If MFN were revoked, China would lose about S44 billion in exports to the 
U.S., which is nearly a third of its total world sales. Their likely retaliation would cost the U.S. 

$14 billion in direa exports plus much of our $17 billion in exports to Hong Kong The 
consequences for both of our nations would be extremely grave. Millions of Chinese workers in 
coastal export faaories would lose their jobs, just as hundreds of thousands of American export 
jobs would have to be terminated 

Maintaining China’s MFN slams is only the beginning in opening its insurance market. 

The fact remains that the insurance market in China is not, for the most part, open to U.S. 
insurers This lack of market access is harmful to China by unnecessarily reducing the benefits of 
insurance market liberalization, and also to the U.S. and U.S. insurers. Accordingly, we urge 
continuing efforts to achieve broader China market access through World Trade Organization 
negotiations and all other appropriate forums. As Secretary Christopher said on May 17, 4996: 

It is a worthwhile thing that if they're going to be members of the international 
community, if they’re going to have the benefit of institutions that have been created in the 
post'World War II period, there are certain rules that need to be followed for membership. 
The World Trade Organization is a veiy good case in point 

For nations to become members of the World Trade Organization, it’s quite natural that 
Che other countries require a certain amount of market access, especially for leading 
nations such as China. So we have strongly encouraged their membership in the WTO, 
but on acceptable terms, on terms (hat would provide the kind of access that other great 
nations provide. 

We urge action consistent with Secretary Christopher’s comments. 

Conclusion 

We commend the President, Speaker Gingrich and Senator Dole for their support of renewal of 
unconditional MFN status for China. They recognize that only through sustained dialogue, 
supported by growing trade relations, can the United States have a voice in China’s future. 
Termination of MFN status for China would only serve to isolate the United States at a time when 
unprecedented economic growth and reform are occurring in China. China would continue to 
grow, America's trading competitors would gain market share and jobs, while the U.S. would 
lose both. 

MFN status is, however, the beginning and not the end in providing for adequate openness in the 
insurance market in China and in maximizing the benefits for both the U.S. and China in increased 
insurance business and investment in China by U.S. insurers. We urge continuing efforts to 
achieve broader access to the Chinese insurance market through WTO negotiations. 

Mr. Chairman, thank you for this opportunity to testify in support of unconditional MFN status 
for China. I would like to submit the attached May 30, 1996 letter fi-om Mr. Robert E. Vagley, 
AIA’s President, into the Record, along with two graphs which illustrate America’s growing slake 
in China and conclude by urging this Subcommittee to support American economic and national 
security interests by renewing MFN for China. 
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AMERICAN INSURANCE ASSOCIATION 


1130 Conntcttcui Avenut N w 
SutolOOO 

Washington. D.C. 20036 

pae)C»7ioo 

(Za9 2»>12t9 FAX 


May 30. 1996 


The Honorable Newt Gingrich 
Speaker 

United States House of Representatives 
2428 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Speaker: 

The American Insurance Association is a trade organization representing more than 250 property 
and casualty insurance companies, which employ more than 150,000 people, write S60 billion in 
premiums, and pay nearly S2.2 billion in state taxes and licensing fees each year. The AlA has its 
headquarters in Washington, D.C., and has representatives in every state. AlA's International 
Committee is comprised of high-level member company executives whose jobs are to oversee 
international developments and policies for their companies. 

it is on behalf of our International Committee drat 1 am writing you to express our members' 
concerns about U.S. proposals to impose trade sanctions against the Chinese and Chinese public 
statements that they will exclude American companies from business opportunities in China if the U.S 
imposes trade sanctkMis or attaches conditions to renewal of China's MFN status. 

While our members understand the complex mix of issues facing the Administration and 
Congress in the renewal of China's MFN status this yw, we strongly believe that China should be 
granted unconditional MFN status without imposition of odter trade sanctions. This recommendation 
does not, of course, preclude continued Sino-American discussions on multiple levels. Given the U.S. 
presidential election this Fall and succession issues wtdiin the Chinese leadership, this is a time of 
multiple political sensitivities on both sides and hence a time to do everything possible to maintain a 
bilateral dialogue. 

If I can help answer any questions you may have regarding our members' position on this issue, 
please do not hesitate to call. 


.Sizicerely. 


Singe 




Robert E. Vaglcy 
President 



WALTER E. FARNAM 


DONALD R. FRAHM 
CNNRMWieaCT 


JOELSTMCIIL 


ROeetTV MB40E150HN 


HOBBIT EVAQL£Y 
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Chairman Crane. Thank you, Mr. Snyder. 

Chairman Crane. Mr. Kapp. 

STATEMENT OF ROBERT A. KAPP, PRESIDENT, UNITED 
STATES-CHINA BUSINESS COUNCIL 

Mr. Kapp. Thank you. Congressman Crane, and thank you for 
letting me join you again this year, the third year in a row that 
I have had the pleasure of representing the United States-China 
Business Council and its 300 member companies at a hearing of 
this Subcommittee. 

As we begin, I wanted to make sure that I called your attention 
to an attachment that I submitted with my testimony, prepared by 
the United States-China Business Council, called “U.S. Corporate 
Practices in China: A Resource Guide,” which we hope will provide 
a useful guide to some of the ways in which American companies 
today operating in China have adopted socially constructive and 
positive activities and programs as a part of their presence in the 
People’s Republic. 

Most of the points that are in my written testimony have been 
touched on not only by other speakers today, but by other speakers 
in other years, so I will not dwell on them at length. In order to 
give the most fluent presentation, let me read a little bit of some- 
thing that I prepared for another hearing last week, which I hope 
will actually speak back to some of Mr. Rangel’s points, while intro- 
ducing a little bit of a perspective on the way we look at China and 
the way we approach China as a business community and as a 
country. 

It is important to view China as a work-in-progress and not as 
a portrait frozen in time. The image of a static frozen Chinese 
monolith is simply mistaken and coexists uneasily with demonic 
images of a China in the midst of uncontrollable and unstable 
change. 

Businesspeople in particular have experienced intimately, for 
better or worse, the bureaucratic fluidity, the uneasy mixing of ad- 
vanced globalism and narrow xenophobia, the policy shifts, and the 
burst of entrepreneurial energy that characterized China’s 
approach to what they call “the outside world.” 

Our experiences in business tell us: First: that an ancient, secre- 
tive and deeply bureaucratic and long autocratic society is pro- 
foundly in flux; second, that the transformation of the economic 
condition of a population five times our own, a population which, 
incidentally, will increase by 300 million between the year 1980 
and the year 2010, from grinding poverty and colossal misery to 
even the lower rungs of the middle-income ladder, is the work of 
many decades; third, that old habits of paralyzing bureaucratic ste- 
rility and “government by personal connections” decline slowly and 
die hard; fourth, that the rule of law as Americans conceive of it 
has not hitherto existed in China and may not, evolve as a close 
replica of our system in the future; and fifth — and this one I want 
to dwell on because it is a complicated sentence, but it is a point 
that I think is especially relevant to the Congress — that China can 
act in ways that Americans wish it to act, and can even do things 
we press it to do, but that it is futile to expect China to proclaim 
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publicly that U.S. pressure caused it to take the actions we desired 
of them. 

I would like nothing better than to persuade all the members of 
the previous panel of this hearing to come around to our point of 
view on MFN. But even if they ever did so, could I reasonably ex- 
pect that they would stand up and say, “We have changed our 
minds on MFN because of what Bob Kapp told us”? Absolutely out 
of the question. Similarly, there are many cases in which China 
has acted in ways that we would like to see them act, but we can- 
not sit and wait for the Chinese to say to the world, “We did it be- 
cause the Americans told us to”; it is simply not going to happen. 

The final points are that American participation in China’s eco- 
nomic transformation is compatible with and supportive of 
American ideals and widely shared American hopes for China’s fu- 
ture, but that the Chinese drama is, at bottom, China’s to play and 
not ours to direct; that off-again, on-again encounters with China, 
punctuated annually be periodic searing blasts of public denuncia- 
tion of China’s and social behavior, are a recipe for persistent dis- 
appointment; that the economic and trade ties between the two 
countries which now, since the collapse of the Soviet threat, pro- 
vide the essential foundation for the maintenance of United States- 
China normal intercourse on the wide range of global and regional 
issues that we must address, are robbed of crucial predictability by 
the omnipresent threat of MFN destruction; that it is possible, 
through long, laborious, constant effort and the gradual develop- 
ment of effective communication and confidence, for U.S. and 
Chinese counterparts ultimately to make progress and find com- 
mon ground, but that it is nearly impossible to do so without that 
heavy commitment of time and effort. 

We believe that China’s trajectory has not been a straight line. 
It will not be a straight line in the future. It may take decades for 
many far-reaching questions in China’s development in all sectors 
to be answered clearly. 

We in the business community sense at close range the see-saw 
debates that lie below the surface of daily life in China as China 
ponders its daunting choices — toward greater globalism or more 
doctrinaire nationalism; toward an even more rapid marketization 
of the Chinese economy with its attendant risks of social disloca- 
tion, or toward more conservative policies protective of longstand- 
ing state sector interests; toward fuller cooperation with the United 
States and the industrial democracies, both bilaterally and in mul- 
tilateral institutions, or chart a narrow and less accommodating 
stance aimed at the United States. 

We believe that America and American companies developing 
business with China have opportunities to play a constructive role 
in China’s evolution along lines compatible with our hopes and val- 
ues, but we recognize that we cannot and should not presume to 
design China’s course for the Chinese and that we will fail if we 
presume to do so. 

We know all too well that our competitors around the world are 
waiting in the wings to snap up the very large and growing busi- 
ness opportunities that the United States will cast away if basic, 
normal economic relations between our countries are ruptured. We 
know full well that the United States must and does defend its core 
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interests in relations with China as with any country, but we feel 
that the aborting of large and rapidly growing economic ties 
between us is the very opposite of an effective strategy in this 
regard. 

We know that a deep reservoir of good will exists in the United 
States toward China, and in China toward the United States, and 
in that regard, as I conclude, we urge that Congress and the White 
House jointly and in a bipartisan manner rededicate themselves to 
the cultivation of the positive aspects of a long and complex United 
States-China relationship. American companies do it; local commu- 
nities do it; colleges and universities do it; foundations and non- 
governmental organizations do it; families do it. The U.S. Govern- 
ment in a bipartisan manner can and should do its part as well. 

Thank you, Mr. Chairman. In conclusion, let me simply say to 
those who would kill MFN, destroy a $60 billion trade relationship, 
and bring American-Chinese relations to their knees, when you de- 
liver the gift contracts and jobs to our foreign competitors around 
the world, I hope very much that you will not fail to sign the card. 

Thank you. 

[The prepared statement and attachments follow.] 

The booklet, “U.S. Corporate Practices in China: A Resource 
Guide,” is being held in the Committee’s files.] 
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The United States-China Business Council 


IBtflNSiwi.NW . Suite 200 • Wajhihpoft. DC 20036^ Telephone. 202/429-0340 Fax; 202/775-2476 


Testimony of Robert A. Kapp, President 
United StateS'China Business Council 

Before the Subcommittee on Trade and Human Resources, Committee on Ways and Means 
U.S. House of Representatives 
June 11, 1996 


Mr. Chairman: 

Thank you for the opportunity to return to your hearing room to offer the perspectives of the U.S. 
business community at this year's hearing on U.S.-China Trade and the renewal of normal tariffs 
on imported products from the People's Republic of China. 

The US-China Business Council is the principal organization of American companies engaged in 
trade and investment with the People's Republic of China. Supported by a growing roster of 
more than 300 major U.S. companies, the Council continues this year to urge, as it has in the 
past, the maintenance of stable, normal economic relatioris between the U.S. and China. 

We are in the seventh year of this process. There is little to be said that has not been said in 
some form before. The size and dynamism of overall U.S.-China commercial relations has 
continued to increase over the past year. The relevance of U.S.-China business to people in all 
walks of American life, in all of our states, has continued to intensify. U.S. merchandise exports 
to China, for example, rose 27% in 1995 over 1994, and together with exports to China through 
Hong Kong account for nearly a quarter of a million U.S. jobs. The year-on-year trade and 
investment numbers for 1 995 are indeed new, and they are impressive. 

The two nations have, however, had a difficult year in govenunent-to-govenuneni relations, both 
in the field of international trade and in non-trade areas. The sense of exasperation with each 
other's behavior is more evident now in both countries than it was a year ago. To the long- 
discussed issues of human rights, proliferation and trade frictions have recently been added 
heightened feelings of concern in many U.S. quarters over the future of mainland-Taiwan 
relations and over the implications for U.S. security of the development of Chinese regional and 
global military strength. In China, the tensions of the past year have apparently led to a growing 
concern over the long term intentions of the United States as China continues its rapid economic 
growth. 

Under these circumstances, the corrosive influence of the annual MFN exercise in which 
Congress is now engaged is not helpful to the resolution of outstanding U.S.-China issues in any 
held. 

Let me thus briefly discuss a series of points relating to MFN revocation and renewal. I am 
happy to discuss them further in question and answer. 


1. First, the most obvious point of all still bears repeating: MFN equals NST . "Most 
Favored Nation" equals "No Special Treatment." Of the nearly-two hundred nations and 
territories with whom the U.S. trades, only seven — all of them insignificant trade partners — do 
not enjoy MFN-level tariffs on their goods entering he U.S. Many countries enjoy U.S. tariffs 
lower than MFN-level tariffs. MFN is not a special favor, not a gift, not "preferential trade 
treatment." It is the bedrock of this country's normal, routine trade with the world. 

2. Economics and trade are the foundation of U.S.-China relations. The Soviet threat is 
gone. Our two giant nations occupy a crowded and troubled globe. Ignoring one another is 
literally impossible. Burgeoning economic relations, despite individual trade disputes, are the 
main channel for the preservation of stable relations between the two countries; they form the 
foundation for cooperative relations in other vital fields. If economic and trade relations are cut 
off, the full range of U.S.-China interactions will be compromised. That is not in the U.S. 
national interest. 
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3. It is time, as one Senator remarked at a hearing last week, to reject hypocrisy on the 
China MFN issue. The presence of major human rights abuses, now and in the past, in other 
nations with which the United States conducts normal trade relations is no secret. To this day, 
the U.S. maintains MFN with nations whose international conduct it deplores and denounces in 
the strongest terms. 

Here is an example from the recent past. One of the most moving and praiseworthy 
developments in Taiwan's political development over the past few years has been the willingness 
of Taiwan's leaders to come publicly to terms at last with the facts of the military suppression in 
1 947 of a popular protest uprising by the people of Taiwan against the very party regime whose 
descendants still govern Taiwan — a suppression in which twenty thousand people are now 
estimated to have been killed. The public acknowledgment of that tragedy today is one of the 
finest testimonials to the political openness that has come to Taiwan in recent years. Yet it is 
worth noting that forty five years of silence elapsed between the time of the tragedy and its 
emergence into public view. During that time the United States did absolutely nothing to 
respond punitively to what was well known to have happened. 

4. Revoking MFN will have veiy serious economic consequences. It will bring U.S.-China 
trade and economic relations essentially to a halt. Nearly a quarter of a million U.S. jobs are 
directly attributable to U.S. exports to China, both direct and via Hong Kong. Chinese imports to 
the U.S. account for additional jobs in the transportation, distribution, sendees, and retail sectors, 
offering goods of desired quality at economical cost to American buyers and consumers 
including those with the most limited means. A just-completed study estimates the potential cost 
to American consumers of the shutdown of Chinese imports at up to $29 billion. The study finds 
that American exporters would lose large and growing markets to third-country competitors, at 
the risk of nearly 200,000 U.S. jobs. 

5. Taiwan and Hong Kong, together with the People's Republic of China, today form 
"Greater China"; the impact of catastrophic damage to U.S. -mainland trade spills over upon the 
very territories that some of MFN’s most virulent opponents admire and wish to support the 
most. Hong Kong delivers its appeal each year to Congress to preserve normal U.S.-China trade 
and keep Hong Kong out of harm's way. Governor Chris Patten has made the same case this 
year during his recent visit to Washington, urging Congress to save Hong Kong from the havoc 
that MFN revocation would wreak on the territory as it approaches the politically sensitive 
moment of transition to Chinese sovereignty. The leader of the Democratic Pany in Hong Kong, 
Mr. Martin Lee, has himself called for the continuing of MFN. While the authorities on Taiwan 
have not formally expressed themselves on the subject, well-placed private figures with 
impeccable government contacts have done so, as in the case of an important article in the Wall 
Street Journal last May 7. Taiw'an investors have put $25 billion into mainland facilities, many 
of them producing for U.S. markets goods that formerly went from Taiwan to the United States. 

1 urge those who would revoke MFN as a means of expressing solidarity with Taiw'an in the face 
of threats from the People's Republic to contact quietly their Taiwan government friends for their 
views on MFN renewal. I am confident that most would advise leaving MFN untouched. 

6. U.S. business knows perfectly well that dealing with the PRC is not easy, and that stable 
and successful cooperation with China is the work of years of patient and laborious effort. In 
fact, with years and even decades of direct experience working at all levels of Chinese society 
and government, we believe that American businesses understand the challenges of building 
successful relations with PRC counterparts better than many other Americans who view China 
through the lens of theory- or the filter of U.S. media coverage. The Chinese business 
environment is always challenging, sometimes daunting. Certain business sectors experience 
particularly acute difficulties; the current intellectual property rights battle is a case in point. 
Aspects of China's recent economic and commercial policy development are troubling, even as 
other aspects are encouraging. 
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There is no need to list here the concerns of American companies one by one; suffice it to say 
that nearly every U.S. firm in China has experienced problems on some issues and would like to 
see China's commercial behavior change in particular \^ys. 

Nevertheless, the essential point is that with virtually no exceptions the more than 300 major 
companies that make up the US-China Business Council agree: destroying normal trade relations 
by revoking MFN would be profoundly counterproductive. MFN revocation is simply not an 
appropriate response to specific difficulties in the trade and business environment. 

8. It has recently been asserted that the value of the annual Congressional MFN debate lies 
in providing a venue for the publication and criticism of Chinese abuses in such fields as human 
rights and labor rights. Such publicity, it is argued, has a constructive effect in forcing the rate of 
progressive change inside China. 

But Congress doesn't need to threaten the breakdown of U.S.-China economic relations just in 
order to have a hearing. While we believe very strongly that highly public and politicized 
denunciations of the Chinese government are likely to lessen rather than increase the likelihood 
of U.S.-China cooperation on most outstanding problems, the Congress can hold hearings and 
make statements about China anytime it likes, without perpetually threatening to kill normal 
economic relations worth sixty billion dollars, tfirow hundreds of thousands of Americans out of 
work, and impose substantial new burdens on American consumers. - 

Finally, let me urge the many Members of Congress genuinely concerned over the problem of 
personal moral responsibility to consider the likely effects of a decision to try to wash America's 
hands of further relations with China by killing normal economic intercourse: the breakdown of 
normal bilateral communication on all issues, both commercial and noncommercial; the 
deepening of confrontation between the U.S. and China on all outstanding issues and on newly 
arisen problems; the strengthening of the most nationalistic and anti-American elements within 
China's political leadership and civilian elites; the wreaking of economic destruction on the most 
internationally-oriented sectors of Chinese economy and society; delivery of an economic body 
blow to Hong Kong on the eve of its transition to Chinese sovereignty; the list goes on. 

I do not see how dismantling the vast and generally productive economic relationship between 
the United States and China can provide, to conscientious legislators justly anguished about the 
ethical implications of their decisions, the comforting assurance that they have satisfactorily kept 
their hands uncontaminated by conditions they deplore. 

To the contrary: those who are genuinely animated by a personal desire to be true to their 
personal ethical beliefs might well ask themselves how they, holding elective office, can work in 
positive directions to expand and intensify the range of U.S.-Chinese interactions both 
commercial and non-commercial. 

There is much to consider, much to do. American businesses do their part, and the constructive 
role that U.S. business activity in China does play today merits acknowledgment. 

American local communities and cities do their part. American non-govemmentaJ organizations 
do their part. American colleges and universities have made enormous contributions. Chinese in 
an increasingly pluralized society can do their part, and an increase in their efforts jointly with 
American efforts to rebuild normal and fruitful relations would be profoundly helpful. 

MFN renewal this year guarantees none of that progress. MFN revocation, however, precludes 
it. Let us renew "NST" — "No Special Treatment" trade with China now, work to end the annual 
MFN controversy, and move on to the more strategic challenges of life on a small planet with a 
big and much too unfamiliar neighbor. 


Thank you. 
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MFN FACT SHEET 

(June 1996) 

What is MFN? Most Favored Nation (MFN) refers to the standard or "general" tariff 
treatment the US extends to other countries in return for reciprocal tariff treatment for US exports. 
MFN has been extended to China on a reciprocal basis every year since 1980. MFN is not a 
special privilege or reward, nor is MFN the most fftvored tariff treatment the US provides. Special 
tariff treatment, more favorable than MFN, is provided to over 31 countries and territories (and 
as many as 151 countries and territories should the Generalized System of Preferences (GSP) 
program be renewed) under the following special tariff programs: 

North American Free Trade Agreement (NAFTA) 

Agreement on Trade in Civil Aircraft 
Automotive Products Trade Act 
Caribbean Basin Economic Recovery Act 
United States-Israel Free Trade Area 
Andean T rade Preferences Act 

Under these programs, designated products may be imported at reduced or duty-free rates. China 
is not eligible for any of these programs. 

♦ Who has MFTV? Over 160 countries have MFN trading status with the United States, 
including such pariah states as Iran, Iraq, and Libya (although the US has imposed other trade 
sanctions on these countries). 

♦ Who doesn't have MFN? It is far easier to identify who doesn’t have MFN with the 
United States: 


Afghanistan Cuba North Korea Serbia/Montenegro 

Cambodia Laos Vietnam 

Under the Jackson- Vanik amendment to the Trade Act of 1974, a measure originally directed 
against the Soviet Union, MFN is denied to any “non-market economy” determined by the 
President to restrict free emigration. The President may waive the Jackson-Vanik restrictions if 
he determines the country permits free and unrestricted emigration or if he believes MFN would 
promote free emigration. 

In recent years, the annual debate on China’s MFN status has provided a forum for members of 
Congress to register their concerns on a broad range of bilateral issues extending far beyond the 
narrow criteria described in Jackson-Vanik. However, threatening MFN withdrawal has proven 
to be ineffective in addressing any of these issues. 
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-f The mechanics of MFN extension/withdrawal; China’s MFN status expires on July 
3, 1996. By law, the President must inform Confess no less than 30 days prior to that date of his 
intention ta renew or withdraw normal trading privileges. 

Congress may overturn a decision to extend MFN to China by passing a joint resolution of 
disapproval— a straight “up or down” vote on MFN extension. Note, no Congressional action is 
required to support extension. The joint resolution to deny MFN is privileged and must be 
considered under “fast track” procedures; it may not be amended or bottled up in committee. 

Should the Congress decide to pass a joint resolution to deny MFN to China, it would have to do so 
within 60 calendar days of July 3, in other words, by September 1 , 1 996. 

If a joint resolution were to be passed, the President could veto the measure. The bill would then 
return to Congress, which could override the veto by the traditional two-thirds majority. An 
additional 1 5 legislative days are allotted for consideration of a veto override. 

If a joint resolution is passed and the veto is overridden, MFN trade status for China would be 
withdrawn, commencing 60 days after the disapproval resolution is enacted into law. Apart from the 
joint resolution of disapproval, the Congress may at any time pass free-standing legislation 
withdrawing MFN or conditioning future extension. House Ways & Means and Senate Finance are 
the key congressional committees responsible for considering MFN-related legislation and 
resolutions. 

What would withdrawing MFN mean? US duties on goods imported from China 
would rise to the rates established in the 1930$ under the highly protectionist Smoot-Hawley Tariff 
Law. The tariff for Chinese-made products would leap from an average rate of 5% to an average 
rate of nearly 50% (tariff rates for certain items wemid soar to more than 100%). Leading US 
imports from China such as footwear, toys, and apparel would become dramatically more 
expensive for American consumers. US importers and retailers would be forced to source the 
same products from other, more expensive manufacturers abroad. 

In addition, since MFN is extended on a reciprocal basis, CHiina would withdraw MFN treanneot 
for US exports, blocking access to one of the United States’ fastest-growing export markets and 
puaing over $25 billion in commiaed US investment at risk. In 1995, US merchandise exports 
to China totaled nearly $12 billion (up 27%), and another $5 billion worth of US goods sold to 
Hong Kong were re-exported to China. These exports support more than 200,000 high-skill/higb- 
wage American jobs. Leading US exports to China include aircraft, power geoeraung equipment, 
telecommunications equipment, computers, grain, cotton, and fertilizer. 

MFN is the cornerstone of US-China commercial relations. Withdrawing MFN from China would 
effectively suspend die commercial relationship with the United States’ fifth largest trading 
partner, and one of our fastest-growing export markets. 

Founded in J973. the US-Ouna Business Council is the principal organization of American corporations engaged 
in trade and investment with the Petrie's RepubUe China, its membership encompasses approximately 300 
businesses with facilities throughout the United Slates. The Council is headquartered in Washington. DC, and 
maintains offices in Beijing and Hong Kong. 



134 


Top Twenty-Five US imports From China in 1995 
(US$ millions) 


HTS# 

Item 

1995 Import 
Value 

MFN 

Tariff Rate 

Non-MFN 
Tariff Rate 

95039000 

Other toys, reduced-si 2 e models and similar recreational 
models 

1 .228.02 

Free 

70% 

64029918 

Nonwelt footwear with outer soles of rubber, piastics 

1.184.14 

6% 

35% 

64039990 

Nonwelt footwear with outer soles of rubber, plastics 

1.119.25 

10% 

20% 

95021000 

Dolls, representing only human beings and parts and 
accessories thereof 

794.83 

Free 

70% 

95034100 

Stuffed toys representing animals or non-human 
creatures and parts 

736.77 

Free 

70% 

64039960 

Nonwelt footwear with outer soles of rubber, plastics 

713.66 

B.5% 

20% 

42031040 

Articles of apparel and clothing accessories, of leather or 
composition leather 

603.13 

6% 

35% 

B5252030 

Cordless handset telephones 

535.82 

4.8% 

35% 

84733010 

Paris and accessories of machines under heading 8471 

476.04 

Free 

35% 

67029035 

Artificial flowers, foliage, and fruit and parts thereof 

466.84 

9% 

71.5% 

61109090 

Sweaters, pullovers, sweatshirts, waistcoats (vests) 

463.68 

6% 

60% 

64039160 

Nonwelt footwear with outer soles of rubber, plastics 

413.59 

8.5% 

20% 

64029140 

Footwear not elsewhere indicated, covering the ankle 

400.89 

6% 

35% 

39269096 

Articles of plastic not elsewhere indicated 

392.61 

5,3% 

80% 

85271 1 1 1 

Radio-tape player combinations, non-recording 

382,51 

2.2% 

35% 

95034900 

Toys representing animals or non-human creatures 

379.56 

Free 

70% 

64039190 

Nonwelt footwear with outer soles of rubber, plastics 

369.89 

10% 

20% 

94053000 

Lighting sets used for Christmas trees 

360.27 

8% 

50% 

95037000 

Other toys put up in sets or outfits 

348,74 

Free 

70% 

62061000 

Silk womens' or girls' blouses, shirts or shirt-blouses 

348,16 

7 4% 

65% 

84733050 

Other parts and accessories of machines under heading 
8471 

336.55 

Free 

35% 

95038000 

Other toys or models incorporating a motor 

323.43 

Free 

70% 

84145100 

Table, floor, wall, window, ceiling or roof fans 

322.20 

4.7% 

35% 

85199900 

Sound reproducing apparatus not elsewhere specified 

318.05 

2.3% 

35% 

27090020 

Petroleum oils and oils from bituminous rT«r>erals 

317.77 

10.5cts/bbl 

21cts/bbl 


Total Value 13.338.60 

Average Tariff Rate (Weighted) 

Total US Imports from China in 1995 
Total Value as Percentage of Total Imports 


45,555.43 

29.28% 


4.3% 


45.9% 
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What if MFN Were Revoked? 


June 1996 


Sometime before Labor Day, and probably before the Fourth of July, Congress will vote 
on a Resolution of Disapproval to overturn President Clinton’s decision to renew normal 
tariff treatment (commonly called Most Favored Nation, or “MFN" status) for China. 
Debate on the resolution will be heated: virtually every area of disagreement in U.S.- 
China relations will be raised: and Chinese policies and practices will be denounced by 
advocates of MFN revocation. 

But what would MFN removal accomplish and what would it fail to achieve? If MFN 
were revoked, we would see: 

1 . A sharp cut in trade ~ Commerce with our 5th largest trading partner (nearly $60 
billion in 1995) would slow to a trickle because it would no longer be economical for the 
two sides to trade with each other The price of US imports from China would rise as 
the average tariff rate on Chinese products would climb from 5% to nearly 50%, shifting 
sourcing to more expensive producers in other countries. These higher prices would 
cost American consumers $29 billion per year, or an average of $302 per American 
household. 

2. Swift retaliation -- China would revoke MFN treatment for US goods, reducing US 
exports to China, and threatening more than 200,000 American jobs. China would buy 
from the United States only those goods that are absolute necessities and which are 
unavailable from any other source. We would thus lose one of our fastest growing 
export markets - US exports to the PRC soared 27% in 1995. More importantly, the 
loss of MFN would jeopardize American companies' competitive position in what Is 
clearly going to be the most important emerging market for decades to come. 

3. Deterioration of the overall US balance of trade by about $20 billion - While 
current US exports to China of $12+ billion per year would drop almost to zero, and 
opportunities for rapid expansion of our exports would evaporate; our importers would 
turn to other low-cost producers abroad for the shoes, toys, and cheaper textiles and 
apparel we presently buy from China. 

4. Threaten US investment - The loss of MFN would destroy the economic foundation 
for bilateral ties. The $28 billion US firms have committed and the $10 billion actually 
invested in China would be put at risk. Many of these US ventures are dependent on 
sourcing US-made inputs, which would carry prohibitively high tariffs (if MFN were 
revoked). Ali would be susceptible to discriminatory treatment from Chinese officials 
and citizens, if the United States were to withdraw MFN 
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5. Worsening relations — US-China relations would suffer a major setback as a result 
of our virtual declaration of economic war on China. China could exercise its veto 
authority on the UN Security Council to thwart US-sponsored initiatives such as the de- 
nuclearization of the Korean Peninsula and peace-keeping in Bosnia. Cooperation on 
proliferation issues, environmental programs, and other issues of global concern likely 
would falter. 

6. Regional instability - Loss of MFN for China would be harmful to both Hong Kong 
and Taiwan. The Hong Kong economic growth rate would be cut in half, unemployment 
would double, and confidence in the territory’s future, at this critical time in its transition 
to Chinese sovereignty, would be shattered. Taiwan's economic and security interests 
likewise would be jeopardized. Taiwan is the second leading source of foreign 
investment in China. The bulk of Taiwan’s investment is in export-processirtg industries 
that sell to the United States. In fact, all of China's regional neighbors benefit greatly by 
China’s continued economic growth, reform, and integration into the regional and global 
economies. 

7. Suspicion and distrust of the United States - Above all, MFN withdrawal would 
provide a powerful political weapon for hard liners in Beijing who remain suspicious of 
China’s market reforms and its integration in the global economic system. MFN 
withdrawal might spur them to curtail or slow the pace of refonn. MFN withdrawal would 
confirm their fear that economic integration is a threat to PRC sovereignty. The United 
States, political dissidents, and reform-minded officials in China would be blamed by the 
political leadership in Beijing for the economic hardships which undoubtedly would 
result. Popular sentiment in China would turn against us. 

What would MFN revocation not achieve? 

There would be no resolution of any outstanding US-China disputes In trade, human 
rights, security affairs, or any other field. 

Serious problems remain in the US-China relationship. Each should be addressed in an 
appropriate and effective manner. Lumping all our complaints into one basket - MFN - 
and then tossing it away is no way to resolve our differences. Killing US-China trade 
might make some Americans feel good for a little while, but as a means of effectively 
dealing with US-China differences, such a move amounts to no more than bad politics 
and terrible economics. 
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Chairman Crane. Thank you, Mr. Kapp. 

Chairman Crane, Let me pose a question to any or all of you. 
I have been to Shanghai, and I was overwhelmed with the eco- 
nomic progress and activity that was so highly visible during that 
visit, which was about 3 years ago; it was stunning. And it ap- 
peared to touch the lives of many. I left our group and strolled 
around local neighborhoods with my camera, taking pictures, and 
there were cheerful children playing in neighborhoods, neighbor- 
hoods well-kept, well-dressed people. 

What percentage of the total Chinese population has thus far 
been absorbed in those areas where this kind of economic develop- 
ment has occurred so far? Do any of you have any idea? 

Mr. Kapp. Well, Congressman, as a person who works on China 
and little else, maybe I can at least start off the response to that. 

China’s economic development is very rapid, but uneven. The 
cities and the coastal areas of China, such as Shanghai where you 
were visiting, have experienced the most rapid modernizing devel- 
opment and the most striking increase in prosperity since reforms 
began in the late seventies, and that is in very significant measure 
because they are the closest to and the most able to deal with the 
outside world and foreign business opportunity. 

In the interior, the record is more mixed, and one of the things 
of great concern to the Chinese leadership today is that there ap- 
pears to be a widening gap between the rate of improvement of eco- 
nomic condition in the interior and that on the coast — something 
that the regime is addressing itself consciously in the current, what 
is called “the Ninth 5-year Plan.” 

Having said that, if one does visit at least the cities of the inte- 
rior, one finds somewhat in miniature and in a more modest degree 
many of the same changes that struck you so forcefully in Shang- 
hai — massive amounts of construction in progress infrastructural 
improvements, the introduction of modem public works for the first 
time, like sewerage and telecommunications and so forth. 

In the countryside, again, there are still 100 million people or so 
whom the Chinese themselves recognize to be living in conditions 
of dire poverty, but the number is down by a couple of hundred 
million in the space of 10 years, and the Chinese have, legiti- 
mately, claimed some real success in bringing so many people out 
of dire poverty in a short period of time. 

Chairman CRANE. Does anyone else have an observation on that 
point? 

Mr. Younts. Just a comment. I would echo what Bob has said. 
In my 5 years of going to China, I have seen remarkable changes 
in the cities, including in the far north and the west; the progress 
in those areas is much less than in the coastal communities, but 
progress is nonetheless occurring at a very rapid rate. 

Mr. Cohen. I would just simply add to those comments that the 
types of changes that you observed and others are commenting on 
are the very kinds of changes that all Americans want to see in 
China. We believe that they lead to increased choices for individual 
Chinese about where to live, and where to work. It means in- 
creased personal responsibility and increased personal freedom, 
and from that perspective, we see it as very positive. 
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Chairman Crane. I was told that on almost a daily basis, there 
are impoverished people from inland China migrating to the cities 
which are enjoying tremendous economic growth and being 
absorbed within a relatively short period of time. I do not know 
what the percentage of growth is in those dynamic economic south- 
ern provinces, but at least it is a very positive indication. 

Let me ask another question, and this has to do really with 
Motorola’s involvement in some projects over there, one of which is 
the schools in the remote rural areas. How many U.S. corporations 
like Motorola are involved in developing these — -these are grammar 
schools, are they not? 

Mr. Younts. Yes, Mr. Chairman, they are grammar schools. We 
are currently focusing our efforts on the elementary schools, grades 
1 through 8 in the rural or depressed areas of China. To date, 
Motorola is one of the largest supporters of this program, having 
committed almost $1 million over the last 3 years to these pro- 
grams. We now sponsor 17 schools in depressed areas. We have 
been talking to other corporations with a presence in China to sup- 
port this organization. We have recently done a major audit on this 
program to make sure of where the funds are going, and we visit 
these schools each year. We think it is an excellent opportunity to 
improve the basic education of children in areas where they would 
not otherwise get education. 

We believe that in the last 24 months, we have brought 2,800 
children, who had dropped out, back to school. So, we believe we 
are making a difference. And we are approaching other companies, 
not only from the United States, but other countries as well, to par- 
ticipate in this program. We think that over the long term, it will 
make a significant difference. 

Chairman Crane. I was told by some American business 
representatives from China who were over here in the United 
States last year that under Chinese law, if you do business over 
there, you have to maintain clean and proper working conditions, 
you have to pay for overtime and provide health care for your em- 
ployees. Is that a guideline that applies also to domestic Chinese 
businesses the same way it does to foreign businesses? 

Mr. Younts. I’m not sure. 

Mr. Kapp. I would say yes, but with some differences stemming 
from the nature of foreign invested and domestic businesses. State- 
owned enterprises traditionally, as was said by an earlier witness, 
provided to the worker cradle-to-grave social services — leisure ac- 
tivities, old age care, medical services — nursery care for the kids; 
every aspect of that was provided as a function of the fact that one 
held a job in a state-owned enterprise. 

What the Chinese are going through now — and if you think we 
have Social Security problems, you really ought to invite some of 
your colleagues from the Chinese legislative bodies over to talk 
about this — what they are going through now is an attempt to cre- 
ate where none has existed before a network of institutions that we 
would call a safety net of funded retirement and pension and 
health insurance systems to take the place of the state-subsidized 
program that everybody more or less engaged almost for free. They 
have concluded, as so many other countries have concluded, that 
China simply cannot afford to pay for it all out of state funds any- 
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more. The massive subsidies to the state sector are what are 
driving the Chinese budget into the hole so badly. 

So, I include in my recommendations that Congress move more 
decisively to engage with China itself and to look toward construc- 
tive ways of developing cooperation and further interchange with 
colleagues in the PRC on subjects such as this. No area could be 
more relevant for the sharing of ideas and the discussing of mutual 
problems and differences than the area of the building of a social 
safety net in China for hundreds upon hundreds of millions of 
people who have not had it before. 

Chairman Crane. Mr. Cohen. 

Mr. Cohen. Mr. Chairman, for many of our companies in the 
Emergency Committee for American Trade, I would note that the 
standards for their facilities in China, are higher than those re- 
quired under Chinese law and regulation. Frequently, when they 
put up a facility in China, they are following the same standards 
that they would use if the plan were in Illinois or another State 
in the United States when it comes to safety or when it comes to 
the way things are laid out. And as a result, they have a record 
that many of them are very proud of indeed. 

Chairman CRANE. Well, the thought that crossed my mind was 
if there is any differential — that you have a couple of Chinese bud- 
dies who are having dinner tonight at the end of the day’s work, 
and one is working in a Chinese facility and the other is working 
for, say, Motorola, and the one complaining about his work environ- 
ment ought to be acquainted with Motorola’s opportunities for him. 

Something else that fascinated me was that book that you folks 
have published — I guess it is not for circulation back here — talking 
about Chinese employees at Motorola owning their own apartments 
after 5 years. How is that program structured? 

Mr. Younts. We currently have a program that we call EHOP, 
the Employee Homeowner Opportunity Program. We have set up a 
program whereby, after 10 years, the employee will own his home. 
After 5 years, they begin gaining the equity, and after 10 years, 
they own their own home. It is a shared program whereby the em- 
ployee puts up so much of the money, we put up so much of the 
money. We are financing the building of the homes. 

The Chinese government is watching the program very closely. 
One of the biggest problems they have socially with the shift away 
from the Iron Rice Bowl, is to provide housing for all of their peo- 
ple. This program is a way out of that situation, so it is being 
monitored very heavily by the Chinese Government. 

We will have our first 600 people in apartments by the end of 
this year. All employees, regardless of rank at the company, will 
be eligible for the program. Right now, we are backlogged about a 
year and a half in terms of construction with signups already. 

So, we believe that this is an excellent program not only from a 
social standpoint, but obviously, it makes good business sense. We 
are providing a lot of training to our employees, and we are inter- 
ested in retaining those employees, so it is a good business decision 
as well as a good social decision. 

Chairman Crane. Well, I want to comment — yes, Mr. Snyder. 

Mr. Snyder. I just want to add, Mr. Chairman, that even though 
insurance companies have largely been closed out of the market in 
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China so far, they have conducted a number of specialized training 
opportunities for Chinese insurance officials, and we have done 
special studies on providing adequate coverage for some of China’s 
fundamental infrastructure. I think that those who believe that 
trade is good in and of itself and then, even better, because it may 
lead to the accomplishment of other larger objectives, need to 
continue to make the case in this country and also in China. 

What we have found from the insurance market in the United 
States is, in fact, that we benefit significantly by the presence of 
foreign insurance companies who add financial capacity. That, in 
turn, provides not only insurance protection, which means you can 
buy more of it, and it is more competitive, but the money that is 
collected is then invested back in the United States in terms of the 
building of our own infrastructure. The huge percentage of insur- 
ance company investments supports the infrastructure in the 
United States through the purchase of government bonds and other 
kinds of public works financing. 

This same sort of thing could operate in China, but it is some- 
thing that needs constant reinforcement. So it is within not only 
our interest, but theirs, to open their markets. 

Chairman Crane. I want to commend Motorola, too, on initiating 
the environmental pursuits that you have done to get the attention 
not just of the government officials, but trying to attract other 
businesses into participation in that area. 

One of the points that I have made many times in regard to this 
kind of activity by an American presence is that there is the 
quotation from Ben Franklin, “A good example is the best sermon.” 
I think that this presence of American business on the mainland 
has the potential of the fulfillment of things that, at least here- 
tofore, we have found no other vehicle that works like just the ad- 
vancement of our fundamental business principles, and there are 
positive spillover effects. So, I commend all of you for what you are 
doing. 

Mr. Rangel. 

Mr. Rangel. Thank you, Mr. Chairman. 

To be honest, I am more concerned about jobs in the United 
States than I am in China, but I have reached the point of believ- 
ing that these Republicans are not going to help me much in creat- 
ing any Federal programs to do it, and we are not going to increase 
taxes. So, I am convinced that the only way we can get more jobs 
in the United States is by supporting free trade and expanding our 
economic base. 

I would hope that you would exclude me from that group of 
people who believe that through sanctions, we can have other coun- 
tries behave as we are, as a democracy. It has been a problem in 
the United States, but I have not been a part of that problem. 

Having said that, I was very interested in this “saving face” ex- 
ample that you have given. Coming from a community where we 
did not have the luxury of the sophistication of saving face, it is 
he who is in the driver’s seat. And I gather that, basically, your 
testimony is that the Chinese are stealing American property 
rights in a variety of areas and they feel awkward in changing the 
nature of this theft; but notwithstanding that, since we cannot hurt 
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them without hurting ourselves, we might as well just continue to 
do what we are doing. 

I can only accept it because I have not found better tools to deal 
with China. I can understand why we cannot expect them to draft 
their own laws based on the U.S. Constitution. But, it just seems 
to me that if you have a trading partner which is not being fair 
with you, which ships you its goods but denies you the opportunity 
to ship into their community in a competitive way, which really re- 
fuses to hold discussions, which threatens American industry, and 
which holds us in utter contempt for bringing it up, something is 
wrong. 

I thought — and I hope I am wrong — that you were finding some 
type of a reason why we had to understand this type of thing. 

Mr. Kapp. No. I am glad you came back to this, Congressman, 
so that we can pick up on some of your thoughts from earlier today. 

Ambassador Barshefsky and her deputy Assistant U.S. Trade 
Representative Lee Sands are not out there, holding the Chinese 
government’s feet to the fire with a June 17 deadline, and $2 bil- 
lion in sanctions waiting to go into effect within 6 days, because 
the United States business community or anybody else thinks they 
do things differently in China than we do, and what is a little theft 
of intellectual property? 

Mr. Rangel. I mean, Mr. Kapp, I cannot find a better way than 
the administration has found at this point to show our concern. I 
just thought that those of you who deal with the Chinese might be 
able to better explain to me how people can do these things, with- 
out fear of the fact that we are going to retaliate. 

I mean, we are trading partners, it is of mutual benefit, and 
here, we find someone doing this, and now we have to threaten 
them, and then they threaten us. I just think that this type of 
thing violates every principle this country stands for, notwithstand- 
ing whether they become satellites of the United States of America 
or not. They can stay whatever they are. But I cannot go home to 
those firms that find that their biggest property value has been 
their research and that this can be distributed and redistributed 
while they argue — what is their argument, Mr. Kapp? What are 
they saying? 

Mr. Kapp. Mr. Rangel, if I can be absolutely certain that it is 
absolutely clear on the record that I am about to try to convey to 
you the views of the Chinese, and that they are not necessarily my 
views or those of my council, I would be happy to try. 

Mr. Rangel. Well 

Mr. Kapp. The Chinese say; “We accept the global view that 
modern international trade and commerce require the protection of 
intellectual property. Ten or 15 years ago, we had never heard of 
it. In a socialist society where everything is owned by the public, 
there was no such thing, but today we accept it. We are joining the 
world. We want into the WTO. We want to exchange knowledge 
and techniques and modern production methods with the world’s 
advanced economies. We accept it. We have created a patent law, 
we have created a copyright law, we have a crackerjack Patent Ad- 
ministration in Beijing. But please understand that we have 3 mil- 
lion square miles, we have 1.3 billion people — and that the act of 
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enforcing what we agree are established international norms of be- 
havior in this regard is a daunting task in a country like ours. 

When we signed that IPR agreement last year, the Chinese 
agreed at our insistence to create a new bureaucracy of discovery 
and enforcement on the intellectual property side of 900,000 people, 
according to my back-of-the-envelope arithmetic last year. 

The Chinese are saying to the rest of the world; “We cannot do 
it allover night.” 

For our part, we are saying; “Sorry, that is not good enough. We 
have an agreement; you signed it, you made commitments, and we 
have domestic law to back it up. If you do not live up to the agree- 
ment, the sanctions will go into effect, and you are going to pay 
heavily for it.” 

Mr. Rangel. Am I mistaken in my belief that these reproduction 
factories have been discovered, identified, and revisited, and that 
the Chinese — I read that four of the disc reproduction places were 
closed — but I thought they had known that; American 
businesspeople have taken them on tour as to where these things 
are. So, you are saying they do not have the ability to enforce, and 
that may be so, as it relates to all of China, but I thought it was 
a lack of will to enforce where they knew where the counterfeiting 
factories were. 

Mr. Kapp. Again, Congressman, I was trying to convey what the 
Chinese have said to us, not the views of myself or my council. The 
U.S. business community stands with 

Mr. Rangel. You are pretty good at expressing those views. 

Mr. Kapp. Well, the business community is very strong, 
absolutely unbending, on the fact that respect for intellectual prop- 
erty and protection of intellectual property rights are fundamental 
tenets of modern global business. If you are going to play in the 
global economy, no matter what country, you have got to stick to 
the rules, and we have supported the administration’s positions in 
that regard. 

Mr. Rangel. OK. I would like to talk or meet with your group 
to see whether they can come in and fine-tune some way to assist 
these people 

Mr. Kapp. But remember that this is an MFN hearing, and the 
thing that we wanted to try to bring home is that the discussion 
of this issue, on which we do have a big problem, and concerning 
which we have laws and have threatened sanctions, is an entirely 
separate matter from the question before this Subcommittee and 
the Congress these weeks, i.e., whether we throw the entire trade 
relationship with China down the tubes by canceling normal, non- 
discriminatory most-favored-nation trade with them. That, we feel 
is a separate matter. 

Mr. Rangel. You keep saying that it is separate. We kind of 
thought most-favored-nation was something special. Certainly, I 
did not hear all of these voices about bad policy with respect to 
Cuba — I know all of you find it consistent with your present think- 
ing that sanctions generally do not work — but I am not talking 
about sanctions, and I am not talking about not treating them as 
ordinary trading partners. I am just saying that your depiction of 
how the Chinese would think is what annoys me. But, I am going 
to have to find some way to meet these people halfway, intemation- 
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ally. The Chinese use face-saving and not understanding and their 
status as a developing nation as sophisticated excuses. On the 
other hand, we just do not give the Cubans this much opportunity 
to be that sophisticated. Thank God we have people like Mr. Crane 
to bring some balance to our policy as relates to places like China. 

But we expect some help from those companies that you rep- 
resent that are doing extremely well in China as opposed to those 
U.S. companies which are catching hell doing business in China.We 
need help from all who support your position that we should not 
take an extreme posture and cutoff trade with China. But, they 
need a lot more help from our American friends, as well as our 
European trading partners. 

Thank you, Mr. Kapp. 

Mr. Kapp. Thank you, Mr. Rangel; sorry to have taken so much 
of the other panelists’ time. 

Mr. Younts. At the risk of beating a dead horse, I would echo 
Bob’s comment in the sense that, in the last 10 years, the concept 
of intellectual property has first been introduced to China, so it 
takes a little bit of time. 

I can only relate to you an incident of a couple of years ago, 
talking with the Academy of Science folks there, when we were 
talking about intellectual property. After a 2-hour discussion, they 
were finally believing the concept — ^because we talked about their 
technology and the importance of protecting their technology — and 
in that context, it really came home to the Academy of Science. 

I think it is going to take a while to get this level of understand- 
ing to the provinces, so there will not be the requirement of a 
massive enforcement effort, which is itself very hard to do. 

We currently have two IPR lawyers in Beijing, working with the 
people in the enforcement agencies, not only in Beijing, but in the 
provinces, and we have been extremely encouraged — as a matter of 
fact, more encouraged than we have seen in other Asian coun- 
tries — with the support we have gotten to protect our trademark 
and intellectual property, copying of Motorola pagers and so forth. 
But, it is a full-time job, and we spent a lot of time educating the 
provincial governments as well as the Beijing government on the 
importance of the issue. 

So, I think it is a little more than just holding the hammer over 
their head; I think we have to help them understand and help 
them get the necessary regulatory processes in place to control this 
activity. 

They have now bought into the concept in Beijing, and I think 
they are taking it seriously. 

Mr. Rangel. My only question, Mr. Younts, is would you be that 
sensitive and understanding if Motorola products were being repro- 
duced as fast as software, the video movies and the music disc re- 
cordings — and knowing that you would still want to hang in there 
and change things around — I just do not find that sensitivity with 
the firms that are being victimized. 

Mr. Younts. We do have a lot of copycat pagers and cellular tele- 
phones, batteries and battery chargers, particularly in Guangdong. 
What we have discovered is that most of these companies are fi- 
nanced by Hong Kong and Taiwanese companies, not the Chinese 
companies. But we have the same problem. I would suggest— -and 
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maybe we can talk to some of your companies in terms of helping 
to solve the problem — that we go there and help them address the 
issue as opposed to just holding a hammer over their head. 

Mr. Rangel. It is my further understanding that the reproduc- 
tions are of equal quality to the American products. Did you find 
that with your Motorola copycats? 

Mr. Younts. No, sir, and unfortunately, that is a problem. It is 
not of the same quality, and some of the products, particularly the 
batteries and so forth, are dangerous products if not done correctly. 
So, we are concerned about having bad products out there 

Mr. Rangel. But, your problems would not be as great — I want 
someone to feel the pain of the other industries. I want to see all 
of our American businesses go there and expand there and 
throughout the world. 

Mr. Cohen. Mr. Rangel, if I might just add that ECAT, the 
Emergency Committee for American Trade, represents a broad 
cross-section of the business community. It includes companies that 
produce software, as well as CDs. It supports the efforts of the 
government to fight for protection of intellectual property rights. 

We do not in any way say to our government that these are not 
things that should be defended. These are rights that are very es- 
sential to the commercial interests of the United States. All of our 
ECAT companies are not equally affected, but we are not in any 
way withdrawing from making that very strong point; it is in our 
collective interest, and as a business community and as an ECAT 
organization, we are very firm on that point. 

Mr. Rangel. Well, I missed your testimony, but was that 
included, Mr. Cohen? 

Mr. Cohen. It does not. We have put out a statement that is on 
the public record, and I will get a copy of that to you. 

[The following was subsequently received:] 
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Emergency Comminee for American Trade i2iiC4mMcttcu(AM.N.w.wiaiiing(on.0.c.2003«(307)«s9.sf47 

NEWS RELEASE 

For Release: Contact: Caiman J. Cohen 

Wednesday May 15 1996 202/659-5147 

WASHINGTON. D.C, May 15. 1996 

STATElVnENT OF THE EMERGENCY COMMITTEE FOR AMERICAN TRADE 
Duane L. Burnham. Chairman and Chief Executive Officer of Abbott Laboratories 
and Chairman of the Emergency Committee for American Trade, released the following 
statement today: 

“Member companies of the Emergency Committee for American Trade are 
engaged in numerous trade ventures with enterprises in China and strongly support 
expansion of U.S.-China trade ties, including the extension of China’s most-favored-nation 
trading status. Strong intellectual property protection is vital to the continuing success of 
the commercial interests of ECAT companies throughout the world. 

We hope that a U.S.-China accord shortly can be reached that settles the 
outstanding intellectual property rights issues to the mutual advantage of the United States 
and China." 
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Mr. Rangel. Well, I would encourage all of you to get those 
statements up front in your initial testimony, because we will end 
up at the same place, but to the degree of all of us understanding 
that, we are American, and what is happening to these firms could 
happen to your firms, and you will be looking all around for help. 

So I would appreciate it, Mr. Cohen, if you could tell the industry 
that our back is against the wall, and we cannot find any better 
tool to work with than what has been developed by the administra- 
tion, and that has been rejected. But still, if we can all read from 
the same page as American firms, because they lose jobs, I lose 
jobs. 

Thank you, Mr. Chairman. 

Mr. Snyder. Congressman Rangel, if I might just add very 
quickly, that sort of a flexible approach — no one answer necessarily 
deals with all the questions — is very, very important. 

We felt that granting most-favored-nation status, or continuing 
it, made sense in the long term. It is good for trade, and it gives 
us some credibility and an entre into China, both politically and 
economically. 

On the other hand, we feel that the World Trade Organization 
and other negotiations provide the circumstances under which im- 
portant issues can be presented. We should insist that China plays 
by the same rules all other great nations do, including access, abid- 
ing by the rule of law, and other things like that. 

The hope is that if we have not unduly made negative points on 
issues that, frankly, can hurt us as much as them, we can build 
some credibility with them in terms of our relationships and the 
molding of their modernized society. Then we have better cir- 
cumstances under which these other trade, political, and national 
security points can be more effectively delivered and, hopefully, 
abided by. 

Mr. Rangel. I assume that all of you support the President’s 
sanctions? 

Mr. Snyder. On IPR, yes indeed. 

Mr. Kapp. On intellectual property, or on renewal of MFN. 

Mr. Rangel. The present sanctions that go into effect and 

Mr. Kapp. If a satisfactory agreement is not reached, of course, 
we understand that that is what lies at the end of the road. The 
purpose of the threat, of course, is to reach agreement, and any 
time sanctions are levied, there is a price to pay by the sanctioning 
nation as well as by the sanctioned nation. We wish Ambassador 
Barshefsky and Assistant USTR Lee Sands the greatest success in 
getting to a successful conclusion to those negotiations before sanc- 
tions are necessitated. 

Mr. Rangel. OK. I will just conclude by asking all of you who 
do business with the Chinese to please share with them how impor- 
tant it is with Americans and Members of Congress in terms of try- 
ing to reach some agreement on these issues; work with them 
and 

Mr. Cohen. We have not minced our words. We have stated to 
those with whom we meet from China that these are important ne- 
gotiations, and that China must find a way to follow through on 
what they have committed. We are doing just that, Mr. Rangel. 

Mr. Rangel. I thank all of you. 



147 


Thank you, Mr. Chairman. 

Chairman Crane. I want to thank all of you for your testimony, 
and keep up the good work. We look forward to a successful con- 
tinuation of MFN, but I would hope that we might take a long, 
hard look at changing that designation for one thing and, second, 
making it permanent. 

Thank you all for your testimony. 

Chairman Crane. I would like now to invite Mark Anderson, 
Mike Jendrzejczyk and Lodi Gyari to come forward. We will pro- 
ceed in the order on the printed agenda, with Mr. Anderson first. 

Mr. Anderson. 

STATEMENT OF MARK A. ANDERSON, DIRECTOR, TASK FORCE 

ON TRADE, AMERICAN FEDERATION OF LABOR AND 

CONGRESS OF INDUSTRIAL ORGANIZATIONS 

Mr. Anderson. Thank you, Mr. Chairman. 

Mr. Chairman, Mr. Rangel, the AFL-CIO appreciates your kind 
invitation to present its views on U.S. trade policy toward China 
and its opposition to the granting of most-favored-nation trading 
status. This opposition, expressed for years to both Republican and 
Democrat administrations, is based on China’s continued denial of 
basic worker and human rights and a nonreciprocal, unfair trading 
relationship that is harmful to U.S. workers. 

Despite 15 years of accommodation, Mr. Chairman, exemplified 
by the uninterrupted granting of MFN status, there is nothing 
today that suggests China is willing to act in accordance with 
international grading rules or basic democratic principles. 

Despite provisions of Jackson-Vanik that require an agreement 
that provides for reciprocal, nondiscriminatory treatment, access to 
the Chinese market for U.S. goods and services remains severely 
and unfairly restricted, while the U.S. market is open to an ever- 
growing volume of Chinese exports. Investment in China is condi- 
tioned on harmful export and technology transfer requirements, in- 
tellectual property rights continue to be violated, textile agree- 
ments are not honored. These practices have resulted in a massive 
shift in the balance of trade, with our country now suffering under 
trade deficits that reached $34 billion last year. 

I would point out, Mr. Chairman, somewhat in contradiction to 
earlier testimony today, that the composition of United States- 
China trade is, if anything, more troubling than the overall deficit. 
Of the 20 American industries running the biggest trade surpluses 
with China, only one — aerospace — produced high-value, complex 
products that generate the best-paying jobs. The rest are raw mate- 
rials and lower value-added products, such as pulp wood and hides. 
The largest U.S. deficit, however, is for high value-added electrical 
machinery. 

This shift in trade and the unfair Chinese practices that helped 
to bring it about has real consequences for U.S. workers and do- 
mestic production. In 1994, for example, China violated a bilateral 
agreement by requiring the domestic production of automobiles and 
parts as substitutes for imports. To sell on the Chinese markets, 
foreign companies have to invest and produce locally. U.S. exports 
are restricted. 
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This policy has resulted in a significant worsening in the U.S. 
trade balance with China, with U.S. exports to China falling and 
U.S. imports rising. In 1993, just before the policy went into effect, 
the United States had a surplus in auto trade with China of some 
$521 million. In 1995, the United States ran a deficit of $454 mil- 
lion — a reversal of $1 billion in just 2 years. We are of the view 
that this deficit could mushroom in a short time, as growing invest- 
ment in China competes with U.S. production in both the domestic 
and export markets. 

While the public debate on MFN tends to focus on imports and 
exports, much of the passion in this discussion is a result of cor- 
porate decisions to use China as a low-cost production location. 
They fear that real action on the part of the U.S. Government to 
combat China’s unfair practices might jeopardize existing or 
planned investment, which some estimate to be as high as $25 
billion. 

We should be clear. U.S. multinational companies, the major 
force behind MFN extension, have adapted to Chinese investment 
requirements, transferring not only capital but valuable technology 
and jobs. Using low-cost, depressed Chinese labor, they are estab- 
lishing or contracting with manufacturing export centers that com- 
pete directly with U.S. production. Their support for MFN exten- 
sion is principally about protecting those investments and not 
about expanding U.S. exports and employment or promoting 
democracy in China. 

Indeed, we have reached the point, Mr. Chairman, where the 
most ardent defenders of Chinese communism are U.S. capitalists. 

Finally, Mr. Chairman, no progress has been made in the area 
of human rights. Chinese prisons are filled with political and 
religious dissidents, independent unions are banned, and China 
continues to produce and export goods made in their forced labor 
system, the Laogai, despite a bilateral agreement that was nego- 
tiated to end that practice. 

The United States may not be able to change Chinese behavior, 
but it certainly does not have to support it. 

Mr. Chairman, for these reasons, the AFL-CIO urges your 
support for the disapproval resolution and the withdrawal of MFN 
status for China. 

Thank you. 

[The prepared statement follows:] 
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Statement of Mark A. Anderson, Director, Task Force on Trade 
American Federation of Labor and Congress of Industrial Organizations 
Before the Subcommittee on Trade 
Committee on Ways and Means 
United States House of Representatives 
on Most Favored Nation Status for the Peoples Republic of China 
June 11. 1996 

Mr. Chairman, members of the committee, the AFL4210 appreciates this opportunity to present 
its views on U S. trade policy toward China and its opposition to the granting of most &vored nation 
(MFN) trading status. This opposition, expressed fcM* years to both Republican and Democratic 
administrations, is based on the continued denial of base worker and human rights in China, and the 
nonreciprocai, un&ir nature of the trading relationslup that exists between the two countries. 

While the congressional debate will correctly focus on the specifics of the U .S.-China relationship, 
it will also, through that examination, address a series of more fiindamental questions: What are the 
conditions under which the United States trades with tlw world? Are there any standards or rules that 
should be obs^ed? Are certain narrow commercial interests identical to the interests of the nation as a 
whole? The relationship with China puts those questions and others in sharp retieC and how they are 
answered vhdll tell us a lot about this country's adherence to basic priitdples and whether or not the 
growing internationalization of the economy can be structured to benefit and not harm working 
Americans. 

A continuation of MFN status for China wodd represent a regrettable misunderstanding of recent 
history, and will further solidify a trading relationship that is harmfol to U.S. workers. Despite 15 years of 
accommodation, exemplified by the uninterrupted ^^ting of MFN status, there is nothing today that 
suggests that China is willing to act in accordance with interrutional trading norms or basic democratic 
principles 

In this regard, it is difficult to understand wl^ companies operated by the People’s Liberation 
Anny (PLA) are allowed to continue to do business in the United States. The PLA Gmeml Logistics 
Department has a company in southern California, the PLA General StafiTDepaitment has its headquarters 
in Atlanta^ and the People’s Anned Police have a company in Michigan. NORINCO, officials of which 
were recently caught trying to illegally import into the U.S. 2,000 AK<47*a, has some eight subsidiaries in 
southern California and New Jersey. It appean that we now have the perverse situation of American 
consumers unwittingly subadizing the Chinese army. This is simply not right. 

Legal requirements allow for MFN treatment only with the existence of a trade agreement that 
provides reciprocal, non-discriminatory treatment. Access to the Chinese market for U.S. goods arxl 
services is severely and un^y restricted, wl^e the U.S market remains open to an ever-growing volume 
of Chinese exports. Investment in China is conditioned on haimfiil export arxl techiK>logy transfer 
requirements. Intellectual property rights continue to be violated. Textile a gr eeme n ts are not honored as 
the U.S. Customs Service estimates that S4 billion in illegal textile transshipments origiitate in China. 
These practices, together with the unwill'mgness of the U.S. to address them, have resulted in a ntassive 
shift in the balance of trade, with the U.S. now suffering under trade deficits that reached $34 billion last 
year. U.S. jobs have been lost, and downward pressure on wages has intensified. 

U.S. multinational companies, the major force behind MFN ectensioa have adapted to Chinese 
government policies and invested billions of dollars in China, transferring not only capital, but valuable 
technology and jobs. Uang low cost, oppressed Chinese labor, they are establishing or contracting with 
manufiteturing export centers that compete directK uuh I' S production. Their support for MFN 
extension is principally about protecting those invcsinvnis. and not about expanding U.S. exports arxl 
employment or promoting democracy in China. 

It is clear that no progress has been made in i!ic .ucj >'l' human rights. Chinese prisons are filled 
with political and religious disudents. Independent unionN are banned, and China continues to produce 
arxl export goods made in their forced labor ^steni. 1 .u>cai. despite the bilateral agreem«it which was 
negotiated to end that practice. 

All the above suggests that a continuation of the policies in place for the last fifteen y«ars would 
iTterely be a triumph of hope over experience. A new approach is needed to achieve a reciprocal, 
nondiscriminatory trading relationship and support those working toward the emergence of a 6*60 arxl 
democratic China. Seeking these goals is not only intrin^cally correct, but also in the direct self-interest of 
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the U S. Freedom, democracy and adherence to intemationaJ standards are necessary attributes if China, 
the largest country in the world, is to join, in a positive way, the world community. We are under no 
illusions that this will occur quickly or easily, and certainly the primary force for change must originate in 
China itself But experience also tells us that external pressure can play a significant role in accelerating 
the process of change. 

Indeed, much of the current debate about China policy has a very &miliar ring. Many Nvho urge 
an extension of MFN for China sound remarkably similar to the advocates of "constructive engagement" 
for South A^ca in the 1980’s, or those who thought that the oppressive nature of governments in Eastern 
Europe was of .no consequence, as long as they paid their bills. Those views were demonstrated to be 
wrong then and they are equally wrong now 

China's World Trade Position 

In 1994, the World Bank described China's trade strategy as "mercantilist, motivated by achieving 
export growth for the sake of generating foreign exchange without sufficient regard to costs, and linked 
with attempts to contain import growth." In many respects this approach has been quite successful. 

International trade now accounts for 40 percent of China's total economy, with hard currency 
reserves reaching S73 billion. In recent years, Chinese exports have grown at three times the average 
world rate, making China one of the world's ten largest exporters. As a result of this strong export 
growth, together with restrictions on imports, Chirta enjoyed an overall trade surplus of S20 billion in 1995 
(Figure 1 ), while the U.S recorded an overall deficit of $160 billion. 


f<^ii 

China’s Trade With the World, 1990 to 1995 
(Bll)ton* Gt Doliars) 



On a scale that (he rest of the world is jua beginning to comprehend, China is rapidly expanding 
its industrial capacity. Until now. growth has come mostly fi-om producers that took advantage of the 
country's immense pool of oppressed workers, where wages average about $100 per month. Increasingly 
though, these companies are moving to more advanced products Manufactured goods, which account 
for 82 percent of Chinese exports, are no longer dominated by traditional labor-intensive products. For 
example, exports of electrical and machinery products exceeded textile exports for the first time in 1995, 
and are expected to total S 1 00 billion within four years. Exports of color TVs, auto parts, cellular phones, 
engines, power generators, computer equipment, and a host of other high-value-added goods will grow 
substantially. 

U.S.-China Trade 

Over the last dozen years, U S merchandise trade with China has deteriorated from rough balance 
to a deficit that reached S33.8 billion in 1995 (Figure 2) While exports amounted to $11.7 billion, 
imports reached $45.6 billion and represented 3 1 percent of China's worldwide exports. In contrast, U S. 
exports to China were only 2 percent of total U.S. exports At $ 1 1.7 billion in 1995, U.S. merchandise 
exports to China were lower than exports to countries like the lyetherlands, Belgium, and Singapore and 
ranked thirteenth among countries that import from the U S. Flowever, the $45.6 billion in imports fi-om 
China ranked fourth among countries that send goods to the U S. 
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U.S. Trade Deficit With China 

(Billlont of DoIUr*) 
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The makeup of the S33.8 billion merchandise trade deficit with China is also cause for concern. 
(Figure 3) Of the 20 American industries running the biggest trade surpluses with China in 1995, only 
one, aerospace, produced high*value, complex products that generate the best paying jobs The rest are 
raw materials and lower value added products such as fertilizers, cereals, food residue and waste, ore slag 
and ash, and pulp wood<-the kinds of goods that devdoping countries send to industrialized countries. 
The largest deficit however, is for electrical machinery, equipment and parts. 

Trade Balance ofTop 20 Articles oflf.S.-China Trade, 1995 
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Source; U.S. Department of Commerce 













































152 


China's Trade Regime 

The inequitable and discriminatory nature of Chinese trade and investment policies has been a 
major contributor to America’s growing bilateral trade deficit. China has explicitly followed an export led 
growth strategy, implementing policies that have nothing in common with free trade or open maxicets. 
This is particularly true for so-called "pillar industries," industries that the Chinese government has 
tailed for development. For these industries, wfuch include aut(» and trucks, ^(»pace, machinery, 
dectronics, ^i^neering, j^ro ch^cals and building mat^als, China uses a con^ation of import 
protection, investment requirements, and export support. 

Tariffs 

China uses prohibitively high tariffs, in combination with import restrictions and foreign exchar^e 
controls to protect its domestic industry and restrict imports. Tariffs facing goods entering China in 1995 
ranged as high as 150 percertt, while the average nominal import tariff exceeded 35 percent. While some 
reductions have apparently taken place, tariff rates remain extremely high fer sectors sudi ^ cl^nicals 
and transportation equipment in \^ch China is seeking to build internationally competitive industri«. 
Auto tariffs for example, are 100 percent. 

The published tariff however, may not even apply as different ports of entry often charge different 
duty rates on the same products. Because there is flexibility at the local level in deciding whether to 
charge the official rate, actual custorrts duties are often the resuh of negotiation. This is also true of 
various fonns of taxation. Allegatiorts of corruption are rrumerous 

Oi the whole, tariff reductions have been the g-eatest on the sort of raw materials arxi hi^ 
technology items that China needs to import in order to sustain its economic ^owth. Least changed are 
the tariffs on consumer and manufactured goods which China prefers to make itself 

Non^Tariff Measures 

These measures include import licenses, in^rt quotas, discriminatory standards, lack of 
transparency, exchange requirttuenls, import substitution requirements, as well as the non-market 
operation of Chiru's stale-owned or-direcled enterprises 

The levels of imports permitted under these measures are the result of complex negotiations 
between the central government and Chinese ministries, state corporations and trading companies. Non- 
tariff barriers axe adftunistered by the State Econort^ and Trade Commission (SETC), the State Plan ning 
Commission (SPC), and the VOnistry of Foreign Trade and Economic Cooperation (MOFTEC). 
Negotiatiorts to end these pi^ices have not been successful. 

U.S. INVESTMENT IN CHINA 

"...mdtimticfnah that have followed Beijing's rules mc^ use their Chinese fcKtohes, 
rather than US. plants, io meet the huge demand f(^ goods in the develc^ing world " 
(Business Week, March 4, 1996, p. 60) 

‘'We want them to bring their technology to the soil of the Beetle 's Republic of China " 

Yuan Sufai. China 's Ministry of Electronics Industry. (Wall Street Jotartal December ?. 

1995) 


While the public debate on MFN tends to focus on imports and exports, much of the passion in 
this discussion is a result of corporate decisions to use China as a low-cost production location. They fear 
that real action on the part of the U S. to combat China's un^ practices might jeopardize existing or 
planned inv^ment. Chirta has masterfolly exploited this fear by conditioning access to the world's largest 
potential market on a whole series of investment performaiKe requimnents that inciuifo impCMt 
substitution, cj^ort performance, trade balancing, technology transfer, local content and don«ak sales 
restrictions. 

U S. investment in China has grown rapidly over the la« three years and is valued at S2.1 billion 
for 1995, This however, is just the beginning Committed investment is reported to be an almost 
unbdievable $25 billion. (Figure 4) 
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F*«»4 

U.S. Direct Investment Position in China, 1985 to 1995 
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Efforts on the part of the US. to n^otiate the dimination of many of these tm^stmertt 
requirements has been unsuccessful When a^eements have been reached, th^ are igfwred by the 
Chinese government. For example, a MemorarKfum of Understanding on market access was reached in 

1992. which committed China to a variety of actions, im^tuding pledging that it; 

...will not condition the issuance of import licenses upon either the awt^er cf 
technology or meeting requirements reUsted to invesiment in Odna...The Chinese 
government confirms that it has eliminated all import substitution regulations, 
guidance mtd policies <md 'will not subject products to cmy import 
substituliort in the future. 

Despite these commitments, USTR's 1995 National Trade Estimate Report on Foreign Trade 
Barriers reports that: 

In 1994, China announced the first in a series of industrial policies that include 
clear import substitution requirements and in some c^ier sectors, such as 
pharmacettticais, China has also adopted import substitution requirements. 

China's auto policy, destgwd to build a modem automobile industry in China, 
explicitly calls for production of domestic automobiles and auto parts as 
substitutes for imports, and mandates strict local content requirements-forcing 
the ux of domestic fxoducts. whether comparable or not in quality or price. 

These policies and the U S. acceptance of them have real consequences for US. worinrs and 
domestic production. Prior to the publication of its auto policy in 1994, Oana officiatty tnqx>rted more 
thu) 300,000 vdticles. Today, imports have been reduced to tens of thousands. The U.S. trade balance 
with China has also suffered signi6cantty with U.S. exports to China filling and U.S. imports rising. In 

1993, just before the policy went into effect, the US. had a surplus in auto trade (vehicles arxl parts) with 
Cluna of S521 irullion. In 1995, the U.S. ran a deficit of $454 million—a reversal ofS 1 Ulion in just two 
years. With the massive amount of auto>related investment that is taking place in China, the deficit could 
mushroom in a short time. 

China is following a very carefiil economic strategy that is based on a |»’Otected dtmiesfic iruffket, 
fi>rdgn investment and exports, and U.S. companies are filling over each otha in a rush to accommodate 
Chinese demands by investing in production ficilities and transferring advanced technology. Make no 
mistake, their support for China and the continuation of MFN has nothing to do with fiir trade, human 
rights, increased U.S. exports, domesuc employment, corporate responsibility or U.S. national security, 
and everything to do with the profits they project ihrou^ producing and selling in China. 

It is tlus him of jx’c^t that brings U.S companies to join w%h Clanese bi^inessea, sta^iM}wned 
oite^ses ardi even the Chinese military in e^lishtng new state-of-the-art prtxkrctkm in CtfiuL 

We have reached the point where the most ardent defenders of Chinese communism are U.S. capitalists. 

U.S. Corporate Activity In China 
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The following is an illustrative list of the kind of U.S. economic activity and investment currently 
taking place in China. While U.S. exports are rK» doubt associated with much of these investmoits, it is 
clear that their principal focus is to increase Chinese production. And that production will compete 
directly with U S. exports, not only to China, but to otl^ countries as well. 

Agribusiness/Ph3rmaeeuticats 

Archer Daniels Midland, CargUl, Continental Grain and Monsanto Co. already have or are 
exploring production opportunities in China despite growing exports from U.S.-based production 
Acuities. ADM Co. has committed an estimated SSO million to a seven-plant processing complex in 
Shanghai. Continental Grain has over 25 joint ventures in China. Monsanto, despite having its 
products pirated, recently announced plans for an a^cultural-chemical plant in China (Business Wedc, 
May 20, 1996). 

Pfizer Inc. established a joint venture in 1994 with a total investment of $50.4 million. The 
joint venture produces mainly antibiotics which are substitutes for imports. According to company 
estimates, these products helped China save about S20 million in foreign exchange in 1994 (Business 
Weekly. China Daily Publications, January IS. 1995). 

Aerospace 

Boeing Corp. is unarguabiy the most successful U.S. exporter to China^ boldif^ some 70% of the 
Chinese civilian aircraft market. Even this success is beginning to have a high price as Chinese demands 
for offsets artd technology transfer intensify For example, tail sections for the Boeing 737 are made in 
China in the same plant in which Chinese milhaiy aircraft are built. 

On the other hand, McDonnell Dou^as has had one of the best-known and most unsuccessful 
ventures in China In faa, a former Douglas executive (modestly) claims **[I]n the end we were betrayed" 
(Wall Street Journal, May 22, 1996). Douglas was actually one of the first companies to transfer massive 
amounts of technology, setting a standard for others that followed. The president of the company’s 
operations in China stated “We're in the business of making money for our shareholders. If we have to 
put jobs and technology in other countries, then we go ahead and do if (New York Times, February 25, 
1995, p, 39), 

Not only had Douglas transferred technology but they trained Chinese engineers for domestic 
produaion. Jobs were also part of the equation as Douglas agreed to let Chinese workers assemble planes 
fi-om imported US. kits In addition, Douglas agreed not to soUdt Chinese airlines to buy planes 
manufactured in the U.S 

Later, China's aviation authority used a $4.5 billion carrot, a program to manufacture transport 
aircraft, the so-called "TrunWiner," to further pursue technology transfer. Before an agreement was 
signed, the Chinese first pushed Douglas to help China produce plane parts and Chinese authorities 
insisted on the spread of technology. This “diflused production” in the words of Joseph Kahn of the Wall 
Street Journal, “had just one major beneficiary the Ciunese military” (Wall Street JoumaL May 22, 1996). 

A special relationship apparently developed between Douglas and China’s military. Engineers 
were often taken from the original MD-82 venture and were placed on military or air-force projects. 
Chinese officials sought Douglas’ help in acquiring dual use machine tools to further misrile and special 
aircraft development 

In the end China canceled the fabled “TrunkJiner” project To preserve some semblance of a 
relationship. Douglas with the help of late commerce secretary Ron Brown, was able to sign a contract for 
40 MD-90S-20 of which will be produced in Shanghai 

Vehicles And Parts 

GM holds 30 percent of a joint venture vsiih Jinbel Automobile Co. to build one-ton pick-up 
trucks in northeast China 

GM recently won the right to negotiate with a joim \cniure partner in China to build 100,000- 
150,000 mid-size cars in China with Shanghai Auto likluMnal ('orporaiion. According to GM Overseas 
Corp vice president Robert Rice, GM would "spare n.* ctlorr lo introduce the most advanced production 
technologies to China and help China develop high>c>ade jiiii>nx>biles* (Journal of Commerce, June 10, 
1995). 

GM's Delphi parts division has recently announced that it plans to establish more than 20 parts 
produrtion plants in China in the near future. Several plants were opened by Delphi in 1995 on top of 
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Others already in operation. Those plants produced drive shafts, wiring harnesses, ignition systems and 
engine control systems. 

Delphi licensed production of wiring harnesses, spark plugs, starter motors, ahematora, and 
steering gears to Chinese producers several years ago. It will produce as many as a million maintenance- 
free batteries n^ year and sell them throughout Asia in addition to within China. 

Chrysler ntakes Jeep Cherokees and a utility vehicle in Beijing with a partner. 

Ford has parts plants scattered around China. It builds audio aiKl electronic parts in Shanghai, 
and is also making instrument panels with Shanghai Automotive Industry Corporation and safety glass for 
windshields with Yao Hua Glass Works. 

Tenneco Automotrve* a leading supplier of auto parts, launched its first joint venture in 1995. 
The investment and technology is expected to triple the Chinese partners ensting production. The 
products, mainly shock absorbers, will supply auto producers in China. Local content requiremoAs of up 
to 80 percent require that Western suppliers team up with domestic companies (Business Weekly, China 
Daily Publications, November 20, 1995) 

Delco Electronics under Hughes Corp. is negotiating with Chiiwse suppliers to establish joint 
venture manufacturing auto parts in China 

Borg^Wamer makes gearboxes and Allied Signal makes fuel systems. TRW makes engine 
valves in a joint venture. Dana makes drive shafts in llnjin with Shut Hing Manufacturing Company and 
makes filters in Tinjin as well Goodyear makes tires and hoses with joim venture partners. United 
Technologies Automotive produces electrical distribution systems in China with European arxl Chinese 
partners. Kaiser Aluminum helped build two aluminum wheel casting plants in China. 

Kaiser established two joint ventures that will develop deep>processing of aluminum for use in 
building and industrial settings in two of China’s provuu:es (Guizhou and Sichuan). The two production 
lines and technology will be imported from Kaiser (Xinhua English Newswire, March 30 1995). 

Etecironies 

Motorola recently became one of the first foreign companies to build a whoDy owned 
semiconductor plant in Tianjin, China, a $720 nullion investment. The rwrw investment is designed to 
enhance existing Chinese capacity in producing semiconductors. Mass production is scheduled to he^ in 
1998, with products to be marketed domestically as well as abroad (China Daily, September 25, 1995). 
Last October. Motorola announced a joint venture vridt Nanjing Panda Electronics Group Corporation to 
produce personal computers. Motorola has investmmts (or planned Investments) in China worth $1.2 
billion, producing goods like cellular phones, and in Fd>ruary 1996 aniKXinced plans to build a new plant 
in China to ^oduce pocket pagers. 

Hewlett Packard opened a $29 million inkja printer manufacturing plant in the economic 
development zone of Waigaoqiao. The plant will at first produce 20,000 printers a month, with 
production expected to reach 200,000 a month within two years, and generate revenues of $100 million 
annually. All madunes are supposed to be exported-though expectations are that 30 percent will be sold 
to the domestic (Chinese) maik^ (Journal ofCommerce, May, 14 1996). 

Whiripool from I994<95 has established four joint ventures in China to make and sell 
refrigerators, nucrowave ovehs, washers and air conditioners. These operations wall export products to 
other countries in Asia and elsewhere. In 1994. Whirlpool invested $107 million in two of those joint 
ventures. Woikers in a Whirlpool manufocturing plant in Indiana have a pending trade adjustment claim 
with the Dept. Of Labor's Trade Adjustment Assistance Office. 

In 1994, ATdlpT announced a series of deals that totaled $150 million in investments in China. 
China insisted that AT&T Bell Laboratories must mdce most of the equipmeffl there (Washington Post, 
April 29, 1994). AT&T is manufacturing both corded and cordless telephones in Guangdong province 
for export to the Uruted States. Business projeaions for it’s operations in China show earnings of $3 
billion by the year 2000. AT&T led the resistance to a human rights proposed “code of conduct” for U S. 
companies, stating it 'Vould be \dewed by the Chinese goverrvnent as another attempt to influence 
Chinese domestic politics and would be detrimental to U S business” (Multinational Monitor, Apnl 
1996). 

General Electric, which has 1 3 businesses and S 1 50 million invested in China already, announced 
in May its 14th operation. The alliance wall allow China to produce the nwst advanced colored ultrasound 
equipment in the world and greatly expand exports (Xinhua English Newswire, April 24, 1996). 
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Hughes Electronic Corp. announced in iate 1995 that it ^ans to invest up to $1 billion in Dtina 
over the next decade Hughes stated much of the investment will be in the 6elds of telecommunicaticms, 
space, dectric vehicles and automobile parts Hughes, which has signed a contract to make a 
communications satellite for China, will provide equipment for a ground control station in Beijing and 
train Chinese satellite controllers and analysts (Xinhua English Newswire, October 10. 1995). 

Duracdi began construction of an alkaline battery manufacturing plant in China (hiring 1995 in 
addition to forming new aibadiariw. Another battery company, Ultralife Batteries, sold to the China 
Development Progam m^tufacturing equipment, trait^g and factory startHip support. The company had 
already transferred technology under the first phase of the program in fisiaU 1993. Production of its 
Chinese-based subsidiary was to be producing batteries by the first quarter, 1996. 

In 1994. Pube Engineering Inc. completed the transition of their manufacturing operations to 
the People's Republic of China. 

During 1994, Copy Tele signed a letter of intent with Shanghai Electronics Components 
Corporation ("S E C C.") to form a joint venture in Shanghai, China The compare has been alvjsed 
that S.E.C.C . an electronics components company, is wholly owned by the government of China. The 
joint venture will develop, manufacture and market products worldwide in the telecommunications field. 

AuU Corp. fiscal 1995 sales benefited from the exceptional growth of its AuUra line of low-cost 
transformers, manufactured through subcontracting arrangements in the Peoples Republic of China. A 
Califontia b^d-compuler company. AST Research loc., is selling PCs domestically that were assembled 
in China (Business Week, December 12, 1994, p.57). GTl established its third plant and utilized another 
subcontraaor in China “responding to competitor arid customers needs.” VeriFone in 1994 stared in its 
annual proxy that “to meet growing demand, VeriFone began building a hi^-volume manufacturing 
center in Kunshan, Peoples Republic of China.” 

Miscelfaneous Manufacturing 

Eastman Chemical, which entered the Chinese market in 1979, and produces a growing number 
of specialty and industrial chemicals, plastics, and fibers announced in April that h plans to invest $200- 
400 million in China over the next decade. Eastman announced h was working with the Chinese 
government and potential joint-venture partners on several projects that will feature Eastman's ‘‘ 5 tate<tf- 
the-art-technolo®” (Xinhua English Newswire, April 4, 1996). 

DuPont Co. has plans to increase its stake in China from current investments totaling $350 million 
to $l billion over the next five years. 

Otb Elevator Co. first entered the China market with a joint venture in 1984, and has mce 
established four major ventures in Tianjin. Beijing. Guangzhou, and Shan^^. Despite havu^ its 
headquarters in Connecticut, 89 percent of the company's workforce resides outside Uk VS (Xinhua 
English Newswire, March 11, 1996). 

Fedders Corporation, the largest home air conditioner manufacturer in North America, recently 
sent up a joint venture in Zhgiang Province. The venture plans to manufiKture up to 500,000 units by the 
third year of operation. The air conditioners wilt be si^ domestically as well as abroad (Xinhua Engli^ 
Newswire, November 1 !, 1995). 

VF Corporation, the parent company of Lee Jeans announced a joint venture in CMna where it 
will begin to manufacture Lee Jeans. 

Worker Rights and Labor Standards in China 

The Clunese government crushed the loose worker groupings that developed during the 1989 
(kmocrecy moN^ment. Leaders are either dead, in jail or keeping an extremely low profile. Inctependere 
luu^is femain banned, working conditions are deteriorating, ard the govenuneitt's reliance on foitied \ib<^ 
continues. 

Even attempts by worker activists to promote a discussion of labor rights issues under China's 
legal framework have landed most of them in jail. The plight of Zhou Guoqiang, a leading advocate of 
this approach and a close asscKiate of Han Dong Fang, is typical of what has happoied to the few C^hinese 
labor activists that tried to kept the movement alive after 1989. Secretly detained by the Public Security 
Bureau for six montf^ in 1994, Zhou was tl»n sent^ed after a show trial wfuch was Md at a nmiote 
jHison camp. He is pres^tly in iil-heahh and may not survive his prison sentence. 

Freedom of Association 
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The primary vehicle by which workers protect iheir rights is through membership in an 
independent trade unioa In China, this is simply not possible. The February, 1994 issue of the AO China 
Federation of Trade Union's ofiBciat magazine defined trade unionism this way: "The premise for uroons 
[in China] is to cany out the tasks of the party " In 1990, the ACFTU reacting to orders from the 
Comnaimst Party in the wake of the 1989 D^ocracy Movement sent out the following circular, "Uniona 
in Ouna resolut^ uphold the leadership of the party. UnicMis at all lev^ ^Kiuld mau^n a 
l^i d^ee of ui^run^ with the party politically, in ideas and actions." At 1995 
celebratbns. the ACFTU General Secretary used this same quote to reaffirm the ACFrUs subordunate 
role to the party. 

The party retains control of the ACFTU through the top-down selection of its officers, provincial 
and national lev«l. A party document states: 

the adminntraUm of union cadres hy the party is an unchangeable pritKipk. 

The ACFTU should work together with the Organization Department of the 
Central Committee of the Chinese Communist Party in laying dbwn 
regulations concerning cadre management and in the nomination, 
investigation, election, approval and allocation of unions leaders. 

Collective Bargeintng 

Wlule coll«^ive bargaining remains impossible ffir workers employed by state ertterprises, th^ 
are efforts uiKlerway to ^ve the appearance of uniem organization and bargaining in the new rmed 
sector, wiuch are dominated by foreign investment. The State Department's Human Rights Report notes 
that according to Chinese government data, 86 pcri^t of all foreign or mixed enterprises have union 
representation The reality however is that the ACFTU presence in these enterprises is to control 
workers, not to serve their interests. 

A recent report by Australian academic, Anita Chan, confirms the overall impression that sham 
unions are betr^ created in China on a massive scale. She notes that in many unions eithe^ the &ctory 
managers or tfnrir subordinates are chosm to become the leading union officers. For example, she 
<k)cuments that in a township near Kong, all muon leaders are managers of the fiutories. At some 
of these ftetories, workers are not informed of the new union or invited to join. In the Minhang district of 
Shanghai, 67 percent of union leaders are on the managerial staff of companies. 20 percent are Communist 
Party officials and 13 percent are manages or deputy managers. 

The hoUow nature of China's urnons is also demonstrated at the district levd. ht China's economic 
zones, the trade union bureaucracy is often the same as the local govenvnem tureaucracy. F<Mr examjide, 
the depuiy trade union leader in the IHidong development zone in Shanghai is the director of the Pibong 
Economic and Trade Bureau. In Nahui county of Pudong, the local trade union leader was the manager of 
the local government's industrial zone and the deputy director of a county joint venture shoe ffictory. 
Other informarion infficates that the govemmoU assigns staff to ACFTU re^onal offices and pays th^ 
salaries. 

By participadi^ in this charade, many U S. irrvestors are directly con^lidl in the con^tued 
suppression of Chinese woikers. 

Labor Standards 

Labor standard laws toe routinely violtued by China's new class of employers. For example, the 
human ri^ts report notes that, "As in other areas of China, officials admit that some foreign investora in 
special economic zones are able to negotiate sweetheart deals with local partners vdiich efiectively bypass 
labor regulations " Studies conducted in the past year of China’s gannen^ and electronics industries, 
in wfydi there is teavy fordgn investmoit, aH paint the same picture: excess hours worked, 
of nunimum wage laws, pow health and safety cemditiems. physical abuse by mana^n, and iHe^ levies 
and deductions. The report on (he dectronics industry noted for example, that eight of 14 fectories 
surveyed paid less than the legal miiumum wage. In one factory, researchers found that wcMkers were 
forced to work an average of 80 to 90 hours of overtime a month, far exceeding the legal liinit of 36 
hours. 

Migrant woriem fiom other parts of China are special victims. Expbitarion for numy beg^ evet 
b^ore they readi thdr jd>s rinc« they are required to pay recruits in order to ^ jobs in first 
These {^yments can be very large and may take years to payoff leading to a form of bonefed kfoor. 
hfigrant workers are often subjected to physcal intimidation by factory supervisors who fed fiee to inflict 
punishments rince local authorities often see nugrants as threats to the local security situation. 
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Occupational safety and he^lh conditions tn most Chinese ftoories are very poor. So called 
Ihree-in-one factories (which contain production, storage and dormitory facUitiesX though outlawed 
because of fire safety, operate in the thousands in southern China. Workers are routinely asked to handle 
hazardous chemicals about which they know little and breath fumes in poorly ventilated Actories. This 
past summer, surveys conducted by the Hong Kong Christian Industrial Committee, found that most toy 
industry workers were not protected from noxious fumes caused by spray paints and ^es, toiled in 
factories that did not meet 5re prevention regulations and/or building sai^ codes, and worked witiKHtt 
ad^uate training on dangerexis machinery that lacked protective equif»noit. In des^'bti^ a receM Sre in 
Southmi China that led to a number of deaths, one Chinese industry assodation ofBdal from the north 
called working conditions in the South "supef-cxploHation" that far exceeded the normal excesses to 
which he was accustomed. 

Child Labor 

There is a grovring body of evidence that the use of child labor is growing in China- Tlus edder^^e 
is bas^ on repoiting of individual incidents rather than surveys since the Chinese gov^nment has little 
int^est in exposing the problem As in other labor standards areas, the Chinese have adopted i^^ation 
that follows international norms Children under 16 are prohibited from working in industry, yet local 
authorities routinely ignore (he regulations. One of the most common practices is for recruiters to secure 
forged identification documents which they distribute to gjris of 14 and 15. They then arc placed in joint 
venture and tovmship enterprise factories which produce goods for foreign markets 

Forced tailor 

China continues to use forced labor as a part of its ptt>duction ^stem and makes no apologies for 
the practice. Since it makes no distinction between political prisoners, which nurr^xr in the tens of 
thousands, and “regular criminals” they too become a part of the system. 

In October, 1991, China officially “bartned" the export of products produced by prison labor In 
August, 1992. the US. signed a Memorandum of Understanding with China, amended in 1994, which 
putported to establish a process through which the U.S. could investigate allegations of forced labor used 
in goods that are exported. That process was to include U.S. access to suspect focilities in China, The 
implementation of the agreement has been unsatisfactory, and forced labor produced goods stUI find their 
way to the export market Some are transshipped through Hong Kong, with the names of products 
changed to correspond with non-prison factories. 

The continuation of forced labor exports is particularly reprehensible since the importation of such 
goods into the United States is illegal. At very least, adequate resources should be made available to the 
US. Customs Services to enwre compli&Ke with U.S. law. 

Conclusion 

The AFL-CIO does not seek the isolation of China, or the elimination of trade and 
investment We seek a relationship that will benefit working Americans; a relationship that puts the 
U.S. on the side of the oppressed, not the oppressors; a relationship where the rules of trade are fair 
artd equitable; and a relationship that underst^ds that this country has interests that are more 
important then the balance sheet of an individual company 

Merely maintaining the status quo will accomplish none of the» goals. 

The AFL-CIO urges your support for the disapproval resolution and the withdrawal of MFN 
status for China. 

Thank you. 
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Chairman Crane. Thank you, Mr. Anderson. 

Chairman CRANE. The next witness, Mr. Jendrzejczyk. 

STATEMENT OF MIKE JENDRZEJCZYK, WASHINGTON 
DIRECTOR, HUMAN RIGHTS WATCH/ASIA 

Mr. Jendrzejczyk. Thank you, Mr. Chairman, for inviting us to 
testify again before the Subcommittee on Trade. My name is Mike 
Jendrzejczyk, and I am the Washington director of Human Rights 
Watch/Asia. 

Last week, Mr. Chairman, marked the 7th anniversary of the 
Tiananmen Square massacre. Most of the sanctions imposed 
against Beijing since that brutal event have been lifted, and I think 
it is fair to say that China’s leaders have made rather rapid 
progress in shaking off the stigma of Tiananmen Square. They 
have ag^essively sought China’s acceptance and full integration 
into the international community as a great power. 

Furthermore, using access to China’s markets and to investment 
opportunities, the Chinese government has largely insulated itself 
from effective international pressure to improve human rights. 

The United States and the other G— 7 countries, lacking a coher- 
ent, multilateral approach for promoting human rights and the rule 
of law in China, have been subject to lobbying and manipulation 
as Beijing plays off one major trading partner against another. 
Although President Clinton has delinked trade and human rights, 
China clearly has not. 

For example, this past April, at the UN Human Rights Commis- 
sion in Geneva, China successfully used trade and aid deals to pre- 
vent even a mild resolution criticizing its human rights record from 
even coming up for a vote. 

Mr. Chairman, I think it is fair to say that none of the witnesses 
you have heard today would really favor in the long run isolating 
China. Certainly, we do not disagree with President Clinton’s broad 
objectives and goals for United States-China policy as outlined in 
his speech two weeks ago. However, we would challenge the 
President’s assertion that its constructive engagement approach, 
whatever its other merits, does offer a long-term viable strategy for 
improving China’s human rights practices. 

With his decision again to renew MFN unconditionally, the 
President has again rejected the use of economic pressure to im- 
prove human rights, while of course, the administration is I believe 
effectively thus far wielding that pressure on behalf of intellectual 
property rights. I would also note that it is ironic that the Chinese 
government claims to have difficulty finding factories manufactur- 
ing pirated CDs and videotapes, but seems to have no difficulty 
hunting down political, religious or labor dissidents and throwing 
them into labor camps or forcing them into exile. 

Mr. Chairman, we believe the annual MFN debate does provide 
a useful opportunity for Congress to scrutinize United States-China 
policy as well as to focus attention on China’s dismal human rights 
record. Yes, it is a blunt instrument, but we do believe it would be 
premature to do away with this annual renewal process, especially 
when no one knows what is coming around the comer after Deng 
Xiaoping passes from the scene. At the very least, we think the 
process should be retained as a kind of insurance policy. 
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We have consistently taken the ^sition that the United States 
should use various forms of economic and political pressure to pro- 
mote human rights in China and Tibet both on a multilateral and 
a bilateral basis. Unfortunately, the Clinton administration, with 
its decision to back down after the President issued an Executive 
Order in May 1993 linking trade and human rights, has pretty 
much, nullified the impact of this direct linkage. 

However, we do believe there are other steps the administration 
can and should be taking, and they are outlined in detail in my 
testimony, but I would like to briefly summarize them now. 

First, we think the United States should try to limit the flow of 
World Bank funds to China for non-basic human needs projects 
and purposes. The World Bank as of this June will give for this fis- 
cal year some $2.9 billion in funds to China — more than to any 
other government in the world. We believe that the United States 
should use its influence as it has done previously in the case of 
Vietnam and as it is doing now in the case of Iran, to prevent such 
loans from coming up for consideration. At the same time, we think 
the administration should seek to channel World Bank funds to 
help solve in a constructive way major social problems such as the 
one you mentioned earlier, that is, of migrant laborers. 

Second, we believe that Congress should insist on voting on 
China’s entry into the World Trade Organization, and we believe 
the President should be required to certify that certain trade and 
human rights conditions have been met before China can join the 
WTO. We think it is impossible to separate China’s behavior as a 
reliable trading partner from its willingness to abide by inter- 
national human rights standards. A government that routinely vio- 
lates its own laws the crack down on dissidents will also fail to 
honor contracts with foreign agreements or IPR agreements or, as 
it is doing now, try to restrict the flow of economic and business 
information from foreign news services. 

Third, we hope the administration — and we understand this is 
actively under consideration — will propose that relations with 
China and Hong Kong be on the agenda for the G-7 Summit 
Meeting later this month in France. We think that this is a crucial 
opportunity, the first such opportunity perhaps, that we can real- 
istically hope to take advantage of since the Tiananmen Square 
crackdown, to develop a coherent multilateral approach among our 
main G-7 partners. We hope that the G-7 final communique or 
chairman’s statement will include strong language not only calling 
for respect for human rights, but also for full compliance with the 
Joint Declaration on Hong Kong. 

Finally, Mr. Chairman, in his talks next month in Jakarta with 
the Chinese Foreign Minister, we hope that Secretary Christopher 
will make it clear that the possibility of any summit meeting be- 
tween President Clinton and Jiang Zemin can only be considered 
if there is significant progress on human rights in China and Tibet. 
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We are deeply concerned that in its eagerness to establish great- 
er dialog between Washington and Beijing, the administration not 
trade away the substantial leverage and symbolic value of such 
high-level visits without receiving human rights concessions in ex- 
change. We also, of course, hope that this will be on the agenda for 
Tony Lake’s upcoming visit to Beijing. 

Thank you very much, Mr. Chairman. 

[The prepared statement follows:] 
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Thank you, Mr. Chairman, for inviting us to testify today on Most Favored Nation 
(MFN) trading status for China and the implications for human rights in China and Tibet. 
My name is Mike Jendrzejezyk, and I am the Washington director of Human Rights 
Watch/Asia (formerly Asia Watch), a private, independent human rights monitoring 
organization. Human Rights Watch has consultative status at the United Nations, and we 
have long been active in monitoring and reporting on human rights issues in China and 
Tibet. 


In my testimony, I would like to comment on U.S. policy towards China and the 
current debate over renewal of MFN for another year. I will then present a brief 
description and analysis of recent human rights developments in China and Tibet. Finally, 
I will make some specific recommendations for consideration by Congress and the 
Administration. 

Last week marked the seventh anniversary of the massacre in Tiananmen Square 
on June 4, 1 989 and the subsequent crackdown on pro-democracy students and workers 
across China. Most of the sanctions imposed gainst Beijing since that brutal event have 
been lifted, and I think it is fair to say that China’s leaders have made rather rapid 
progress in shaking off the stigma of Tiananmen Square. They have aggressively sought 
China’s acceptance and full integration into the international community as a great power 
— despite an atrocious human rights record. Using access to China's markets and to 
investment opportunities, the Chinese government has largely insulated itself from 
effective international pressure to improve human rights. 

The U.S. and other G-7 countries, lacking a coherent, multilateral approach for 
promoting human rights and the rule of law in China, have been subject to lobbying and 
manipulation as Beijing plays off one major trading partner against another. Though 
President Clinton delinked trade and human rights with the MFN decision in May 1994, 
China clearly has not. Beijing successfully used the prospect of a huge Airbus jet deal to 
silence the French government when Premier Li Peng visited Paris this past April: all 
references to human rights were deleted from the official toasts and speeches. 
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During months of intensive lobbying worldwide, China employed the carrots and sticks 
of trade and aid deals to line up votes at the U.N. Human Rights Commission in Geneva. In late 
April, a procedural motion was adopted by the Commission (by a vole of 27-20 with six 
abstentions), preventing a resolution mildly critical of China’s human rights record from even 
being debated or voted upon. The Clinton Administration and the European Union deserve 
credit for cosponsoring the resolution, but its defeat underlines the urgent need for the G-7 
leading industrial countries to develop a common human rights agenda and strategy that cannot 
be so easily undercut by Beijing’s substantial economic clout. 

U.S. Policy on China: 

Mr. Chairman, in his speech on May 20, 1996 to the Pacific Basin Economic Council, 
President Clinton outlined a set of broad goals and objectives for U.S. China policy. He 
correctly noted that today, “China stands at a critical crossroads. Will it choose the course of 
openness and integration, or veer toward isolation and nationalism?.. .Our interests are directly at 
stake in promoting a secure, stable, open and prosperous China” that embraces and abides by 
international rules of behavior and “evolves toward greater respect for the basic rights of its own 
citizens.” We certainly would not disagree with those broad goals; isolating China would be in 
no one’s interest. But we would strongly challenge the President’s assertion that the 
administration’s “engagement” policy, whatever its other merits, offers a viable strategy for 
helping to bring about improvement in China’s human rights practices. With his decision on 
May 31, 1996 to renew MEN unconditionally, the President has rejected the use of economic 
pressure to promote human rights. One must question what tools the Administration has left or 
whether it has simply abandoned any serious attempt to address human rights at all. 

The Administration intends to replace pressure with “frank dialogue.” But what does 
that mean in practice? Criticizing the detention of Wei Jingsheng without making any concrete 
effort to bring about international access to Wei and other prisoners? Asking for information on 
lists of prisoners without thinking through any mechanism by which the Chinese government's 
response can be independently verified? There is no meaningful bilateral dialogue on human 
rights now underway, nor does the Administration seem to be giving much thought to what such 
a dialogue could or should achieve. 

The Administration seeks to downplay human rights as a point of tension in U.S.-Sino 
relations, while setting the stage for more frequent and higher level contacts between the U.S. h 
is possible that an improved “atmosphere” may somehow moderate Beijing’s abusive treatment 
of dissidents. It is equally possible that improved relations with the U.S. will convince China that 
there is no cost to suppression of fundamental rights. We accept the premise that contact and 
diplomatic discussions can be useful. But again, tox^wd what end? The State Department 
apparently refuses to use talks about a possible presidential summit — probably the single most 
important political concession the U.S. can give to China — to clearly define what it expects in 
terms of concrete human rights improvements by China before any such meeting can take place. 
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Finally, the Administration plans to increase trade with China and support Beijing’s 
entry into the World Trade Organization (WTO), arguing that in the long term, “freer enterprise 
(will) fuel the hunger for a more free society.” (Quote from the President’s Pacific Basin 
speech.) But the Administration has also said it is opposed to any formal linkage between its 
decision on China’s bid to join the WTO and human rights considerations, despite the fact that 
Beijing’s observance of global trading rules is heavily dependent on its ability and willingness to 
enforce laws and carry out other basic human rights obligations. 

Moreover, there is a fundamental contradiction in current U.S. policy. On intellectual 
property rights, the U.S. is willing to threaten limited, targeted trade sanctions of $2-3 billion, 
including increased tariffs on goods produced by state enterprises. These are the very kind of 
sanctions the Clinton Administration said in 1994 were legally questionable and practically 
infeasible to impose in response to severe human rights violations. (Ironically, an editorial in the 
state-run China Daily accused the U.S. of threatening tariffs over intellectual property rights as a 
“dirty trick” motivated by the failure of the U.S. -supported resolution on China at the U.N. 
Human Rights Commission.) 

So what are we left with? In terms of human rights, the U.S. will focus on stimulating 
legal exchanges and legal reform in China — a laudable enterprise, and later in my testimony 1 
will offer an assessment of some recent legal reforms. But the State Department acknowledges 
that such efforts are in the very early stages of development and may have little impact on ending 
serious human rights abuses occurring right now. 

Human Rights Developments in China and Tibet: 

In the two years since the President’s “delinking” decision, there has been no 
improvement in human rights in China and Tibet. Quite the contrary: in recent months, Chinese 
authorities have ordered increased surveillance of so-called “counter-revolutionaries” and 
“splittists” (Tibetans, Uighurs and other national groups) and given even harsher penalties for 
thus judged guilty of violating its draconian security laws. Just as China has largely succeeded 
in muzzling effective human rights criticism abroad, it has silenced most, if not all, of the 
important dissident communities inside China including political and religious dissidents, labor 
activists, and national minority populations. Their members have been exiled, put under house 
arrest, “disappeared,” assigned to administrative detention, or subjected to economic sanctions 
and systematic discrimination in schooling and employment. Dissidents also continue to suffer 
criminal charges, long prison sentences, beatings and torture. 

Without sustained, consistent international pressure on human rights, Beijing has little 
or no incentive to moderate or restrain its repressive policies. 

China’s behavior seems related, at least in part, to the government’s development 
strategy that has stimulated inflation, unemployment, and the withdrawal of the social welfare 
safety net for millions of Chinese citizens. This has led to increasing disparities between income 
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levels and overall economic development in the southern and coastal areas and interior 
provinces, and between urban and rural areas. Corruption and higher levels of crime have added 
to the potentially volatile mix. In this environment, large numbers of strikes and labor stoppages, 
as well as peasant riots, have increased the government’s and Communist Party’s sense of 
insecurity and paranoia. Thus Beijing seems determined to crack down hard on any potential 
sources of instability or open political opposition. 

China observers have noted that Deng Xiaoping’s policies have created two separate but 
parallel Chinas. On the one hand, there is the “new China” of entrepreneurs, neon nightclubs, 
and luxury cars. But behind this bright facade is the “old China” of failing stale-owned factories 
filled with angry workers; poor peasants in poverty-stricken rural areas; prisons where murderers 
and democracy activists are kepi together; and an army and government of veteran 
revolutionaries can imagine no way to stability except through political repression. Will Deng’s 
strategy of liberating economics while suppressing politics eventually lead to greater prosperity 
and openness, or will mounting internal pressures lead to a cycle of chaos and repression? This 
is the underlying question that must be addressed in devising policy towards China. 

The Chinese government seems particularly sensitive at this lime to the perceived threat 
posed by dissidents from different constituencies who might band together. It is also fearful of 
domestic critics building links with “hostile” organizations overseas, and even governments, to 
obtain support for alleged conspiracies against the government. This might help to explain the 
incredibly harsh fourteen-year prison sentence given to veteran pro-democracy activist Wei 
Jingsheng last December. It may also help explain Beijing’s recent actions imposing further 
restrictions on freedom of expression and communications channels, such as access to the 
Internet and worldwide web. 

Examples of recent Chinese government actions: 

Police recently detained Wang Oonghai and Chen Longde. They searched Wang’s 
house and seized various documents and papers in the southern province of Zhejiang. Along 
with five others, they had signed and circulated a petition to the National People's Congress 
demanding an end to corruption, a reversal of the verdict against the 1989 student movement, 
and calling for the release of prominent political prisoners such as Wei Jingsheng and Wang Dan. 
A former leader of the 1989 movement, Wang Dan was detained in May 1995 in conjunction 
with a similar petiuon to the government circulated last spring, and has disappeared since then. 
Over fifty people were detained in conjunction with the 1995 petition campaign; more than 
twenty are still imprisoned. 

- On May 27, 1 996 Bao Tong, fonner Communist Party official and top aid to party 
chief Zhao Ziyang, was released from prison in Beijing after serving a seven-year term for 
“leaking state secrets” but was immediately taken out of the city where he has been kept under 
house arrest west of Beijing. It is not yet clear whether and when he can return home, and what 
restrictions will be imposed upon him; his political rights remain suspended for another two 
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years as part of the original sentence. Bao Tong, in his mid-60s, suffered from serious medical 
problems while in prison but the authorities refused his family's many requests for his early 
release on medical parole — as well as quiet appeals from the State Department and White 
House. 


— Persecution of released dissidents remains intense. One of them, Liu Gang, who served 
a six year prison sentence in labor camp, was released in June 1 995. But he was under constant 
surveillance, required to give weekly “thought reports” to the police, forbidden to have contact 
with foreign reporters, and blackballed from both universities and job possibilities. The police 
told him the only profession open to him was that of a beggar. His family members and friends 
were also harassed and interrogated. Liu Gang finally escaped from China and came to the U.S. 
last month. We are delighted that the U.S. Attorney General made it possible for him to obtain 
emergency residency status here, but we are equally concerned about many formerly imprisoned 
activities who remain behind, living under unbearable circumstances. 

" In February 1 996, Xinhua, the official Chinese news agency, announced new 
regulations on the Internet that puts the state in charge of “overall planning, unified criteria, 
classification management and promoting development” of international computer networks. 

The State Council must approve all interactive networks, and individuals and organizations using 
them must be registered with the police. Provincial security officials have also issued sweeping 
rules and restrictions aiming at severely limiting international computer links. In addition, 

Xinhua has announced it will supervise foreign wire services selling economic information in 
China, screening their reports for “false economic ne>^^ and attacks on China.” 

— Repression in Tibet has escalated during the last year. In a report we co-published with 
the Tibet Information Network in March 1996, entitled Cutting Off the Serpent’s Head: 
Tightening Control in Tibet 1994-1995 . we estimate that there are now more Tibetans in 
detention for political offenses than anytime in the last six years, a total of at least 600. Torture 
continues to be widespread and goes unpunished by the Chinese authorities. A new edict 
published in April 1 996 is aimed at discrediting the Dalai Lama as both a religious and political 
leader, banning his photo both in monasteries and schools and in private residences. Several 
protests have taken place in recent weeks and Ganden, one of three main monasteries in Lhasa, 
was sealed off by the police. During an incident there on May 6, 1996 a number of monks were 
arrested and three were shot and wounded, one seriously. There is an unconfirmed report that 
two monks may have been killed. Fighting broke out at Ganden and monks threw stones when a 
group of Communist Party cadres attempted to banned all photos of the Dalai Lama in Buddhist 
temples. The government had earlier announced that ail politically active monasteries would be 
closed, and that it was imposing restrictions on the number of new monks and nuns that could be 
ordained. 

In a separate reported incident on May 14, 1996, at least eighty people, including thirty 
young nuns, were seriously injured by police beatings. Earlier mass arrests occurred in July 
1995 in conjunction with the selection of the new Panchen Lama; at least thirty-two monks were 
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arrested and some were severely tortured. Only recently, after repeated denials, have the Chinese 
authorities admitted that Gendun Choekyi Nyima, the seven-year-old child identified as the 
reincarnation of the tenth Panchen Lama is, in fact, in official custody. 

Legal Reforms: 

In March 1996, the National People’s Congress enacted some limited but potentially 
important legal reforms, adopting an Administrative Punishment Law and amending the 
Criminal Procedure Law (CPL) for the first time since 1979. The changes in the CPL, which take 
effect on January 1 , 1 997, would shift the presumption of innocence, requiring a verdict of 
innocence if there is insufficient evidence to convict; it would also impose more stringent limits 
on time in detention prior to formal arrest. The reforms would also permit a defendant access to a 
lawyer during interrogation and indictment. However, access to legal counsel is not allowed 
until after the “first interrogation” — when the use of torture is commonplace — and in cases 
where state secrets are involved, the investigating unit must approve a request to retain a lawyer. 

But these new legal protections may be eroded by procedural defects, legal loopholes, 
and police ignorance, and a failure to vigorously press for their full implementation. For 
example, despite the legal guarantee that no organ or individual may interfere with the 
independence of the courts, there is nothing to prevent the Communist Party from doing so. 
Public security bureaus may still hold suspected criminals for up to one month before applying 
for judicial review and an arrest warrant. 

On the positive side, the CPL does limit the power of the police to act without 
supervision. And the new Administrative Punishment Law, which comes into force on October 
1 , 1 996, offers new protection to those subject to administrative punishment, such as the right to 
a hearing. It also attempts to rein in “rampant illegal fines and other disorderly penalties” given 
out by some local government authorities. 

Clearly, pressing for further legal reforms, as well as the effective enforcement and 
implementation of those already adopted, should be a high priority for the U.S., the World Bank, 
private organizations of jurists, and other governments. But given the track record of Chinese 
officials for flagrantly violating existing legal protections and safeguards — including those 
contained in China’s constitution — it would be a mistake to assume that steps towards building 
the rule of law will automatically lead to significant human rights improvements absent other 
foms of pressure. 

Hong Kong: 

At midnight on June 30, 1 997, China will assume sovereignty over Hong Kong. Concern 
is growing among Hong Kong’s citizens, the elected legislative council, and members of the 
business community about China’s willingness to fulfill its commitments under the Sino-British 
Joint Declaration on Hong Kong of 1 984. The Declaration promised that Hong Kong would 
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“enjoy a high degree of autonomy” after 1997. But in recent months, Beijing has threatened or 
actually taken steps towards overturning each of its obligations under the Joint Declaration. It 
has, among other things: 

— Declared its intention to repeal of key provisions of Hong Kong’s Bill of Rights; 

— Announced that it will appoint a provisional legislature to replace the Legislative 
Council (Legco) elected last September, perhaps as early as the beginning of 1997, thus 
establishing a rival government and triggering a constitutional crisis in Hong Kong; 

" Called on the Hong Kong government to “discipline” RTHK (Radio Television Hong 
Kong) for failing to cooperate with the demands of the China-controlled Preparatory Committee, 
responsible for matters related to the transition to Chinese rule; 

— Stated that top civil servants will be required to take a loyalty test pledging their 
obedience to the laws enacted by Beijing’s hand-picked legislature, although it has since stepped 
back somewhat from this position; 

— Threatened the independence of the courts in Hong Kong by putting in the hands of the 
appointed legislature power to confirm judges for the Court of Final Appeal that will replace the 
Privy Council, and limiting the number of foreign judges on the Court. 

The U.S. has a direct slake in the future of civil liberties, human rights and democracy in 
Hong Kong. As stated in the United States-Hong Kong Policy Act of 1992, “The human rights 
of the people of Hong Kong are of great importance to the U.S. ...A fully successful transition in 
the exercise of sovereignty over Hong Kong must safeguard human rights in and of themselves. 
Human rights also serve as a basis for Hong Kong’s continued economic prosperity.” Congress 
has a crucial role in pressing the U.S. to give a higher priority to Hong Kong in the months 
ahead. We would urge, for example, the Senate to adopt a “sense of Congress” resolution in the 
coming weeks - one year before the handover - noting the recent ominous trends, especially the 
threat against Legco, and highlighting Beijing’s obligations towards Hong Kong under the Joint 
Declaration and relevant international human rights conventions. 

Recommendations for U.S. Policy on China: 

The annual debate over MFN renewal provides a useful opportunity for Congress to 
scrutinize U.S. China policy, as well as to focus attention on China’s horrendous human rights 
record. 


Human Rights Watch/Asia has consistently taken the position that various forms of 
economic and political pressure are needed to promote human rights in China and Tibet. We 
believe the U.S. should act both on a bilateral basis — given its unique role as a superpower and 
as China’s largest single export market — and in the context of a long-term, multilateral strategy 
shared by Beijing’s other major trade and aiding partners. 


Unfortunately, the Clinton Administration has virtually nullified the impact of any direct 
linkage between MFN and human rights, such as the attachment of human rights conditions on 
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MFN renewal. It has done so by undermining and then repudiating its own previous policy of 
linkage, following the President 1 993 Executive Order outlining human rights conditions for 
MFN renewal which China clearly failed to meet. U.S. credibility on human rights, and other 
matters, was seriously damaged. However, other measures to exert economic and political 
pressure should be actively explored, including the following: 

1 ) The U.S. should seek to limit the flow of World Bank funds to China for non-basic 
human needs projects by exerting its leverage on an informal basis (as it has in the case of Iran 
and previously, in the case of Vietnam) to prevent lai^e infrastructure or project loans from 
reaching the Bank’s Executive Directors for consideration. Issuing occasional token or 
abstention no votes on human rights grounds is insufficient. China now receives more money 
from the World Bank than any other country; in the fiscal year ending June 1 996, it received 
approximately $2.9 billion in Bank funds. We welcomed the recent decision by the U.S. Export- 
Import Bank not to issue export credits for the Three Gorges dam, in light of both the 
environmental and human rights impact of the massive infrastructure project. 

At the same time, the Administration should try to channel World Bank funds to help 
support constructive solutions to serious human rights problems with broad social implications in 
China, such as those affecting millions of exploited migrant laborers and the ill-treatment of 
children in state-run orphanages urgently in need of additional resources. 

2) The Congress should insist on having a vote on U.S. support for China’s bid to join the 
World Trade Organi 2 ation. We believe that Congress should require the President to certify that 
China has implemented certain specific human rights and trade reforms, demonstrating Beijing’s 
willingness to comply with global rules and standards, before he agrees to iheir WTO 
membership. Informally, the Administration has told China that its human rights practices are 
endangering prospects of persuading Congress to agree to WTO entry; it did this at the time Wei 
Jingsheng was put on trial and sentenced last year. This linkage should be made formal and 
specific. It is impossible to separate China’s behavior as a reliable trading partner from its 
willingness to comply with universal human rights norms. A government that routinely violates 
its own laws to crack down on dissidents is equally willing and able to cheat on IPR agreements, 
fail to live up to contracts with foreign investors, or restrict business information on the internet. 
It is also possible that parliaments in other countries, for example in Europe, may impose similar 
conditions on their governments’ vote on China's WTO membership, thus adding a crucial 
multilateral dimension to U.S. policy. 

3) The Administration should propose that relations with China, and the future of Hong 
Kong, be on the informal agenda for discussion at the G-7 summit meeting in Lyon, France from 
June 27-29. There has been no consensus on China policy and human rights among the G-7 
since the immediate aftermath of the Tianamen Square crackdown. As China goes through a 
critical political transition process, this is a strategic time to send coordinated signals. In 
addition, the future of the rule of law and democratic government is at stake in Hong Kong. The 
G-7 final communique or chairman’s statement should include strong language calling for 
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significant improvements in human rights in China and Tibet, and full compliance with the Joint 
Declaration on Hong Kong. 

In addition, we hope the G-7 will issue a joint demarche for the release of Wei 
Jingsheng, and will use the opportunity of this meeting to agree on a common, private human 
rights agenda with concrete benchmarks, such as restarting talks with the International 
Committee of the Red Cross and opening up Tibet to independent human rights monitors. All 
the G-7 should then agree to promote this agenda, using a combination of bilateral and 
multilateral tools. It is particularly important that the U.S. urge Japan to use its leverage with 
Beijing. 

4) During his talks next month in Jakarta with the Chinese foreign minister about a 
possible summit meeting in the U.S. between President Clinton and President Jiang Zemin, or a 
potential visit to China by Vice President Al Gore, Secretary of Stale Christopher should make it 
absolutely clear that these meetings can take place only if there are meaningful steps taken by 
Beijing to improve human rights in China and Tibet. This should also be on the agenda for 
Anthony Lake's upcoming trip to Beijing. We are deeply concerned that in its eagerness to 
establish greater dialogue between Washington and Beijing, the Administration not trade away 
the substantial leverage and symbolic value of such high-level visits without receiving human 
rights concessions in exchange. 
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Chairman Crane. Thank you, Mr. Jendrzejczyk. 

Chairman Crane. Next, we will hear from Mr. Gyari. 

STATEMENT OF LODI G. GYARI, PRESIDENT, INTERNATIONAL 
CAMPAIGN FOR TIBET 

Mr. Gyari. Mr. Chairman, thank you very much for this oppor- 
tunity to testify. I am also, as a Tibetan, very grateful to the U.S. 
Congress for the strong bipartisan support that you have given to 
my people. 

Mr. Chairman, for the last 36 years, I have remained a person 
without a home, not being able to go back to my home country. 
More than 1 million of my people — and we are only 6 million 
people — have died as a result of China’s occupation. 

We are a very religious people. More than 6,000 of our mon- 
asteries were destroyed. But in spite of all that, I am not here 
today to do China bashing, I am not here to ask you to isolate 
China. In fact, I think no one is talking about isolating China, as 
some of your colleagues mentioned. 

Several months back, when the Dalai Lama met with President 
Clinton, I was honored to be there, and I remember very clearly 
His Holiness telling President Clinton that this very idea of isolat- 
ing or containing China is, first of all, not relevant, is impractical, 
but is even immoral. Any individual has a right to prosper, a right 
to progress, so therefore, for any individual or nation to try to con- 
tain or try to isolate is not only impractical but immoral. So there- 
fore, obviously, I am also not here to suggest that we isolate China. 

In fact, Mr. Chairman, years ago, many of the Western nations 
were not willing to go near China. We, and particularly the Tibetan 
leader, the Dalai Lama, were calling, urging the Western leaders, 
20 years ago, not to isolate China, but to try to bring China into 
the fold of this big family of human beings. 

But here today, I want to mention to you, Mr. Chairman, that 
we heard from the administration, and we heard from business 
leaders, and it is very clear to all of us that your relationship with 
China, the relationship between the United States and China, is 
not working, and that relationship is very important. That relation- 
ship is not working in spite of the fact that China has been given 
MFN; that has not been taken away from her. In fact, every sanc- 
tion that was there — I have been in this city for 6 years — I saw, 
one after the other, being lifted. In fact, you did everything the 
Chinese wanted. In fact, you made your leaders lose face. 

The earlier panel talked about losing face. Somehow, this notion 
that only the Chinese have face to lose is something that I really 
cannot understand. I think that we, as respectable people — every- 
one has face to lose; no one wants to lose face. Mr. Chairman, I 
think Americans are very tolerant people, and I respect that. But 
I saw your Secretary of State go to Beijing, representing your 
Nation as the foremost foreign policy spokesperson, being made to 
lose face by the same business leaders who came to testify in front 
of the CNN cameras in Beijing, as if it is only the Chinese who lose 
face and not the United States. 

I think it is very important that the United States, the only 
remaining superpower, also not lose face. I think your not losing 
face is very important because we believe that America represents 
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some of the ideas that we also respect, including freedom and de- 
mocracy. 

So, Mr. Chairman, I hope that together, the business leaders, the 
Congress and this administration will also make sure that, while 
not making China lose face, you will not lose your face. I think that 
that is very important. 

Let me go back to say that last week, your colleagues in the 
other house, in the Senate, also held hearings, and some of us were 
fortunate to be able to testify there. Secretary Winston Lord also 
testified, and in answer to Senator Moynihan’s question about the 
situation in Tibet, Secretary Winston Lord expressed great concern 
about the situation, for which I am very grateful. Also, I am very 
grateful that he mentioned Tibet today. But then, he replied by 
saying that there is no leverage that we can use, and that made 
me think, because we are told that if you give all the things that 
China wants, then you will have leverage. This is what I was led 
to believe 2 years before by the President of the United States, that 
we are going to give the Chinese MFN, we are going to de-link 
MFN with human rights because we are going to use other vehi- 
cles, and this is going to make it possible for us to be able deal 
with the Chinese in a more reasonable manner. 

So that 2 years after, when we hear the administration tell us 
that they have no leverage, I must say that this policy has failed, 
Mr. Chairman, and I think we now have to look for alternate ways 
of how you want to deal with China. 

Therefore, I strongly feel that we must give serious thought to 
some of the ideas that have been expressed today. In the past, we 
at the International Campaign for Tibet have not gone to the ex- 
tent of asking for revocation of MFN, because I do agree that MFN 
is a double-edged sword. We do agree that it also harms a segment 
of the Chinese people that we do not want to harm. We also agree 
that it can harm a segment of the people in Taiwan and Hong 
Kong, and obviously, that is not our intention. So therefore, in the 
past, we have always favored a middle path. We feel that there are 
ways outside of the two extremes — revoke it completely or give it 
unconditionally, but condition it so that some of the issues that we 
are all concerned about will be addressed. 

Therefore, in the next 3 weeks, we are going to look very closely 
to see if there is another alternative that we can ask for. Not find- 
ing one, of course, I think the only alternative that will be left is 
to maybe even support revocation, but at this point, we are still 
creatively wanting to see if the Congress can give leadership by 
coming up with a solution which can deal with the problems that 
we want to deal with, but at the same time, save MFN. 

This is our position at this stage. 

However, it is also very important, Mr. Chairman, that people 
like yourself take into consideration all the views that have been 
discussed here today and, if possible, even conduct more hearings, 
because your relationship with China is crucial for the 21st 
century, for all of us. It is not enough that we have — with all re- 
spect — this is a capitalist society, and I respect when the business 
leaders come here and say that they can make tons of money. It 
is very good; we should respect that. 



173 


I also respect when Members of Congress say they have to sup- 
port MFN because they have electorates in their States, in their 
districts. That is also absolutely right because that is what you are 
here for; you are here to represent the people who have voted for 
you. But, I do not find it acceptable when some business leaders 
or, for that matter, even some leaders, when they tell us that they 
are doing all of this, giving China MFN, giving China everything, 
because it is good for China’s people, or it is good for the Tibetan 
people. It certainly is not. 

I know it is not good for the Tibetan people because we are going 
through a period in Tibet just like the Cultural Revolution period. 
As I sit here and testify before you, our people are being arrested, 
our monks are being shot, and our monasteries have once again 
been closed. We are not even allowed to keep in our homes photos 
of the Dalai Lama, who is our supreme religious leader. 

The second-highest leader of Tibetan Buddhism, Panchan Lama, 
a young boy, 7 years old, is being detained by the Chinese govern- 
ment, and the politburo of China have selected their own Panchan 
Lama. 

So all of these things are going on, and if anyone tells me that 
the relationship with China is great, and that what we are doing 
is for the good of the Tibetan people or for the Chinese people, that 
I cannot accept. 

Also in the last several days, on the Senate side, some Members 
even brought up the name of Wei Jingsheng, one of the greatest 
human rights activists in China, who is still under detention, using 
his name to justify giving MFN. I think such a thing is immoral. 
This person is still suffering. This person is still under detention. 
And to use something that he is supposed to have said to justify 
giving MFN to China I think is not right. 

I can tell you sir that, yes, there are dissidents who do favor giv- 
ing MFN, and they have some valid reasons. But, I also know 
through a very reliable source that there are many members of the 
central Committee of the Communist Party of China — there are at 
least a few people that I know of who are members of the Standing 
Committee of the National People’s Congress who want you to be 
tough. I am talking about people who are members of the 
Communist Party of China. Obviously, I will not disclose their 
names, because it would be like sending them to 16 years of 
imprisonment. 

So therefore, you have to look from every angle. This is very im- 
portant for all of us. We should not just be guided by greed, be- 
cause it is bottomless greed. We should also not be guided by short- 
term interests by political leaders or politicians. This is something 
that is very crucial to the relations of the United States with 
China. 

China is important. No one disagrees with that. It is so impor- 
tant that you should really not rush through and just be guided by 
either the businesspeople or, for that matter, not even by those of 
us on this panel. But you should give it very serious thought. 

I do have my written statement, which I have submitted for your 
record, and I would also like to join with Human Rights Watch 
Asia and say that we also strongly believe that even China’s admis- 
sion to the WTO should be discussed, and I think that this 
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Congress should definitely make it a condition, before China is al- 
lowed to join, that some of the fundamental issues that we have 
discussed here are respected by the Chinese. 

Then, there is also some talk about calling things not “MFN” but 
“NTR” or “normal trade relations.” It does not matter — whatever 
you want to call it. Even if it is normal trade, under the present 
circumstances, I think China does not deserve it, even if you want 
to call it “normal trade,” because if I understand what the United 
States stands for, under the present circumstances, even if it is 
“normal” trade relations, I do not think she deserves it. 

And then, let us not try to make it unimportant. Some people 
say, “That is not important; let them give it.” It is important. It is 
important, and therefore you have these hearings all the time. It 
is important because the American corporate world is spending so 
much time trying to make sure that China gets MFN. MFN is very 
important for China right now, so your taxpayers are keeping alive 
the world’s last remaining Communist authoritarian government 
on this planet, and that government is keeping thousands of my 
people in prison, they are torturing my people, they are closing 
down my monasteries, and they are also torturing innocent 
Chinese citizens. 

Today, you can read in the newspaper that one of the few 
Chinese party members who dared to speak out has been officially 
sentenced, but is not allowed to go home. Why are they afraid of 
this one person? Why are they afraid of this young, 7-year-old 
Tibetan boy? It clearly shows that there is something a bit wrong 
there, sir. 

With that, I know that I am running out of time, but I do wish 
to thank you once again for this opportunity, you have a very im- 
portant role to play, and I hope that you will be guided by far- 
sightedness and wisdom and will take all matters into consider- 
ation before the Subcommittee makes up its mind. 

Thank you, sir. 

[The prepared statement and attachment follow:] 
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Testimony of Lodi G. Gyari 
President, Internationa) Campaign for Tibet 

before the Sultcommittee on Trade 
House Ways and Means Committee 
Hearing on U.S. - China Trade Relations and 
Renewal of China's Most Favored Nation Status 

Tuesday, June 11th, 1996 

Thank you for providing me this opportunity to testify before you on the situation in 
Tibet and on Most Favored Nation (MFN) trading status for China. 

My name is Lodi Gyari and I was bom in Nyarong in the Tibetan province of Kham. I 
am President of the International Campaign for Tibet, a Washington-based, non- 
governmental organization dedicated to the promotion of human rights and democratic 
freedoms for the people of Tibet. I am also Special Envoy of His Holiness the Dalai 
Lama and have serv^ in both the Tibetan Parliament and Cabinet in Exile in 
Dharamsala, India. 

I would like to once again ex|mss my deep appreciation to the U.S. Congress for its 
tremendous leadership on the issue of TibeL The numerous resolutions passed by you 
and your colleagues condemning human rights violations in Tibet and providing financial 
and other assistance to Tibetan refugees have given significant encouragement to the 
Tibetan people. It is fair to say that the Tibetan people owe a great debt of gratitude to 
the U.S. Congress for supporting their ongoing struggle for basic rights and for 
recognizing that the plight of the six million Tibetans is an important American interest 

Mr. Chairman, given that this Subcommittee will be considering President Clinton's 
request for a MFN waiver for China, I regretfully must report to you that there have been 
no positive developments in China's policies towards Tibet over the past year and that the 
human rights situation in Tibet has in fact deteriorated. 

Recent Crackdown 

The most severe wave of repression since martial law was imiwsed in 1989 is now 
occurring in Lhasa, Tibet's capital, as a result of a drive by Chinese authorities to remove 
all photographs of the Dalai Lama from monasteries, schools, businesses and private 
homes. 'This campaign against His Holiness began in April of this year when an 
announcement was made that monasteries and temples would be banned from displaying 
photos of the Dalai Lama. Pictures of the Dalai Lama had been allowed since 1979 as 
part of a Chinese decision to allow religious expression in Tibet. 

According to news reports and human rights organizations, two truckloads of injured 
Tibetans were taken to hospitals in Lhasa in mid-May by a police escort. It is presumed 
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that these Tibetans were injured when they resisted the imposition of the photo ban. In 
another incident earlier last month at Ganden Monastery, located near Lhasa, at least 
three monks were shot and wounded and another monk was severely beaten by police 
sent to enforce the ban. The number of monks arrested during this incident is said to vary 
from 7 to 70. There are reportedly only a few monks left at the monastery and Chinese 
officials have announced that they plan to keep it sealed for at least 2 to 3 months. 

Chinese police have also begun sweeps of hotels, restaurants and shops in Lhasa, 
ordering that photos of the Dalai Lama be taken down. Reports also indicate that 
officials have conducted house to house searches to inspect whether pictures of the Dalai 
Lama were on display. This crackdown is part of an ongoing campaign by the Chinese 
government to restrict religious expression in Tibet and to discredit the Dalai Lama, not 
only as the political leader but also as the spiritual leader of the Tibetan people. 

Panchen l.ama 

Just two weeks ago, the Chinese government admitted for the first time that they are 
holding Gedhun Choekyi Nyima, the 7 year old boy named by the Dalai Lama as the 11th 
Panchen Lama, the second highest ranking religious figure. The young boy, believed to 
be the "world's youngest political prisoner”, and his family have been held in a secret 
location in China for over a year. In total disregard of the Tibetan people's traditions and 
beliefs, the Chinese Government announced in November 1995 that they had found the 
"real" Panchen Lama and have since attempted to impose their selection on the Tibetan 
people. 

Restrictions on Religious Fh.tctice 

In addition to China's abduction of the Panchen Lama, there has been a heightened 
campaign by the Chinese Government to repress the spread and practice of Buddhism in 
Tibet. Authorities have set a limit on the number of monks and nuns in all monasteries 
and have halted the unauthorized rebuilding of monasteries destroyed during the Cultural 
Revolution. Beijing has also vowed to close problematic monasteries and jail "separatist " 
monks and nuns. New restrictions have also been imposed on youths joining monasteries 
and government officials have been prohibited from practicing religion. 

Political Prisoners 

There are close to 700 documented political prisoners in Tibet today. This does not 
account for the hundreds, maybe thousands, of prisoners whose names have not been 
determined. These political prisoners include hundreds of monks and nuns who have 
been detained solely for expressing their religious and political beliefs. One political 
prisoner, Ngawang Choephel, was arrested last year while making a documentary video 
about traditional Tibetan music. Ngawang did not live in Tibet and was visiting from 
India in order to conduct his study. In 1992-93, he studied at Middlebury College in 
Vermont as a Fulbright scholar. 



177 


Population Transfer 

The greatest concern of the Tibetan people continues to be the tremendous influx of 
Chinese settlers into Tibet. Many of the settlers come to Tibet as a result of economic 
and other incentives provided to them by the Chinese Government. In addition, the 
prospect of economic opportunity is luring Chinese entrepreneurs to Tibet's towns and 
cities. As a result of this influx, the number and influence of Chinese in Tibet is 
marginalizing the Tibetan people politically, economically and culturally. 

Negotiations 

His Holiness the Dalai Lama has stated that the only way to bring about a peaceful 
resolution to the situation in Tibet is through a mutually-acceptable negotiated settlement 
between the Chinese and Tibetan people. To this end, he has issued several forward 
looking proposals, including the Five Point Peace Plan and the Strasbourg Proposal, in 
which he has agreed not to raise the issue of independence during negotiations. 

However, the Chinese Government has refused to respond positively to his proposals and 
continues to disregard the Tibetan people's fundamental rights. 

At this time, I would like to submit for the record the testimony of His Holiness who 
recently appeared before the Foreign Affairs Committee of the Danish Parliament to 
express his views about the current situation in Tibet and about the process of change 
which is occurring in China. 

Clinton Administration Policy on MFN for China 

Mr. Chairman, when President Clinton decided in May 1994 to abandon his policy of 
linking human rights conditions to renewal of China's MFN status, he threw away a 
powerful tool in the United States' arsenal to press for significant improvements in human 
rights in China and Tibet. We at the International Campaign for Tibet were greatly 
disappointed by the President's decision to back down from a policy which could have 
produced results, had he stuck with it. If any one country has the ability to influence 
China's policies towards Tibet, it is the Unit^ States. 

Prior to the President's decision two years ago to de-link human rights and trade, we had 
been informed that a very high level Chinese delegation made a low profile visit to 
Washington, headed by a former Chinese Ambassador to the U.S. During their visit, this 
delegation expressed its concern about the condition in the President's Executive Order of 
1 993 which called for the Chinese to "preserve Tibet's distinct religious and cultural 
heritage" in order to continue to receive MFN from the US. The delegation reportedly 
sought suggestions on how they could meet the minimum requirement of this condition 
regarding Tibet in order to not jeopardize their MFN status. This episode demonstrates 
that until the President blinked and it became clear that he would continue to provide 
MFN status to China whether or not they met the conditions in his Executive Order, the 
Chinese were prepared to make the necessary improvements in Tibet. Perhaps the 
situation in Tibet would not be as bleak as it is today if the President had stuck to his 
policy. This lost opportunity has had dire consequences in Tibet where over the past two 
year the Chinese have felt more emboldened that ever to repress the Tibetan people. 
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It is imperative that we not forget that today it is China who is benefiting from its trade 
relationship with the U.S. and that they would still go to great lengths to ensure the 
continuation of their MFN status. As Members of this Subcommittee know, the Chinese 
enjoy a $34 billion trade surplus with the U.S. While we have never advocated 
revocation of MFN for China, we do believe that trade leverage can be used as an 
effective instrument for bringing about progress on human rights in China and Tibet. 
Therefore, we have in the past supported the efforts of Congress to use the annual 
renewal of China's MFN status to attach conditions on this renewal, such as calling for 
the preservation of Tibet's unique culture and religion and supporting negotiations 
between the Tibetan Government in Exile and the Chinese government on the status of 
Tibet. 

In terms of this year, we favor using renewal of China's MFN status and other means of 
leverage, such as China's entry into the World Trade Organization, to press for significant 
improvements in human rights conditions in China and Tibet. We believe it is time that 
U.S. leverage be used effectively with China In the last two years, every sanction on the 
Chinese government has been lifted and yet we haven't seen any positive response from 
China. Given the fact that the MFN issue has not been handled well by the 
Administration, we look to the Congress to put forward a trade policy with China that 
will achieve results. The U.S. has enormous economic leverage with China by which to 
promote one its most fundamental interests -- namely the observance of human rights and 
the spread of democratic freedoms - and we strongly believe that the U.S. should use this 
leverage. 

In addition, without the rule of law, China cannot be counted on as a stable trading 
partner for the U.S. and therefore it is in the U.S. economic interest to encourage 
democratic growth in China. 1 have always urged the leadership of corporate America to 
not simply lobby on behalf of the Chinese government, but to work with us, with the 
Congress and with the Administration so that together we can bring about fundamental 
change in China. Our vision of China is one that is governed by the rule of law and 
which will not only guarantee human rights for the Tibetan people but also the protection 
of American business interests. And it is my belief that a China that is governed by a rule 
of law - with copyrights and human rights respected -- is in everyone's interest. 

Trade and Human Rights 

The Chinese Government understands what the Clinton Administration has failed to 
appreciate -- that trade can be used to promote a country's interest. For example, during 
this year’s session of the United Nations Commission on Human Rights in Geneva, the 
Chinese not only succeeded in blocking consideration of a mildly-worded resolution on 
human rights conditions in China but they also put pressure on African and Asian 
delegations to vote in their favor so that development aid would not be withdrawn. The 
Chinese have also cleverly manipulated the economic greed of some Western nations by 
using access to the Chinese market as bargaining tool. It is widely known that during the 
Commission's debate over the China resolution, a certain European country was offered a 
lucrative Airbus contract which totally silenced that nation from participating in the 
debate. It also served to weaken the multilateral effort to win approval of the resolution. 
So while the Clinton Administration has failed to use trade as means tb advocate human 
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rights, the Chinese have demonstrated that you can link economic and human rights 
considerations for sinister purposes. 

In 1 994, after the President reversed his China MFN policy, we were given assurances 
that the Administration remained committed to helping the Tibetan people and to 
supporting negotiations between the Dalai Lama and Chinese leaders. However, since 
that time, the Administration has yet to develop and maintain a policy that will pressure 
the Chinese to respect the rights of Tibetans. In fact, when President Clinton announced 
his intention to grant unconditional renewal of MFN for China on May 20th of this year, 
he failed to even mention Tibet or his concerns over the recent crackdown there in his 
speech. He also gave no indication of how their policy of "comprehensive engagement" 
with China, which includes granting unconditional renewal of MFN, is helping to 
improve the situation in Tibet today. This is deeply disappointing to the Tibetan people 
and to the many supporters of the Tibetan cause in this country and in substance it differs 
very little from President Bush's policy of "constructive engagement". 

Conclusion 

Mr. Chairman, the United Slates' policy of constructive and comprehensive engagement 
with China has not brought any relief to the Tibetan people. 

It is clearly a difficult time in U.S. - China relations as a result of disagreements over 
Taiwan, intellectual propeny rights, weapons proliferation and human rights. In addition, 
Deng Xiaoping's impending death has added an element of uncertainty in China's internal 
political situation. But, contrary to what China's apologists would like us to believe, 

Sino - U.S. relations are at a critical stage not because of a tough U.S. policy but rather 
because the U.S. has been weak when it comes to sticking to its policy towards China. 
Because the Chinese have seen the U.S. back down on efforts to promote human rights, 
they do not believe that they will face a penalty for their repressive actions in Tibet. As a 
result of the increasing number of Chinese settlers moving into Tibet and the worsening 
human rights situation in Tibet, the Tibetan cause cannot wait long for the U.S. and the 
international community to take a strong and principled stand on human rights. We urge 
the Congress and the Clinton Administration to make clear to the Chinese government 
that unless there is a clear improvement in its human rights practices, China cannot have 
the relationship it wants with the United States. We also urge you to take the long view 
of Sino - U.S. relations and stability in China and to not be guided by self-styled, profit- 
motivated China specialists. 

In order to help bring an end to the egregious human rights violations perpetrated by the 
Chinese Government against the Tibetan people, we recommend that the United States 
should adopt the following course of action: 

• raise at the highest levels in the Chinese Government your strong concern about 
the recent crackdown in Tibet. We have kept the Administration fully informed about the 
deteriorating situation in Tibet and I can say from my personal experience that there are 
many people in the Administration who are deeply concerned about Tibet. Despite this, 
the Administration has yet to issue a public statement of concern about the recent 
escalation of repression in Tibet. We are very concerned that the Administration is 
dragging its heels while the suffering in Tibet intensifies and we would be very grateful if 
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Members could put pressure on the State Department to make public what they plan to do 
about the current situation in Tibet. We also ask Members to ex|He$s their outrage over 
recent events in Tibet during debate about China's MFN status on the House floor; 

' use economic leverage, whether it be China's Most Favored Nation trading status 
or China's entry into the World Trade Organization, to pressure China to improve its 
human rights record in China and Tibet; 

• support multilateral efforts calling on the Chinese to allow access for human rights 
monitors and the press into Tibet, for example by including Tibet on the agenda of the 
upcoming G7 Summit in Lyon, France; 

• establish a Special Envoy on Tibet within the Administration to help streamline 
U.S. policy towards Tibet, and in particular to help push for a negotiated settlement 
between His Holiness the Dalai Lama and the Chinese Government; 

• raise concerns about the status of and the human right situation in Tibet at every 
opportunity with the Chinese leadership. 

Thank you again, Mr. Chairman, for this opportunity to testify before you today. 
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STATEMENT BY HIS HOLINESS THE DALAI LAMA TO 
THE FOREIGN AFFAIRS COMMITTEE 
OF THE FOLKLETDMGETS UDENRIGSUDALG, 
DENMARK 

Hearing on Tibet 
Copenhagen, May 13, 1996 


Mr. Chairman, Honourable Members of Parliament, 

It gives me great pleasure to address you today, at the opening of this hearing on 
Tibet. This hearing comes at a crucial time. Since the lifting of martial law in 
May 1990, repression and political persecution have continued in Tibet and have 
lately reached a new peak. Observance of human rights in Tibet has, sadly, not 
improved. On the contrary the Chinese government has intensified repression. 
This has also been documented in reports by international human rights 
organisations. I am confident that other informed experts invited to this hearing 
will also corroborate the grim developments in Tibet. 

Violations of human rights in Tibet have a distinct character. Such abuses are 
aimed at Tibetans as a people asserting their own identity and their wish to 
preserve it. Thus, human rights violations in Tibet are often the result of 
institutionalised racial and culmral discrimination. If the human rights situation in 
Tibet is to be improved, the issue of Tibet should be addressed on its merits. It 
should be seen as distinct from the overall situation in China. Undoubtedly, the 
Chinese in China suffer from human rights abuses, but these abuses are of an 
entirely different nature. 

In Tibet my people are being marginalised and discriminated against in the face 
of creeping Sinicization. The destruction of cultural artefacts and traditions 
coupled with the mass influx of Chinese into Tibet amount to culmral genocide. 
The very survival of the Tibetans as a distinct people is under constant threat. 
Similarly, the issues of environmental destruction and contamination, which have 
serious ramifications beyond the Tibetan plateau, and economic development 
must be addressed specifically with regard to Tibet. These problems are also 
different from those faced in China. 

It is encouraging to note the growing concern being shown for the human rights 
situation in Tibet by many governments and NGOs around the world. But human 
rights' violations, environmental degradation and social unrest in Tibet are only 
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the symptoms and consequences of a deeper problem. Fundamentally, the issue of 
Tibet is political. It is an issue of colonial nile: the oppression of Tibet by the 
People's Republic of China and resistance to that rule by the people of Tibet. This 
issue can be resolved only through negotiations and not, as China would have it, 
through force, intimidation, and population transfer. 

This hearing is also significant because of the process of change that is taking 
place in China. It offers a historic opportunity for Denmark and other members 
of the international community to reassess their policy towards China, in order 
both to influence and to respond to the changes that are taking place in that 
country. With regard to Tilit I am convinced that the next few years will be 
crucial in bringing about honest negotiations between us and the Chinese 
government. Such negotiations are the only way to promote a peaceful and 
comprehensive resolution of the Tibetan question. 

It is undoubtedly in the interest of the Chinese people that the present totalitarian 
one-party state gives way to a democratic system in which fundamental human’ 
rights and freedoms are protected and promoted. The people of China have 
clearly manifested their desire for human rights, democracy and the rule of law 
in successive movements starting in 1979 with the 'Democracy Wall' and 
culminating in the great popular movement of the spring of 1989. 

China needs human rights, democracy and the rule of law. These values are the 
foundation of a free and dynamic society. They are also the source of true peace 
and stability. A society upholding such values will offer far greater potential and 
security for trade and investment. A democratic China is thus also in the interest 
of the international community in general and of Asia in particular. Therefore, 
every effort should be made not only to integrate China into the world economy, 
but also to encourage her to enter the mainstream of global democracy. 
Nevertheless, freedom and democracy in China can be brought about only by the 
Chinese themselves and not by anyone else. This is why the brave and dedicated 
members of the Chinese democracy movement deserve our encouragement and 
support. 

Democracy in China will have important consequences for Tibet. Many of the 
leaders of the Chinese democracy movement recognise that Tibetans have been ill 
treated by Beijing and believe that such injustice should be redressed. Many of 
them openly state that Tibetans should be granted the opportunity to express and 
implement their right to self-determination. 

In the final analysis it is for the Tibetan and the Chinese peoples themselves to 
find a just and peaceful resolution to the Tibetan problem. 'Therefore, in our 
struggle for freedom and justice I have always tried to pursue a path of 
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nonviolence in order to ensure that a relationship based on mutual respect, 
friendship and genuine good neighbourliness can be sustained between our two 
peoples in the future. For centuries the Tibetan and the Qiinese peoples have 
lived side by side. In future, too, we will have no alternative but to live as 
neighbours. I have, therefore, always attached great importance to our 
relationship. In this spirit I have sought to reach out to our Chinese brothers and 
sisters in the United States, Europe, Asia and Australia. 

Furthermore, in my efforts to seek a negotiated solution to our problem, I have 
refrained from asking for the complete independence of Tibet. Historically and 
according to international law Tibet is an independent country under Chinese 
occupation. However, over the past fifteen years I have adopted a “middle-way" 
approach of reconciliation and compromise in the pursuit of a peaceful and 
negotiated resolution of the Tibetan issue. While it is the overwhelming desire of 
the Tibetan people to regain their national independence, I have repeatedly and 
publicly stated diat I am willing to enter into negotiations on the basis of an 
agenda that does not include the independence. The continued occupation of Tibet 
poses an increasing threat to the very existence of a distinct Tibetan national and 
cultural identity. Therefore, I consider that my primary responsibility is to take 
whatever steps I must to save my people and their unique cultural heritage from 
total annihilation. 

Moreover, I believe that it is more important to look forward to the fumte than 
to dwell in the past. Theoretically speaking it is not impossible that the six million 
Tibetans could benefit from joining the one billion Chinese of their own free 
will, if a relationship based on equality, mutual benefit and mutual respect could 
be established. But, if China wants Tibet to stay with her, it is up to China to 
create the necessary conditions. The reality today is that Tibet is an occupied 
country under colonial rule. This is the essential issue which must be addressed 
and resolved through negotiations. 

Unfortunately, the Chinese goverrunent has yet to accept any of the proposals and 
initiatives we have made over the years and has yet to enter into any substantive 
negotiations with us. Meanwhile, they continue to flood Tibet with Chinese 
immigrants, effectively reducing Tibetans to an insignificant minority in their 
own land. In fact some of my friends call this China's 'Final Solution' to the 
Tibetan problem. 

Tibet - an ancient nation with a unique culture and civilization - is disappearing 
fast. In endeavouring to protect my nation from this catastrophe, I have always 
sought to be guided by r^ism, moderation and patience. I have tried in every 
way I know to find some mumally acceptable solution in the spirit of 
reconciliation and compromise. However, it has now become clear that our 
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efforts alone are not sufficient to bring the Chinese government to the negotiating 
table. This sad state of affairs compels me to appeal to your Government and the 
international community for urgent intervention and action on behalf of my 
people. 

In the first place, the true nature of China's rule over Tibet must be understood. 
China's leaders have for decades, even before the Communist revolution, 
propagated a false and self-serving version of the history of Tibet and of Tibet- 
China relations. Tibet's historical independence and its rich cultural and spiritual 
tradition have been entirely distorted to justify China's invasion, occupation and 
suppression of Tibet. The international community, and even the Chinese people, 
still does not fully comprehend the extent of the destruction, suffering and 
injustice experienced by the Tibetans under Chinese rule. Today the Chinese 
people, especially the intellecmals, closely foUow what happens outside China. 

The Chinese authorities are no longer able to isolate the population from outside 
sources of information. It is therefore immensely important that govermnents and 
non-governmental organisations in democratic countries discuss all aspects of the 
Tibetan issue, from the historical relations between Tibet and China to the 
current violations of human rights, openly and honestly. 

Secondly, China's leaders must be made to realise that the question of Tibet will 
cause ever increasing problems to China domestically and internationally, unless 
it is resolved to the satisfaction of both China and Tibet through earnest 
negotiations, m which all issues can be discussed with honesty and candour. 

Thirdly, we need governments of democratic countries to continue to urge the 
Chinese authorities to respect human rights in Tibet and to enter into serious 
negotiations with us. We appeal for persistent and concerted efforts by the 
international community in bringing about direct and meaningful negotiations. 

Fourthly, in their contacts with leaders and members of the democratic 
movement in China and in exile, governments of democratic countries should 
make clear their expectations with regard to China's future conduct towards 
Tibet. Now is the time for Chinese democrats to make conunitments in this 
respect. 

On our part, we Tibetans will continue our nonviolent struggle for freedom. My 
people are calling for an intensification of the struggle, and I believe they will put 
this into effect. But we will resist the use of violence as an expression of the 
desperation which many Tibetans feel. As long as I lead our freedom struggle, 
there will be no deviation from the path of nonviolence. However, my people 
need hope and encouragement They will find this in the support of the 
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international conununity, if they can see effective and concerted action on the 
issue of Tibet. 

I remain committed to negotiations with China. I have made proposals in this 
regard, which are contained in my Five Point Peace Plan (1987) and the proposal 
1 made at the European Parliament in Strasbourg in 1988. These proposals were 
very well received internationally, and they can still form a rational basis for 
negotiations. But since China has chosen to reject them, I have stated, and I 
reiterate today, our willingness to start negotiations with China without any 
preconditions. I call on all democratic countries of the world to intensify their 
support for this position. And I extend to China's present and fumre leaders an 
invitation to open negotiations as soon as possible in the interests of both the 
Tibetan and Chinese peoples. 
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Chairman CRANE. Thank you, Mr. Gyari. 

Chairman CRANE. We thank you all for your testimony, and all 
written statements will be made a part of the permanent record as 
well. Thank you for appearing today. 

Our final panel includes Dianne Sullivan, Daniel O’Flaherty, 
Eugene Milosh, and Martin Duggan. 

If you could each try to summarize in 5 minutes, all printed 
statements will be made part of the permanent record, and ladies 
first. 

STATEMENT OF M. DIANNE SULLIVAN, DIRECTOR OF TRADE 
POLICY, NATIONAL ASSOCIATION OF MANUFACTURERS 

Ms. Sullivan. Mr. Chairman, my name is Dianne Sullivan, and 
I am the director of trade policy for the National Association of 
Manufacturers. It is my great pleasure to be here, on this side of 
the table, addressing the Trade Subcommittee. 

The China issue always draws a debate, and this year is no 
exception. The NAM is glad for the opportunity to express its views 
to you today. 

The National Association of Manufacturers supports the exten- 
sion of MFN status to China. Indeed, the NAM would like to see 
an end to these annual debates and the granting of permanent 
MFN status to China. 

I am here because U.S. industry believes it is important to 
describe the complexity of our economic and commercial relations 
with China and the stake that U.S. business has in this market. 

To that end, the NAM conducted a survey, the results of which 
have just been released in a report subtitled, “MFN: The Need for 
Normal Commercial Relations.” This report is being circulated on 
the Hill today, and the NAM believes you will find it useful. 

This report gives texture and detail to two specific points. 
Number one, trade with China is important to the U.S. economy, 
and number two, American business is a positive force in China. 

As you well know, we live in a globalized economy today, and 
much of our potential for growth lies outside of our borders. In 
1970, the value of trade equalled just 13 percent of our gross do- 
mestic product. That figure exceeded 30 percent in 1995 and is 
continuing to grow. 

Exports themselves support 15 million workers in this country. 
Exports are critical to our economy and matter to the average 
American worker and average American company far more than 
most people realize. 

Two recent reports produced jointly by the research arm of the 
NAM and the Institute for International Economics have shown 
that wages are on average 15 percent higher, benefit levels are 37 
percent higher, productivity is 40 percent higher, companies’ sur- 
vival rates are 10 percent better, and job growth is 17 to 18 percent 
higher in exporting plants. This applies to small and medium-size 
companies as much as it does to the Motorolas, Caterpillars, and 
Boeings of this country. 

For example, on page 13 of our report, you will see a survey 
entry from Clarcor, Incorporated in Rockford, Illinois. This com- 
pany, with 2,400 employees and 4 PRC nationals employed in 
China, manufactures heavy-duty engine filters for heavy equipment 
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and responded positively that: “Working with the Chinese has been 
productive. They are dependable trading partners who have lived 
up to all their commitments in a timely fashion.” 

The importance of importing should not be ignored, either. 
Imports give U.S. consumers broad and varied exposure to a wide 
variety of reasonably priced goods and continually prompt our 
entrepreneurs to keep up competitively. 

Nowhere are our trading opportunities better than they are cur- 
rently in the Asian Pacific region, and within the region, the great- 
est potential obviously lies in China. The Chinese economy is grow- 
ing at a rate of 8 to 10 percent annually, and economic output is 
expected to reach $10 trillion by early next century. 

In the last 5 years, U.S. exports to China have grown annually 
on average by 22 percent, or two and a half times the total U.S. 
export growth rate. Granted, U.S. exports to China, at $11.7 billion 
in 1995, represented less than 9 percent of China’s total exports, 
but that does not suggest that we should therefore throw up our 
hands and walk away from China. Instead, we should be poised to 
take advantage of increasing consumer demand and should be en- 
gaged with China to better push for more and more market access. 

It is true that our trade with China is currently out of balance, 
but authoritative analysis has shown that the deficit figure is over- 
stated, perhaps by as much as 50 percent. That figure does not nec- 
essarily reflect the extent to which an economy is closed. For exam- 
ple, it is interesting to note that China has attracted more foreign 
investment in the last 5 years than Japan has since World War II. 
In addition, the deficit number by itself fails to demonstrate that 
there has been a major production shift throughout Asia. 

Not only is trade with China in the U.S. national interest, but 
American companies contribute to improved human conditions in 
China. Our report contains many examples of this. And if you will 
take a look at this to see that U.S. company presence in China has 
contributed to the development through employment and other- 
wise, of a whole new enlightened and consumer-oriented Chinese 
middle class, and we hope that our continued presence there will 
ensure its existence. 

To close, when we are speaking of restricting MFN, what we are 
really talking about is unilateral sanctioning. Unilateral sanctions 
cause difficulties and instability for U.S. business and our workers, 
not to mention the Chinese workers employed in China by our com- 
panies. Any restrictions are sure to bring retaliation and will en- 
sure solely to our competitors’ benefit. Rather than shooting our- 
selves in the foot, we should aim to develop more areas of common 
interest with the Chinese and continue through varying means to 
support and develop stable bilateral commercial ties. 

Mr. Chairman, international trade is here to stay. So is develop- 
ment in China. It is our responsibility to remain engaged with the 
Chinese on a consistent and stable basis. 

Thank you for this opportunity to testify. 

[The prepared statement and attachments follow:] 
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Testimony of 
M. Dianne Sullivan 
Director of Trade Policy 
The National Association of Manufacturers 
iime 11, 1996 


Mr. Chairman. My name is Dianne SulUvan, and I am the Director of Trade Policy 
for the National Association of Manufacturers (NAM). I would like to thank you for 
organizing this important and timely hearing and for giving us this opportunity to express our 
views. 


The NAM supports the extension of most-favored-nation status (“MFN") to China; 
indeed, the NAM would like to see an end to the sumual debates over this matter and the 
granting of permanent MFN status to China. U.S. industry believes it is important te 
understand the complexity of our economic and commercial relations with C^na and the 
stake that U.S. business has in this market. 

To that end, the NAM has just released a report, subtitled MFN: The Need for Normal 
Commercial Relations. This report is based on the results of a member company survey and 
gives texture and details to two specific points: 

FIRST, trade with China is important to the U.S. economy, and 

SECOND, American business is a positive force in China. 


INTERNATIONAL TRADE; THE ENGINE OF JOBS AND STABILITY 


We live in a globalized economy today. 'Hiere is no question that business is an international 
affair. Where once our economy was largely seif'Contained, it is now interdependent with 
the economies of the rest of the world. 

In this post-Cold War era, U.S. national security and economic security have become 
distinctly intertwined. Trade, while it has not replaced other foreign policy considerations, 
has certainly become, in its own right, a major foreign policy issue. 

Not only would it be difficult, practically speaking, to disengage from the global 
economy, but it would be fcKriish. Much of our potential for economic growth lies outside 
our borders. The United States con^)rises only 4 percent of the world’s population and we 
are at near-zero populaticm growth. Future opportunities are really coming, in Urge part, 
from the other 96 percent of the wcnld, and we must continue to reach for them if we intend 
to preserve and expand our world leadership position. (See Chart A.) 

Statistically, it is clear that international trade is an increasingly integral part of the 
U.S. economy. In 1970, the value of trade equaled just 13 percent of the U.S. gross 
domestic product (GDP). That figure exceeded 30 percent in 1995, and is continuing to 
grow. Imports have given U.S. consumen broad and varied exposure to a wide array of 
reasonably priced goods, and continually prompt our innovators to keep up competitively. 
Exports support 15 million workers in this country. Millions of other woiiters, whose jobs 
are not dir^y or indirectly supporting exports, also benefit hrom working for companies 
whose success and fitness have been notic^Iy improved by retooling to export. In fact, 
two recent reports. Why Exports Realty Manerl (1^5) and Why Exports Matter: Morel 
(1996), document that exporting matters to the average American worker and average 
American company far more than most people realize, because: 

• wages in export plants are on average, 15 percent better; 

• benefit levels are 37 percent higher; 

• productivity is 40 percent greater; 

• exporting improves company survival rates by 10 percent; and 

• job growth is 17-18 percent greater. 

According to the U.S. Commerce Department, every billion doUan of exports supports over 
IS.CXX) jobs. Expanding trade has been, and will continue to be, critical to creating good, 
high-wage jobs here at home. 
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Nowhere are our trading opportunities greater than they are currently in the Asia-Pacific 
region. The change in this region in the last 50 years is extraordinary. Asian nations have 
transformed themselves into some of the most dynamic economies anywhere in the world, 
and their future potential is enormous. Within the region, the greatest potential obviously 
lies in China, a country encompassing more than one fifth of the world’s population. (See 
Chart B.) 

China’s economy is growing at an annual rate of S-10 percent, and economic output is 
expected to reach $10 trillion by early next century. U.S. exports to China in 1995, at $1 1.7 
billion, represented less than 9 percent of China’s total $132 billion in imports, so there is 
definitdy room for growth. As China’s consumption ^ility expands, the United States 
should be there to fill the demand. 

In fact, in the last five years, U.S. exports to China have grown annually, on average 
by 22 percent, or two-and-a-half times the total U.S. export growth rate. Given China's 
size, this country represents one of the United States’ fastest growing, elastic export markets 
— U.S. export sales to China already out-pace U.S. export sales to France, to Italy, to 
Switzerland and to Australia. Of our top principle exports to China, most have b^n 
consistently growing. (See Chart C.) Additionally, increasing export rates can be compared 
to decreasing rates of import acceleration, suggesting positive market development, 
increasingly available investment monies and growing consumer demand in China. (See 
Chart D.) Chinese infrastructure needs, estimated by the World Bank to be nearly $750 
billion over the next decade, must be supplied from overseas. The United States needs to be 
poised to win contracts to supply such ne^s. 

It is true that our trade with China is currently out of balance. Whether, and to what 
extent, a bilateral trade deficit is damaging is debatable — and would be better addressed in 
another forum. Suffice it to say, trade figures should be examined carefully and used in 
proper context if they are to be meaningfully applied. While China does have significant 
trade barriers to U.S. exports which need to be addressed, it is important to recognize that 
trade deficit figures do not necessarily reflect the extent to which an economy is closed. For 
example, it is interesting to note that China has attracted more foreign investment in the last 
five years than Japan has since World War II. 

Authoritative analysis has also shown that the U.S./China deficit figure as a number is 
overstated, perhaps by as much as 50 percent. Many of our exports to Hong Kong are re- 
exported to China, but are only recorded statistically as exports to Hong Kong. In contrast, 
imports brought through Hong Kong are fully ascribed to China, even though perhaps a 
quarter of the value of (hose goods goes to the Hong Kong "re-exporters.” Import numbers 
sdso fail to exclude the value of foreign inputs used in Chinese prt^uction, which would 
reduce the value of U.S. imports of Chinese goods substantially. 

The bilateral trade deficit figure also fails to demonstrate that there has been a major 
shift in production throughout Asia. From 1987-1995, as investment has shifted, the 
combing U.S. deficit with Taiwan, Hong Kong, South Korea and Singapore declined from 
$34 billion to approximately $6 billion, while the deficit with China climbed from $3 billion 
to $35 billion. (See Chart E.) 

Looking at the trade deficit figure in a vacuum makes the trade imbalance look much 
more ominous than perhaps it is. This is not to say that Chinese policies and practices which 
block or hinder access to U.S. products must not be dealt with in a forceful and constructive 
manner under U.S. trade laws — they should be. U.S. exports to China need to increase. 

U.S. MANUFACTURERS ARE ACnVELY mYQLVED IN TRADE WITH CHINA 

There is not one state in the United States that is not exporting goods to China. 

Cumulativdy, these exports have increased by more than 34 percent in the last two years. 
Consumers in every state also benefit from increased selection and affordable prices of goods 
imported from China. 

To provide real examples of U.S. manufacturers* involvement in the China market, 
the NAM conducted a survey of its member companies, similar to one done two years ago. 
Evidence of progressive trade with China is apparent in our 1996 manufacturer survey 
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returns. A whole host of new respondents who had not participated in the 1994 NAM China 
survey and trade report (entitled: The United States and China; Valuing the Relationship) 
submitted statements demonstrating that large and small manufacturers alike continue to be — 
and are becoming — interested in China as a trading partner. More than 65 percent of our 
repeat respondents have increased their presence in China in the past several years, some 
quite substantially, as documented in the manufacturers' table included in our report. 

Not only is trade with China in the U.S. national interest, but, even more than in 
1994, it is the position of the NAM that American companies contribute to improved human 
conditions in China. Through the products, employment opportunities, better employment 
benefits packages, education and training, exposure to sound business practices and values 
and outlook that U.S. companies offer their Chinese employees, a whole new enlightened and 
consumer-oriented Chinese middle class is developing. TT^is trend is almost irreversible, and 
our presence in China will ensure that it becomes so. 

CONCLUSION 

For the above reasons, the NAM supports President Clinton’s decision, announced Monday, 
May 20, 1996, and formally communicated to the U.S. Congress on May 31, 1996, to 
extend MFN status to China for another year. In fact, the NAM would support permanent 
extension of MFN to China if that were possible today. 

The NAM believes that those who advocate restricting or revoking MFN for China 
seem to lose sight of the importance of international trade to the United States and the 
probable consequences of restrictions. Exporting creates increased operating revenue for 
business, which translates into increased production, efficiency, research and development, 
and, of course, jobs. 

Any restriction of MFN is sure to bring retaliation. Disruption in the trade arena, 
while necessary at times, creates difficulties and instability for U.S. business and our 
workers, not to mention the Chinese workers employed in China by our companies. U.S. 
investors deserve a stable, predictable commercial environment for the investments they have 
already made and for the future business they are trying to develop. So does the Chinese 
worker, as he or she is beginning to embrace newly understood opportunities, freedoms and 
successes. 

As for the many Chinese policies and practices with which the United States takes 
issue, as stated by the President on May 20. extension of MFN is not a blanket 
referendum on all China policies. However, engagement and stable commercial relations 
provide the United Slates with a platform from which to exercise some influence over 
Chinese development in trade and other areas. 

International trade is here to stay. So is development in China. It is our 
responsibility to ourselves and to the world to remain engaged — to promote market reforms, 
democratic principles and personal freedoms in China; and to promote jobs, economic 
strength and competitiveness here at home. U.S. manufacturers play a strong role in this 
capacity, and they should be encouraged to continue to do so, through the maintenance by 
both China and the United States, of normal, stable bilateral commercial relations. 
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*Based on U.S. Government estimates of growth in foreign ** Merchandise exports were $512 billion in 199A. 

export markets and the assumption that the U.S. share of They are projected to rise to $968 billion in 

those markets remains constant. 2010 in constant 199A dollars and $1,183 billion 

in current dollars, based on historic trends in 
export price Inflation. 




CHART B 
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Source: U.S. Commerce Department, Brookings Institute; 
China is an adjusted amount reflecting true export values. 
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Source: U.S. Commerce Department 
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Source; U.S. Commerce Department 
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Chairman Crane. Thank you, Dianne. 

Chairman Crane. Mr. O’Flaherty. 

STATEMENT OF DANIEL O’FLAHERTY, VICE PRESIDENT, 
NATIONAL FOREIGN TRADE COUNCIL, INC. 

Mr. O’Flaherty. Thank you very much, Mr. Chairman. 

I am Daniel O’Flaherty, vice president of the National Foreign 
Trade Council, which is an association of more than 500 American 
companies engaged in international trade and investment. 

I am here this afternoon to express our strong support for uncon- 
ditional most-favored-nation treatment for China and to express 
our concurrence with the aspirations that were implicit in the testi- 
mony of the previous panel. On ends we do not disagree; on means, 
we do disagree. 

In fact, we think it is time to consider giving China most-favored- 
nation status on a permanent basis and move beyond the debate 
that we are annually engaged in on this issue. To move in the op- 
posite direction is not a realistic option for the United States. 
Rupturing commercial relations with China, with the inevitable 
costs to the U.S. economy and our future relationship with the Asia 
Pacific region, is precisely the wrong way to address the numerous 
tensions and issues between the United States and China. Revok- 
ing or conditioning MFN would eliminate the leverage that the 
United States does have on China at a vep' high cost to U.S. em- 
ployers, workers and consumers. Such action is clearly not in our 
National interest, and on this score, we echo and concur with the 
many expressions of that opinion which you have already heard. 

There are four aspects of our relations with China which I would 
urge the Subcommittee to take under serious consideration. 

The first is simply that the annual debate in the United States 
about most-favored-nation treatment for China has become increas- 
ingly unproductive and ineffective. 

Second, this debate no longer is merely about United States- 
China relations, but involves broader regional, economic, political 
and strategic interests of central importance to the United States. 

Third, U.S. economic interests in China itself are enormous and 
growing rapidly, having significant implications for future 
American prosperity. 

Finally, it is crucial that the United States take a longer term 
view of relations with China that recognizes the role of private 
business in bringing China into the world trading system and liber- 
alizing Chinese society. 

Certainly, there are levers other than most-favored-nation status 
that are effective in influencing the way in which that development 
takes place. Mr. Jendrzejczyk of Human Rights Watch mentioned 
several of them in his testimony just now. They include negotia- 
tions for Chinese accession to the World Trade Organization, and 
they include the recent action of the Export-Import Bank in deny- 
ing credits for American companies to participate in Three Gorges 
Dam. We regretted that decision, but it certainly is an effort to 
affect a segment of Chinese behavior. 

In closing, I would like to comment on an argument which a 
prior witness advanced this morning, that we should not be too 
concerned about the impact of withdrawal of MFN for China on 



197 


Hong Kong, on the basis that it is unlikely that the resolution of 
disapproval will in fact pass. 

Surely, making empty threats makes them less credible, and in 
this case, it seems to me unproductive to debate the withdrawal of 
MFN, which is the commercial equivalent of withdrawing diplo- 
matic relations, while publicly arguing at the same time that the 
consequences do not matter because it will not happen. 

It is time that we recognize that just as the threat of massive 
nuclear retaliation against the Soviet Union ultimately lost its 
credibility, so too has the threat of revoking China’s MFN status. 
The reason is the same — retaliation would impose unacceptable 
costs on the United States with little chance of affecting Chinese 
behavior. To continue to make the threat and to conduct an annual 
debate about carrying it out can only undercut the real impact that 
the United States can have with the interdependence of our 
economic relations with China. 

I thank you for the opportunity to testify. 

[The prepared statement follows:] 
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TESTIMONY OF DANIEL O’FLAHERTY 
VICE PRESIDENT OF THE 

NATIONAL FOREKR^ TRADE COUNCIL, INC 

BEFORE THE 

COMMITTEE ON WAYS AND MEANS 
SUBCOMMITTEE ON TRADE 

JUNE n. 1996 


Mr. Chairman, Members of the Subcoosnittee on Trade I am Daniel O’Flaherty, Vice 
President of the National Foreign Trade Council, an assodation of more than 500 U.S. companies 
engaged in international trade and investmefit I am very (leased to testify today on the vitally 
important topic of the impaa of Most-Favored-Nadon (MFN) on U.S -China economic relations. 
The NFTC’s membership is drawn from afl sectors of the U.S. economy, including basic 
manufacturing, financial services, energy, high technology and agricultural, and, therefore, 
represents the broad range of U.S. commoce with China. 

The National Foreign Trade Council strongly su|^rts contiiiuation of unconditional 
most-favored-nation status with China. In fact, we believe it is time to consider granting 
permanent MFN to China To move in the opposite direction by revoking MFN is not a realistic 
option for the United States We are coovioced that rupturing comoiercial relations with China, 
with the inevitable costs to the U.S. economy and our diture relationship with the Asia-Pacific 
region, is precisely the wrong way to address the luimerous tensions and issues between the 
United States and China. Revoking or conditioning MFN would eliminate the leverage that the 
U.S. does have on China at a very high cost to U S employm and workers. Such action is 
clearly not in our national interest. 

As a business community we would tike to see a more stable and predictable relationship 
with China that encourages greata individual liberty and adherence to intenuuionai norms of 
behavior in all areas, including commerdal practice There are four aspects of our relations with 
China which I urge your subcomouttees to take under serious consideration: 

( 1 ) The annual debate in the U.S. about MFN for China has become increasingly 
unproductive and ineffective; 

(2) This debate is no longer merely about U.S.-China relations, but involves broader 
regional economic, political and strategic intere^ of central i^^)ortance to the U.S , 

(3) U.S. economic interests in Cluna itself are enormous and growing rapidly, having 
significant implications for future American prosperity, and 

(4) It is crucial that the U S take a loager-lenn view of relations with China that 
recognizes the role of private business in bringing China into the world tradmg system and 
liberalizing Chinese society 

1 would like to elaborate briefly on these four basic points 

1 The annual debate in the U S about MFN for China has become increasingly 
unproductive and ineffective . 

For seven years the Congress has conducted an annual debate about China’s MFN status 
under the Jackson- Vanik amendment to the Trade Act of 1974. The result has been that the 
entire U.S.-China relationship has been challenged each year on the narrow basis of bilateral trade, 
and normal commercial relationships have been held hostage to a wide array of non-commercial 
concerns Each year the bu^ness community has stressed that MFN is the normal tariff standard 
for conducting trade and in no sense a *’&vor.'’ It is in fiut the basic building block of our global 
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trading system and is critical to keeping markets open for the United States, which is the world’s 
largest trader. There are only six nations to whom the U.S. does not extend MFN — Afghanistan, 
Cambodia, Cuba, Laos, North Korea and Vietnam ~ and we are in the process now of granting 
MFN to one of them, namely, Cambodia. To revoke MFN for China ~ one of the world’s great 
emerging powers — would be the commercial equivalent of suspending diplomatic relations. We 
cannot build a lasting commercial relationship based on Smoot-Hawley tariffs. 

It is time that we recognize that just as the threat of massive nuclear retaliation agunst the 
Soviet Union ultimately lost its credibility, so too has the threat of revoking China's MFN status. 
The reason is the same; retaliation would impose unacceptable costs on the U.S. with little chance 
of affecting Chinese behavior. To continue to make the threat and to conduct an annual debate 
about carrying it out can only undercut the very real impact which the U.S. can have through the 
interdependence of our economic relations with China. We should, instead, pursue policies that 
encourage China to be a more responsible member of the international community. 

We are convinced that there is far more to be gained through a policy of long-term 
pragmatic engagement that moves toward permanent within a structure of enforceable 
bilateral and multilateral agreements China's eventual entry into the World Trade Organization 
(WTO) under a commercially acceptable protocol is essential in this regard. This is precisely 
where we should be focusing our efforts in establishing a more sound commercial relationship. 

We also should vigorously use all the trade tools we have available under U.S law to address 
major concerns and problems in our trade and investment relationship with China. Our current 
Section 301 dispute with China over its enforcement of the 1995 intellectual property rights 
agreement is one example of this approach, and theNFTC endorses the Administration’s efforts 
to ensure that China complies with the terms of negotiated trade agreements 

The NFTC believes that we should make clear to the Chinese leadership that the United 
States is willing to grant permanent MFN to China and to stop using what is essentially a cold war 
trade law. In return, China should demonstrate that it is willing to live in the post-cold war global 
economy based on unequivocal commitment to adhere to bilateral trade agreements, full 
acceptance of multiiatenU trade rules and agreements under the WTO, and provision of equitable 
market access to U.S. exporters. It is time to move beyond past approaches and to implement 
new ones which would promote ^ndamental U.S economic interests. Attempting to use a cold 
war trade law as the vehicle for addressing the entire U.S. -China relationship is not working and 
has outlived its usefubess. New, more positive approaches are called for, which will lead to 
improved and normalized relations between the United States and China. 

2, The U.S. cannot pursue its vital economic and other bterests in the Asia-Pacific region 
without improving commercial relations with China 

One result of China’s dramatic economic expansion of the past decade has been the 
transformation of its commercial relations with hs neighbors, most especially Japan, Taiwan, 

South Korea and the ASEAN nations. It has become part of the conventional wisdom that Asia 
presents the greatest opportunity for the expansion of US exports in the next decade and 
beyond. U.S. trade wth Asia is now more than double our trade with Europe and is growing 
rapidly. Accordmg to the USTR, Asia, excluding Japan, vnil be our largest export market by 
2010, with exports estimated to reach $284 billion. Asia is the fastest-grovking region in the 
world, accounting for almost 30% of world GDP, and China leads all other countries in its rate of 
economic growth. 

The commercial importance of the region goes beyond the simple growth statistics. It is, 
in fact, not possible to disentangle U.S commerce with China from that with the region. If U.S. 
companies were locked out of the Chinese market as a result of retaliation, they would also be 
excluded from major business opportunities in other Asian countries whose economies are 
bcreasbgly intertwined with China’s market. U.S. companies would be unable to take part in 
joint ventures and indirect trade with China throu^ countries such as Singapore, Taiwan, 
Malaysia, South Korea and, of course Hong Kong. 

It is vital to the U.S. economy to be able to participate fully in the growth of the Asia- 
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Pacific market. It is also a key factor in achieving other U.S. objectives in the region, such as 
encouraging and sustaining fi'ee market deroocracaes and maintaining strategic stability in the 
region. It is worth noting that even the most pro-democratic forces in Hong-Kong have long 
supported continued MFN because they fully realize the destabilizing impact its elimination would 
have on Hong Kong as it approa^tes the 1997 date for returning to Chinese sovereignty. The 
development of the Asia-Pa^c Economic Cooperation (APEC) forum also bears witness to the 
importance that the countries of the region place on continued U.S. engagement through 
normalized and expanding commercial relationships. 


3. The economic stakes for the US in China itself are enormous . 

Revocation of MFN would certainly lead to Chinese retaliation against the $12 billion in 
annual U.S. exports of goods and services to China. According to the [ntemational Business and 
Research Corporation, revocation of MFN would cost U.S. consumers $27 to $29 billion a year 
and put 190,000 U.S. jobs at risk by curtailing $13.6 billion of U.S exports to China We should 
be under no illusion that China’s leader^p would not be willing — or able — to subordinate 
China's increasing prosperity and economic growth to their perceived need to retaliate strongly 
against aggressive U.S. action And trade would not be the only casualty. A trade war of such a 
magnitude would also undoubtedly retaliate against U S. investors The recent Chinese purchase 
of Airbus aircrafi is a very good example of the reaction we should expect. 

U.S. exports to China have doubled since 1990 and grew 27 percent in 1995. Revoking 
MFN would cost many thousands of high- wage, technology-related jobs which are central to 
U S. economic growth. The consequences of revoking MFN could not be reversed because our 
companies would be quickly supplanted by our trading competitors who would not soon be 
displaced, if ever. 

In addition to the direct economic benefits U.S companies gain by their China business, 
they are helping to improve the lives of many Clunese people This takes place through training 
senior level Chinese managers and engines in U.S. company management practices and technical 
skills, and scholarships provided for Chinese sit^ents to study in the United States U.S. 
companies are actively engages in cultural exchange programs, man of which are at the local 
levels in the communities in which they operate 

Revocation of MFN wovdd senously xt back, if no\ destroy, all of these positive 
economic and other benefits that U.S. companies are helping to bring about by virtue of their 
business vnth Cluna. Such action is just not a realistic or efifective option for the United States 
It would radically destabilize a relationship witich calls for stable management and effective 
diplomacy. 

4, U S business has an important rc^e to fdav in liberaliznut Chinese society and 
integrating it into the world trading system 

Just as commerce does not provide the sote leverage to alter Chinese behavior, the private 
sector cannot reasonably expect to transform a vast nation with an ancient culture. The 
expanding market economy has, however, had a rOTiarkable impact on China U.S -Chinese 
economic ties have played a very important role in that transformation. These changes in China 
are irreversible. As a result, there has been a dramatic increase in the standard of living for 
China’s citizens, and access to infonnation has ^e^ly reduced the effectiveness of state control. 
While increased economic fi'eedora has obviously not yet been translated into political freedom, it 
is an essential precondition for greater pluralism This has certainly been the successful path that 
South Korea and Taiwan have pursued. Conversely, there is no evidence that attempting to 
isolate China would lead to a more rapid expansion of civil and political liberty. 

The vitality and explosive growth of the Chinese economy are, in foct, matters of concent 
to many in China’s leadership precisely for these reasons. TheU.S. should be on the side of the 
Chinese population, which benefits fi’om the steady expansion of personal opportunity and which 
welcomes the participation of American companies in improving their lot. 
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In conclusion, the NFTC believes it’s time to develop a normal commercial relationship 
with China by extending permanent MFN and by bringing China into the WTO on a solid 
commercial basis. It is in our overall national interest to do so, and it is also in the best interest of 
the Chinese people. Moving in the opposite direction would isolate the United States, threaten 
many thousands of U.S. export-related jobs and set back U.S. relations with not only China but 
with many other countries. We would not achieve any of our major policy objectives with China, 
whether it is in the human rights, non-proliferation or trade areas 

President Clinton and the Congressional leadership recognize that it is in our national 
interest to continue MFN for China. We urge the entire Congress to also recognize that revoking 
or conditioning MFN is part of the problem, rK>t part of the solution, in addressing our various 
concerns with China. 

Thank you for the opportunity to testify. 
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Chairman Crane. Thank you, Mr. O’Flaherty. 

Chairman Crane. Mr. Milosh. 

STATEMENT OF EUGENE MILOSH, PRESIDENT, AMERICAN 
ASSOCIATION OF EXPORTERS AND IMPORTERS NEW YORK, NY 

Mr. Milosh. Thank you, Mr. Chairman. I am Gene Milosh with 
the American Association of Exporters and Importers. We are an 
association of some 1,200 U.S. firms, and we are close observers of 
U.S. trade laws and regulations, especially Customs regulations. 
Some 30 percent of our members are multinationals, with the other 
70 percent in the medium to small size range. 

Because a large portion of AAEI’s membership engages in United 
States-China trade, the Association strongly supports renewal of 
China’s MFN status for the coming year. Renewal would ensure 
American companies access for another year to the enormous eco- 
nomic opportunities being created as China opens its markets to 
U.S. and other foreign goods. 

Additionally, failure to renew China’s MFN status would cause 
a reduction in the supply or an increase in the cost of many basic 
consumer products purchased by Americans and industrial 
products with components from China. 

We strongly support the President’s 1994 decision to de-link 
human rights issues from the annual renewal of China’s MFN 
status. As we testified in the past, we believe that the threat of ter- 
minating China’s MFN status is neither an appropriate tool for ad- 
dressing human rights concerns nor an effective one. We urge the 
members of the Trade Subcommittee to take a strong stand in en- 
suring that human rights issues are kept separate from U.S. trade 
relations with China, as is the case with almost all of our other 
trading partners. 

As stated, AAEI supports the President’s efforts to focus atten- 
tion on human rights concerns in China. However, we do not be- 
lieve that terminating China’s MFN status will contribute to this 
worthy objective. Specific trade disputes may be resolved by utiliz- 
ing more appropriate, narrower trade remedies and multilateral 
fora. AAEI supports initiatives by some in China to grant China 
MFN status on a more permanent basis. 

Terminating or threatening to terminate China’s MFN status 
would seriously hinder significant U.S. interests. For various politi- 
cal, historic and cultural reasons, Chinese leaders are likely to re- 
taliate, particularly against U.S. investments. More importantly, 
revocation of China’s MFN status would weaken those in China 
most sympathetic to our political objectives and put at risk the 
economic and political development occurring in China. 

Experience in Taiwan, South Korea and elsewhere suggests that 
this development would pave the way over time for the political 
and economic liberalization we seek, such as currency convertibility 
and reduction in tariffs, which have recently been announced. 

In sum, AAEI strongly supports renewal of China’s MFN status 
after July 1996. Terminating China’s MFN status is neither good 
trade policy nor good foreign policy. MFN status for China is the 
best prescription for achieving both our political and economic ob- 
jectives. Keeping with these objectives, AAEI strongly urges the 
Trade Subcommittee to seriously explore a long-term or permanent 
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renewal of China’s MFN status which recognizes a de-linkage of 
human rights concerns from MFN. A more stable, dependable trade 
relationship will encourage China to further open its markets to 
U.S. goods and services, with associated benefits to the U.S. 
economy and our international competitiveness. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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THB MBBICAM ASSOCZATIOV OP m POME ftS AMD IMPOSTERS (AAEI) 
STATBBMT OM UNITED 6T1TSS-C&XHA TSADB SBIATIONS AND 
™nn. OF CBZMA*S MOST-FATaRBD-MATiaM (MFM) STATUS 


Intr odnction and Background 

Good Borning, Chairaan Crane and Beabera of the Trade SubcoBBittee . 
My name is Eugene Milosh, and I aa President of the Aserican 
Association of Exporters and Importers (AAEI) . 

AAEI is a national organization comprised of approximately 1,200 U.S. 
company-members who export, import, distribute and manufacture a 
complete spectrum of products, including chemicals, electronics, 
machinery, footwear, food, toys, specialty items, textiles and 
apparel. Members also include firms and companies which serve the 
international trade community, such as customs brokers, freight 
fbrwarders, banks, attorneys, insurance firms and carriers. Many of 
AAEI's member firms and companies have or are considering investment 
in China. 

U.S. businesses in these areas of international trade will benefit, 
either directly or indirectly, from a decision to extend 
Most-Favored-Nation (HFN) status for China beyond July of 1996. A 
substantial number of AAEI exporters and importers are currently 
engaged in direct trade with China, with many AAEI retailer members 
sourcing as much as 30% - 40% of imports from China. Overall, more 
than one-half of AAEI's membership is involved in trade with China in 
some capacity. Considering the importance of continued China HFN for 
U.S. industry, including AAEI's members, we urge the Administration 
and Congress to revamp U.S. policy in an effort to avoid the annual 
MFN debate. To this end, AAEI supports President Clinton's 1994 
decision to de-link human rights concerns from HFN consideration and 
urges serious exploration of long-term or permanent renewal of 
China's KFN status. 

U.S. -China trade and investment has grown tremendously in volume and 
complexity since the U.S. first accorded China HFN status. Total 
trade has more than tripled since 1991 and nearly doubled since 1990. 
Total cumulative U.S. Investment in China is rapidly increasing, and 
China is one of our fastest growing export markets, purchasing an 
estimated $13 billion in U.S. goods and services last year. 

MFN status is the cornerstone of normal commercial trading 
relationships with countries worldwide, including China, and is a key 
aspect of the bilateral trade agreement with China negotiated in 
1979. The term "most-favored-nation" is a misnomer, suggesting some 
sort of privileged trading relationship. In fact, we grant most of 
the world's nations KFN status, ^ich merely entitles a U.S. trading 
partner to the standard tariff rates available to other trading 
partners in good standing. The U.S., like most other countries, 
maintains two complete tariff schedules — one set of standard rates 
for HFN countries, and a second set of often prohibitive rates for 
non-MFN countries. The tariff differential between these rate 
schedules generally ranges from 10% tp 50%, and can be as high as 
100% or more for some products, so that the loss of HFN status can 
effectively price a country's exports to the U.S. out of the market. 
The additional cost associated with denying HFN status would be paid 
for by U.S. companies and consumers. 

AaxT Bimpoirts Unconditional MFW Renewal 

AAEI strongly supports the President's 1994 decision to de-link human 
rights issues from the annual renewal of China's HFN status. As we 
testified in previous years, we believe that the threat of 
terminating China ' a HFN status is neither an appropriate nor 
effective tool for addressing human rights concerns. He urge the 
members of the Trade Subcommittee to take a strong stand in ensuring 
that human rights issues are kept separate from U.S. trade relations 
with China, as is the case with almost all of our other trading 
partners . 
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The Chinese market is already the world* s third largest, according to 
an International Monetary Fund (IMF) study, and has continued to grow 
at an annual rate of more than 10%. This market is simply too 
important to our future international competitiveness and to the 
battle against inflation in the U.5. to ignore or to jeopardize 
through an unstable trading relationship. As President Clinton has 
recognized, MFN is the essential cornerstone for a long-^term, stable 
bilateral relationship with China in both the economic and foreign 
policy realms. Any annual review process introduces uncertainty, 
weakening the ability of u.S. traders and investors to make long run 
plans, and saddles U. S/China trade and investment with a risk factor 
cost not faced by our International competitors. 

AAEI members agree that hiiman rights Issues warrant our attention and 
further bilateral negotiations between the U.S. and China. However, 
the Association does not believe that the threat of terminating MFN 
is an appropriate or constructive tool for pursuing this important 
U.S. foreign policy objective. History suggests that despite China's 
strong interest in trade with the U.S., efforts to impose our will on 
the Chinese government through a series of public demands will prove 
to be counterproductive. MFN is the foundation on which the U.S. 
bilateral relationship with China rests. 

Terminating MFN for China would not simply result in higher tariff 
rates for some imported goods; it would sever the basic economic — 
and, consequently, geopolitical — relationship between the two 
countries. It would also strengthen those in China who desire to see 
the People's Republic turn inward again, away from ideologically 
threatening capitalist influences, and would weaken those 
liberalizing forces that we seek to encourage. This would be 
particularly tinfortunate while the leadership situation in China 
remains unsettled. 


Chi«a»a Post^ufie KPlf Status Should Be Renewed 

AAEI supports the President's human rights objectives. For reasons 
noted above, we do not believe that the unilateral threat to 
eliminate MFN — and the uncertainty associated with annual MFN 
debates — furthers either U.S. foreign policy or trade objectives. 
As an association of companies engaged in trade with China, the 
balance of our commente will focus on the trade and economic aspects 
of the debate. This, however, should not in any way be construed to 
suggest any lesser interest in the successful resolution of U.S. 
human rights concerns in China. 

China has made some good faith efforts to respond to U.S. 
market'-opening initiatives. Among important developments, China has 
agreed to remove high tariffs on hundreds of U.S. imports, increase 
transparency with regard to its trade, operations and move towards 
currency convertibility. 

There are a number of other reasons for supporting the continuation 
of HFH treatment for China. Trade with China must be kept open to 
maintain benefits to U.S. industry of a bilateral economic 
relationship with Oiina. Failure to renew MFN would threaten the 
jobs of thousands of U.S. workers producing goods for export to China 
and would harm American businesses relying on Chinese imports for 
their livelihood. Tariffs, \rtiich are at an average 4% • 5%, would 
skyrocket to as high as 110 % in some cases, increasing costs to 
American consumers by billions of dollars. In many cases, this 
increased cost would be inflationary and fall most heavily on those 
Americans least able to beeo: the burden. 
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An MFW Cat-Off Would HarM U.S. Iroorters 

The loss of China ' s HFN status would also have both innediate and 
long-term consequences for AAEI members and the entire importing 
community. In the short-term, they would incur significant losses 
on merchandise already contracted for sale at a specific price, but 
not yet delivered. Payment for these orders are often guaranteed by 
irrevocable letters of credit. If duty rates increased from Column 1 
to Column 2 levels before Customs clearance, these companies would be 
required to absorb the increases or pass them on to American 
consumers. American companies and American consumers, not Chinese, 
are harmed by increasing duty rates for merchandise which was 
previously ordered. 

Over the longer term, the cost of delays, lost time, and 
unavailability of alternative supply could be even more damaging to 
businesses than duty increases. Many consumer products imported from 
China are not available in the U.S., and alternativ sources of 
supply overseas would likely be much more costly tha-' .ninese goods, 
of lesser quality, or unavailable altogether. The difficulties and 
uncertainties of trade with China have already pushed U.S. importers 
to search for alternative sources of supply. With the long lead 
times necessary for orders in many industries, some companies could 
easily lose a whole season, or even a whole year. This could cause 
major economic hardship. Companies would be forced to raise prices 
on goods, with consumers bearing the ultimate biirden. In most cases, 
U.S. producers would not benefit from a cut in supply of Chinese 
goods because of their inability to produce competitively-priced 
products. Yet, a reduction in supply of these basic consumer items 
would cause considerable hardship for Americans with limited incomes 
who purchase basic-necessity consumer goods imported into the U.S. 
from China. With the growing threat of a higher inflation rate, this 
is a poor time to increase the U.S. cost of living. 

Termination of China's HFN status could also make it difficult for 
U.S. companies to obtain products which are not easily accessible 
from other countries. In the case of textiles and apparel, U.S. 
quotas limit the amount of merchandise which can be imported from 
foreign countries. Thus, even countries which might have the ability 
to provide a somewhat competitive supply of a particular product may 
be unable to do so because they have filled their "quota” for the 
year. Furthermore, when quota is in short supply, as it most cer- 
tainly would be if China HFN status were terminated, U.S. importers 
would pay a premi\im for quota itself, and provoke quota calls based 
on surges from countries not under quota. 


An HFIf Cut-Off Would Also Harm D.S. Broortars 

Failure to renew China's HFN status would ham U.S. exporters as well 
as importers. China represents a significant, and very promising, 
market for U.S. exports, with approximately $13 billion worth of 
American goods purchased by the Chinese last year. The Department of 
Commerce estimates the value of U.S. -China trade and investments will 
be $600 billion in the next five to seven years. Historically, China 
has been quick to retaliate against foreign countries perceived as 
interfering with domestic issues. It would not be surprising for 
China to withdraw HFN for American goods and services and to limit 
U.S. investment and government procurement opportunities in response 
to elimination of HFN for Chinese goods. In fact, in 1987 during 
negotiation of a bilateral textile agreement with the U.S., China 
threatened to find another supplier for the nearly $500 million worth 
of annual U.S. agricultural exports to China. More recently, U.S. 
aircraft exports have been threatened. 
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Unilateral U.S. action against China would cause a severe blow to 
U*S. exports to C3iina. In addition to a possible loss of $13 billion 
in U.S. exports, loss of the Chinese market would have a significant 
impact on some of our most competitive industries — agriculture, 
aircraft, heavy equipment, machinery, telecommunications and 
chemicals. And, with our Western allies keeping the door open for 
many of their goods to China, the hard*%ron U.S. market share could 
disappear overnight, resulting in lost jobs in the export sector of 
the U.S. Bconamy and an increase in the trade deficit. It would be 
truly ironic if the net result of the last few year’s hard-won 
Chinese market opening commitments expanded business for European and 
Japanese competitors because U.S. companies are effectively excluded 
from the market by a U.S. -China breakdown. 


Beyond the immediate loss of business in China and Kong Kong, an KFH 
cut-off would significantly jeopardize long-term U.S. commercial 
interests in the region. A Sino-American trade war would deprive 
U.S. companies of important business relationships and ^portunities 
at a critical time in the growth of the Chinese economy. 

China's economy has grown rapidly in recent years, at an average 
annual rate approaching 10 %, and is poised for major expansion over 
the next decade. According to an IMF study, China's economy is now 
the %rorld'8 third largest. Some predict it will be the largest 
economy in the world by the year 2010 , or the year 2020 at the 
latest. U.S. companies have established a major presence in Oiina, 
providing an ideal foundation for future expansion. A trade breach 
would threaten this foundation. It would also provide U.S. 
competitors in Asia and Europe with a major advantage. 


MFII Trade Sanctions Would Be Count erproductive 

Unilateral trade sanctions imposed for foreign policy purposes have a 
very poor history of effectiveness. They serve mainly as symbolic 
gestures, often at great expense to U.S. economic interests, U.S. 
exports and foreign market share, and consumer prices. 

Elimination of China MEN, and the resulting withdrawal of U.S. 
business from China, would decrease Chinese exposure to Western 
values and free market ideas %dilch have clearly played a part in 
China's move toward trade liberalization and a market economy. 
Liberalized, market-oriented sectors, such as those in South China, 
would be the first to be injured or even shut down if HFN were 
withdrawn, and Chinese authorities would direct business back to 
state-owned enterprises. Terminating HFH would merely enable Chinese 
authorities to blame the U.S. government for their current domestic 
economic problems, further strengthtoing hard-line, anti-Western 
elements in the government. 

Furthermore, sanctions run counter to other U.S. foreign policy 
interests, including the stability of the Hong Kong economy and the 
futxire of the Hong Kong people. Hong Kong accounts for two-thirds of 
all foreign investment in China and one-third of China's foreign 
exchange, and is the port of entry end exit for much of the world's 
trade with China, especially that of the United States. Because of 
the unique combination of communications, financial and tecdmical 
support, established and reliable legal system, and common language 
available in Hong Kong, more than 900 American companies have 
established a significant presence there, and of these, approximately 
200 have chosen Hong Kong as their base for business operations 
throughout the region. 
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The damage to Hong Kong resulting from an MFN cut-off, which has been 
estimated at more than $21 billion in trade alone, would seriously 
jeopardise Hong Kong's continued ability to serve this important role 
for American companies as entrepot and investment "gateway** for China 
and the region. Damage to Hong Kong would also have 
counterproductive effects on political and economic reform in China. 
Hong Kong is South China's most important source of external 
investment, with Hong Kong companies providing employment to three 
million people in Guongdong Province alone. The impact of HFN 
removal would be felt disproportionately there, weakening the very 
forces' of liberalization key to future economic and political 
progress in China, and Hong Kong's security and well-being. The 
people of Hong Kong would be put at risk should Hong Kong, as it now 
functions, become less valuable to China. 

Finally, the U.S. should not unilaterally act without the support of 
our major trading partners. Unless multilaterally imposed, sanctions 
are certain to be unsuccessful and the U.S. could run the risk of 
alienating its allies. 


AAEI strongly supports renewal of MFN for China for another year. As 
stated, AAEI supports the President's 1994 decision to de-link human 
rights issues from the annual renewal of China's MFN status. 
Although we recognize the importance of focusing attention on htman 
rights concerns in China, we do not believe that terminating China's 
HFN status will contribute to this worthy objective. He urge members 
of the Subcommittee to take a strong stand to ensure that human 
rights issues are kept separate from U.S. trade relations with China, 
as is the case with almost all of our other trading partners. 

AAEI supports initiatives by the Administration and Congress to grant 
China MFN status on a permanent basis and urges serious consideration 
of a revision of the Jackson-Vanik Amendment toward this aim. A 
revision of Jackson-Vanik does not require a revision of U.S. human 
rights objectives in China. AAEI supports those human rights 
objectives. AAEI believes that President Clinton correctly 
determined that those objectives should not be limited to trade 
issues between the United States and China. The U.S. human rights 
objectives can, and should, be attained without terminating China's 
KFN status. Terminating China's MFN status could only harm U.S. 
trade and foreign policy interests, and ultimately, the progressive 
forces in china on which future progress will depend. 

On behalf of the American Association of Exporters and Importers, I 
wish to thank Chairman Crane and the Trade Subcommittee for this 
opportunity to present the views of our membership on this important 
issue. 
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Chairman CRANE. Thank you, Mr. Milosh. 

Chairman Crane. Mr. Duggan. 

STATEMENT OF E. MARTIN DUGGAN, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, SMALL BUSINESS EXPORTERS 

ASSOCIATION, ANNADALE, VA 

Mr. Duggan. Mr. Chairman, I will be very brief. 

I will vary slightly from what I said last year. I will change the 
deficit number that we experience with China from $28 billion to 
$38 billion last year over 1994, and we will probably be up around 
$44~$46 billion in 1996. 

The deficit with China within another 2 years is going to surpass 
the deficit with Japan. I think that it is time for the policymakers 
to come together and bring the best brains that they can to deal 
with this situation. Over the last 15 years, we have had a $1.5 
trillion-plus deficit with the world. Eighty percent of that was with 
Asia. There is nothing really changing in that regard as we go for- 
ward. I think that it is time that we do something to address this 
issue. 

The Small Business Exporters Association is made up of some of 
the most competitive manufacturers in the world. We do not back 
off from anybody; all we are looking for is opportunity. I do not 
think that opportunity exists to a great extent in China for small 
business. 

I would like to see some money spent by our government, pref- 
erably through the private sector, to determine what the real im- 
pediments are over there, because we do not have the resources to 
do it ourselves. All we do is get feedback from members as to their 
experiences. These are isolated cases, and not enough of them to 
make an empirical case as to exactly what is going on. 

But being as competitive as we are, we will settle for less than 
most-favored-nation status for the Chinese. I do not think it ought 
to be extended permanently or done away with. I think we ought 
to have an annual review to at least let them know that we are 
paying attention to what is going on over there, for a variety of rea- 
sons — and I am not talking about the human rights aspects, but 
strictly trade. From a small business perspective, they are not get- 
ting a fair shake in China, and I do not know what we can do 
about it until we take them to task on it. To continually back off 
because of the potential — everybody sitting at this table, for the 
most part, even though NAM does have a small business member- 
ship, they are still talking about a policy that is primarily driven 
by the multinationals, and it is the multinationals who have a 
major stake over there. But the rest of us come up short, we get 
shortchanged. 

I sat next to a gentleman last year who went into a joint venture 
in China; it took about 2 years for the Chinese to take his tech- 
nology and his investment. I think that was what Congressman 
Shaw was referring to. The fellow was an aircraft battery manufac- 
turer from Florida. They forced him out, bankrupted the operation, 
transferred the assets, and the World Court awarded him $7 mil- 
lion. The Chinese would not address the situation. 

I do not think we have mechanisms in place that are going to en- 
sure fair treatment for all business sectors. Certainly, with the 
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technology that a Motorola has and the kind of economic muscle 
and resources that they have, they can get along in almost any 
atmosphere in the world. But again, I am not here to put the knock 
on MFN. I think we have got to go forward with it. I just think 
that we have a clarion call, we have a problem with China, and I 
do not know that anybody in a policy position is drawing any kind 
of line in the sand and saying we should have some answers. 

With that, I would just thank you for the opportunity to be here, 
and I will let it go at that. 

[The prepared statement follows:] 
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STATEMENT OF 
E. MARTIN DUGGAN 

PRESIDENT AND CHIEF EXECUTIVE OFFICER 
SMALL BUSINESS EXPORTERS ASSOCIATION 


Mr. Chairman and members of the committee, I want to thank you for holding this hearing 

and for allowing the Small Business Exporters Association to testify on this most important question 

of continuing Most Favored Nation status for China. I am here to express the concerns of my 

members, who are dedicated exporters and who strive each day to meet the extraordinary demands 

of marketing and selling product in different parts of the world. 

In the case of China, (hey are met with difficulties which should not exist between two 

countries which are economically strong and who should be self-confident enough to be open trading 

partners. Some of these small and midsized exporters have made the following comments. 

"Most business is too closely tied to their government or is controlled by the government " 

"Chinese always want to talk about joint ventures, but a joint venture to them means long term 
negotiations to establish a relationship, and then very long term financing which is seldom possible 
for a small business to offer." 

"China doesn't understand small business Their first question is always, How big?'" 

A member from Illinois states, "My customers are suspicious that U.S. companies will not be reliable 
as suppliers > and therefore, manufacturers lose credibility." 

Another member was forced to sponsor a "buying trip" for several Chinese businessmen. It cost him 
$30,000 and he is still owed $27,000. 

A South Carolina manufacturer reports, "I will be participating in a trade show in China this 
September. My Hong Kong distributor warned me to be careful when I hire an interpreter. They are, 
in fact, government-sponsored industrial spies'." 

A Chinese-American member from New Jersey feels that "China should at least allow U.S. companies 
to export its own brand name products in China without going through Chinese state-owned trading 
companies." 
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The experiences of these Americans show that the political and cultural climate in China has 
improved little in spite of years of Most Favored Nation Status. We give China preferential treatment 
on duty free or greatly reduced tariffs for their goods entering the United States - and it seems that 
ail we receive in return is the right to continue treading water. 

In the May 17, 1995 issue of Chemical Week. Minister Gu Xiulian restated that growth rates 
of 8 - 9% are established under the ninth Five Year Plan, with priority being given for such specific 
industries as electronics, automobiles, construction equipment, machinery and agricultural chemicals, 
in particular. The Chinese seem to know where they are going. 

With our trade deficit expanding from $l billion in 1986 to more than $38 billion in 1995, we 
need a policy that addresses the shortcomings in our trade relationship with China NOW. In ten 
years, it could be too late. 

Why do we continue a relationship in which the rule of law, intellectual property rights, 
technology transfer, extortion and bribery are more the norm than the exception? Chiefly because 
Presidents Bush and Clinton have embraced the "Constructive Engagement" theory - and they are 
probably correct in believing that the only way to negotiate is to keep talking. We have this huge 
economic carrot being dangled in front of our faces representing potential sales to China if we are 
patient, but clearly patience alone won't do the trick. At the current rale, our deficit with China will 
surpass our deficit with Japan. 
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Mr. ChBkman and meiDbers of the Trade SubconBnittee, 1 am not here today to oppose Most 
Favored Nation status for China but rather to urge additional and stronger measures when dealing 
with this intr an si ge n t regnne. We must overcome Chinese indifference to fair business practices and 
instUl in them a desire to be respected tnthe global economy. We have already demonstrated our 
patience and willingness to defer to a much different business culture, but soon we must begin to 
tighten the screw. 

The Small Busness Exporters Association pledges its support of any diplomatic and economic 
changes which can continue Constructive Engagement but will demonstrate that trade concessions 
cannot be one-sided indefinitely. If doing business with friends is China's criteria, the U.S. should 
long ago have proved its wilKngness to be a friend. How long is it going to take? 

Thank you for a&owing us to testify on this most important issue. We wish you well in finding 
a solution tathis most perplexing of problems. 
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Chairman Crane. Thank you, Mr. Duggan. 

Chairman Crane. I am going to throw out just one quick 
question to anyone who might be able to answer it. Have you any 
idea how many of the Chinese people are currently employed in 
China as a result of American business presence there? 

Mr. Milosh. 

Mr. Milosh. Certainly, it is the largest growing sector, the pri- 
vate sector, especially in the border provinces; it is the largest sec- 
tion employed in the private sector. So that it is making an impact 
on the decisionmakers, but from all indications, it cannot be 
reversed; it cannot go backward. 

So I think the marketplace is taking hold, and it is going to be 
the driving force in the future. So that we can expect that it will 
have an impact on the political side. I think that is how the mar- 
ketplace works. It does take over, it shows the benefits to the 
people, and certainly, as it expands, it will have a political impact. 

Chairman Crane. Thank you. 

Mr. Portman. 

Mr. Portman. Thank you, Mr. Chairman. I will be brief 

Just quickly, on the deficit issue, I looked at Ms. Sullivan’s testi- 
mony and noted that it is possible that we have misstated the defi- 
cit because of the re-exports from Hong Kong and others, and you 
talked about that. I guess when Hong Kong comes in in 1997, that 
will all net out, depending on how we are doing with our Hong 
Kong imports in the United States. It may be that the trade deficit 
will in fact improve rather than continue to escalate. 

Also, with regard to the deficit and Mr. Duggan’s comments at 
the end, I would just ask Mr. Duggan, isn’t it true that your mem- 
bers have also seen an increase in their exports to China over the 
last couple of years and certainly over the last 12 months? 

Mr. Duggan. Well, if you take a look at the trade with China, 
in 1986 it was a $1 billion deficit, and it has taken these incremen- 
tal jumps. We have had minimal jumps across the board, and even 
with the multinationals setting up over there, it is still very minor. 
If you take a look at the machinery categories — and I think it is 
right here in the NAM study — their numbers will show that if you 
go back 5 years ago, we had fairly sizable exports in electrical ma- 
chinery to China, and their growth is at least five times as great 
as ours over that 5-year period, and it has gone from where they 
were a fairly negative exporter to where now, they are in the 
neighborhood of a little over $3 billion in machinery exports. 

Mr. Portman. There is much we can do in terms of our trade 
laws and getting China to be more fair and open up, but I would 
also say that simply the deficit numbers should not be used as a 
barometer for deciding whether there is an opening of China’s mar- 
kets or not. We had a 20-percent increase in exports last year and 
the year before; we now have 170,000 jobs in this country that are 
directly related to exports to China. That is what is important. We 
have got to work on the export side. The import side really is 
another part of the equation. 
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Thank you all for coming. 

Thank you, Mr. Chairman. 

Mr. Duggan. Mr. Chairman, all I represent are exporters. 

Mr. PORTMAN. Yes, I know that, I know that. 

Chairman Crane. Let me thank all of you for your testimony, 
and with that, the Subcommittee stands adjourned. 

[Whereupon, at 3:10 p.m., the hearing was adjourned.] 
[Submissions for the record follow:] 
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STATEMENT OF THE 

AMERICAN FOREST & PAPER ASSOCIATION 

SUBCOMMITTEE ON TRADE 
WAYS AND MEANS COMMITTEE 
U.S. HOUSE OF REPRESENTATIVES 

U.S.-CHINA TRADE RELATIONS AND 
RENEWAL OF CHINA'S MOST FAVORED NATION STATUS 

JUNE 18, 1996 


The AmCTican Forest & Paper Association <AF&PA) ap|»ectates the opportunity to 
advise the Subcommittee of our views on U.S.-Cbina trade relations and the renewal of Most 
Favored Nation (MFN) status for China. 

AF&PA is the national trade association of the forest, pulp, paper, paperboard, and wood 
products industry. The vital national industry which AF&PA represents accounts for over seven 
percent of total United St^es manufacturing output. Employing approximately 1 .6 million 
people, the forest and paper industry ranks among the top 10 manufacturing employers in 46 
states, with an annual payroll of approximately S47 billion. Total sales of U.S. forest and paper 
products exceed $230 billion annually. 

The U.S. is the world's largest producer of pulp and paper and paperboard. It provides 
3S percent of the world's pulp, and satisfies 30 percent of global pr.per and paperboard demand. 

In 1995, U.S. forest {x'oducts exports totalled more than $23 billion. Using the yardstick 
adopted by the Department of Commerce, these sales figures support about 440,000 direct and 
indirect jobs. 


The PRC represents a significant current export market for the U.S. forest products 
industry, but the potential for future sales is even greater. 

In 1 995, U.S. exports of pulp, paper and paperboard products to China totalled 
$273 million. In addition, shipments of recovered paper for recycling by China's paper and 
paperboard mills amounted to almost $51 million. According to a U.S. Department of 
Commerce report, in 1993, direct U.S. exports of pulp, paper and paperboard products to China 
represented approximately 2 1 percent of China’s import market, the highest supply of any foreign 
suj^lier. Just behind dte U.S. was Hoi^ Kong, which held a 19 percent share; althou^, a 
sizeable amount of Hong Kong's p^r exports to China are actually U.S. goods transht{^>ed 
through Hong Kong. 

For specific paper products, such as wood pulp and krafl linerboard, China is already an 
important market. In the case of kniR linerboard which is used in the manufacture of corrugated 
shippif^ conteiners, China is the lai^est export market for U.S. producers. In 1 995, direct 
exports of U.S. kraft linerboard to China were vali^ at almost $53 million. In addition, a major 
portion of U.S. kraft linerboard exports to Hong Kong — $133 miHion — is reshipped to China. 

In 1995, direct U.S. exports of wood products to China totaled $27.7 million, with 
exports of value added hardwood lumber and veneer increasing dramatically by 70 percent from 
the previous year. In addition, the majority of U.S. wood products that eventually re^h China 
are transhipped din^igh Hong Kong, Taiwan or Canada. For instance, in 1995, betwwn 70 ^ 
80 percent of total U.S. hardwood products reached China after first going through Hong Kong. 
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Looking ahead, the China market for paper and wood products is expected to grow 
rapidly. Chinese consumption of paper and paperboard products posted double digit growth rates 
in 1 992 and 1 993 , placing it third in terms of consumption of paper and paperboard products 
behind the U S. and Japan. Even after this rapid growth, the Chinese market has not come close 
to exhausting its potential. In 1994, China's per capita paper consumption was still only 
20 kilograms (kg), much lower than the world average of 48 kg. The Chinese government has 
forecast that per capita consumption will almost double by the year 20 1 0, rising to 32 kg. The 
government also plans to improve the quality of domestically produced paper by raising the 
proportion of wood pulp in the paper making furnish. These changes are expected to provide 
U.S. pulp and paper suppliers increased sales opportunities in the Chinese market. 

Although China’s share of total Pacific Rim exjwrtsof U.S. wood products is small 
($27.7 million in 1995), the future market potential is promising: 

■ Chinese wood product consumption and imports are steadily increasing; 
a although tariffs and quotas on value-added wood products still play a role in impeding 
U.S. exports, some import restrictions are slowly being eliminated as key trading areas 
become more independent from central government control; and 
a there are significant immediate opportunities in China for U.S. hardwood lumber and 

veneer, and strong potential for softwood plywood, OSB, and engineered wood products 
over the next three to five years. 

The ability of the U.S. forest products industry to participate in the future development of 
the China market on a competitive basis will require a carefully calibrated U.S. trade policy 
which has as its objective the full integration of China into the global trading system - with its 
attendant benefits and responsibilities. For this reason, AF&PA recommends an approach which, 
on the one hand, accords China full Most Favored Nation (MFN) to U.S. markets and, on the 
other, applies an appropriately rigorous standard to the conditions for China's accession to the 
WTO. 

EXTE NS ION OF M F N TR ADE STATUS 

AF&PA strongly supports the extension of MFN trade status for China. 

Undeniably, there are commercial considerations behind this position. In the short term, 
we can anticipate that a denial of MFN status would inevitably lead to steps by Chinese buyers to 
reduce purchases from U.S. suppliers, including our forest products companies. It is also to be 
expected that our international competitors would act quickly to use a failure of the United States 
to renew China's MFN status at this critical period to improve their positions in this developing 
market, putting us at a long-term disadvantage, even assuming more normal relations were 
restored at some point in the future. 

But our position is equally based on a firm belief in the market as the ultimate instrument 
of global democratization. The recent history of political change around the globe has made the 
point that the spread of the global marketplace is the single most powerful liberalizing force 
operating in the world today. To the extent tfiat the U.S. has invested heavily in the expansion of 
the global free trade system, it has paid handsome dividends in terms of the realization of our 
larger foreign policy objectives. 

To encumber China's full participation in the world’s most open, most robustly 
competitive market - as the denial of MFN status would do — would insulate China from the 
very forces of liberalization that we wish to foster. This is the underlying fallacy behind the use 
of market sanctions as a means for changing illiberal behavior and the reason why the withdrawal 
of MFN status would not only fail to improve China's human rights record, but could actually 
have the contrary result. 

Thank you for your consideration of our views. 
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SEPARATE CHINA TRADE FROM OTHER ISSUES 

By Edward R. Muller, Edison Mission Energy 
Irvine, CA 


Statement for the Record 
House Ways and Means Trade Subcommittee 
Hearing on China's MFN Status 
June 11. 1996 

Again, we are engaged In our annual soul-searching over 
whether or not to renew China's most favored nation (MFN) trading 
status. Although the debate professes to examine US/Chlna policies, it 
has become a destructive exercise that not only falls to achieve our 
policy goals, but also weakens the prospect of achieving them in the 
future. 

It Is time to bring this yearly drama to an end by making MFN status for 
China permanent. We must stop viewing MFN status as a foreign policy 
tool — a benefit that can be awarded or withheld, depending on a 
country's willingness to support our objectives. Rather, we should view 
It as the basis of a long-term and reciprocal economic relationship — the 
foundation upon which a normal bilateral relationship can flourish. 

Human rights. Intellectual property rights, nuclear proliferation, Taiwan 
and Hong Kong all are important and complex Issues that do matter and 
must be resolved. MFN status establishes a relationship within which 
resolution of these Issues can be pursued. 

A sound MFN relationship with our trading partners Is in the US 
national Interest. It enables other countries to earn foreign currency by 
exporting their products to the United States, in turn strengthening 
those countries' ability to buy our exports. 

By fostering trade-based economic development, MFN status also helps 
foreign countries establish £ind sustain market-driven economies, 
strengthen democratic institutions and improve social conditions. 

During the 15 years that China has enjoyed reciprocal MFN status with 
the United States, the Chinese Government has gradually adopted 
market-oriented reforms, decentralized decision-making and improved 
the standard of living in many parts of the country. 

As China's economy has developed, so, too, has the US/China economic 
relationship. China is now the fastest growing market — a market our 
competitors In Japan and Europe would be only too happy to usurp. 

In the last seven years alone, US exports to China Increased from $5 
billion to more than $12 billion. Moreover, with a population of 1.2 
billion and the prospect of $750 billion in infrastructure projects over the 
next decade, China will remain a key market for years to come. 

By their very presence, US businesses accomplish much in China. US 
exports of goods and services expose the Chinese to consumer choices 
and information sources that were unimaginable two decades ago. US 
Investment generates jobs and encourages the development of a growing, 
and vocal, entrepreneurial class. 

In the case of the power sector, where a number of US firms — including 
my own. Edison Mission Energy — are pursuing opportunities, US 
projects will have a tremendous impact on the economy. Electricity 
projects fuel industricd production and power the Improvements in 
telecommunications and Information that are crucial to economic 
success in the global marketplace. 
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Project development and financing in themselves help establish 
sophisticated commercial and legal Infrastructure, And access to safe 
and reliable electricity benefits Chinese people In their homes, schools 
and work. 

Recognizing the importance of MFN as key to our relationship with 
China, President Clinton took a loeleome Jirst step when he 
supported renewal qf Mnv status for China. 

Next Congress should support renewal unanimously. Any vote 
against It aimed at ‘sending a signal' to the Chinese,” unfortunately, 
will only signal that the United States Is still unable to develop a clear 
policy with regard to China. 

Finally, Congress and the Administration should make this year's 
vote on China MFN status the last. While problems In China persist, 
we should acknowledge that China has made large strides in a relatively 
short time, and pursue fiirther progress quietly through diplomacy, not 
as part of an aimual Congressional ftay over MFN. 

President Clinton delinked human rights from the MFN debate once 
before, in 1994. To preserve the delinkage, let’s eliminate this annual 
review once and for all. 


Edvirard R Muller is CEO of Edison Mission Energy, an Independent 
power producer based in Irvine, California, that develops, owns and 
operates power plants throughout the world. Including China. 
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Testimony of Representative Thomas W. Ewing 
Before the House Ways and Means Committee 
Subcommittee on Trade 
June 1 1, 1996 


Thank you, Mr. Chairman, for the opportunity to testify 
before this distinguished panel on the subject of Most-Favored 
Nation status for China. I am a strong supporter of MFN for 
China, and in fact, when I was first elected to the Congress in 
a special election in 1991, my first vote was on this issue. I 
was for MFN then and I am even more convinced now that it 
is the right policy for advancing American interests within 
China. It is important, when discussing China, to distinguish 
between the Chinese people and the Chinese government. 
Because you can be for the Chinese people and against the 
Chinese government. Since we began granting MFN to China 
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sixteen years ago, we have witnessed tremendous gains in 
standard of living, freedom to work, and we have witnessed 
the creation of a middle class that is emerging as a powerful 
force for change within China. As we all know, there is lot of 
work in these areas that needs to be done. However, there is 
significant recent historical evidence to support the argument 
that economic liberalization begets political liberalization. Take 
South Korea for example, ten years ago it would have been 
unthinkable that former Presidents would the subject of 
corruption investigations. Political accountability in South 
Korea in the mid-1980s was just not there. Taiwan is another 
example and I would argue that the free, democratic electiorrs 
that they recently held were as unthinkable ten years ago as 
elections in China are today. The point that I am trying to 
make is that the Chinese people, like their neighbors in Korea 
and Taiwan, will gain more and more power over their 
government, and become less and less tolerant of unjust 
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government practices, as they become the source of wealth. 

In other words, as the economic liberalization continues and 

'\ 

the entrepreneurial-spirits take hold, the Chinese government 
will become increasingly reliant on the Chinese people and not 
the other way around as is currently the case. How many 
wealthy and economically liberalized countries in the world 
have human rights problems? 

I would like to turn my focus to another subject that is 
close to my heart and that is agriculture exports. Agriculture 
has unique role in our export portfolio. While the total US 
trade position has been in deficit since 1971, US agricultpre 
exports have consistently been in surplus. The US has an 
enormous comparative and competitive advantage in 
agriculture. We have the combination of the best farmland, 
quality infrastructure, and high technology that results in our 
continuing global dominance in exporting agricultural goods. 



223 


However, there is no other sector of the US economy 
with as much to gain or lose by restrictive trade practices as 
the US ag industry. Our dominance throughout the world has 
led US farmers to depend on foreign markets more than any 
other sector in the US economy. The vote on China MFN 
status could, for all practical purposes, be dubbed "Farm Bill 
2." Revoking MFN would undoubtedly freeze out US farmers 
from the Chinese markets only to the benefit of their foreign 
competitors. To illustrate the importance of exports and the 
Chinese market to American agriculture I'd like to share some 
startling statistics with you. 

• Currently, more than one million Americans have jobs that 
depend on U.S. agricultural exports. Every billion dollars 
in additional agricultural exports helps create nearly 
20,000 new jobs -- in production, processing, marketing, 
transportation and shipping, as well as in other industries 
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that supply goods and services relating to agriculture. 
USDA expects agriculture exports to exceed $60 billion 
this year, accounting for nearly one-third of domestic 
production. In addition to boosting farm income, such 
exports are expected to generate approximately $ 1 00 
billion in related economic activity, resulting in a positive 
trade balance of $30 billion. This reduces the overall 
U.S. trade deficit, provides billions of dollars in additional 
tax revenues at every level, and creates needed jobs 
throughout the economy. 

• China's feed grain consumption over the past four years 
has climbed by over 50 million tons - the biggest surge in 
world history. Grain for animal feed now accounts for 25 
percent of compared to 50 percent in the US and Europe. 


• Meat consumption in China is growing 1 0 percent a year. 
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or a staggering 4 million tons annually. And yet, per 
capita meat consumption is only 1 2 percent of that of the 
U.S. Similar rising consumption rates prevail for eggs, 
beef, and other food items. In two years, China has 
swung from being a net exporter of grain to importing 1 6 
million metric tons. A trend that appears unlikely to 
reverse itself. 

• China's consumption of corn -- more than 80 percent of 
which goes into animal feed-- expanded by a huge 10 
million tons in 1995, to 105 million tons, compared with 
total U.S. corn output of 192 million tons. 

Revoking MFN would take the U.S. out of the Chinese 
market at a critical point in China's market development and 
the void from our departure would gladly be filled by our 
competitors in Latin America, Europe and Australia. Producers 
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in these countries, although less efficient than U.S. farmers, 
would certainly leap at the opportunity to gain market share in 
China. 

Mr. Chairman, as you know, I have introduced legislation 
that would permanently extend MFN for China and the 16 
other nations currently subjected to the Jackson-Vanick 
process. Regrettably this hearing is not addressing this 
legislation directly. However, this annual renewal battle 
illustrates the importance of passing permanent MFN for 
China. Jackson-Vanick was a useful tool during the Cold War 
era, when it was part of the broader foreign policy dynamics 
of that era. In the post Cold War era, Jackson-Vanick has 
assumed a role that it was not intended to serve: namely an 
all-encompassing foreign policy lever. At no other time in 
American history has a bilateral relationship, as important as 
the US-China relationship, been micro managed by the 
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Congress. Indeed, not one of our trading partners has 
anything resembling our annual MFN debate with China. The 
annual MFN debate impedes our progress in the very areas 
that some profess to use MFN to correct. The bottom line Mr. 
Chairman, is that this annual fight is placing American 
interests in China at an extreme disadvantage. 

I appreciate the opportunity to speak to you today and I 
look forward to working with the Subcommittee on my 
legislation at a later date. I would be happy to answer any 
questions that Members may have. 1 have enclosed a copy of 


the legislation. 
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104th CONGRI'SS 
2d Session 


H. R. 2926 


To extend nondiscriminatoiy treatment (roost-favored-nation treatment) to 
the products of certain nonmaricet economy countries. 


IX THE HOUSE OP REPRESENTATIVES 

Febkcahy 1, 1996 

Mr. Ewing (for himself, Mr. Dreeer, Mr. KOLBE, Mr. Knollenberg, and 
Mr. Manzullo) introduced the following bill; which was referred to the 
Committee on Ways and Means 


A BILL 

To extend nondiscriminatoiy treatment (most-favored-nation 
treatment) to the products of certain nonmarket economy 
countries. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the “Eiqiort Market Sta- 

5 bilization Act of 1996”, 

6 SEC. 2. EXTENSION OF NONDISCRIMINATORY TREATMENT. 

7 (a) Extexsiox. — N otwithstanding title W of the 

8 Trade Act of 1974, nondiscriminatorj' treatment (most- 

9 favored-nation treatment) shall apply to the products of 
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1 each country set forth in subsection (b) that is either a 

2 member of the World Trade Organization or has entered 

3 into a bilateral commercial agreement referred to in sec- 

4 tion 405 of that Act that has taken effect as provided in 

5 section 405(c) of that Act, and is in effect. 

6 (b) List op Countries. — The countries referred to 

7 in subsection (a) are the following: 


8 

(1) Albania. 

9 

(2) Armenia. 

10 

(3) Azerbaijian. 

M 

(4) Belarus. 

12 

(5) China. 

13 

(6) Georgia. 

14 

(7) Kazakhstan. 

15 

(8) Kyrgyzstan. 

16 

(9) Moldova. 

17 

(10) Mongolia. 

18 

(11) T«gikistan. 

19 

(12) Turkmenistan. 

20 

(13) Ukraine. 

21 

(14) Uzbekistan. 

22 

(15) Bulgaria. 

23 

(16) Romania. 

24 

(17) Russia. 
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1 (c) Termination of Application of Title W. — 

2 During any period in which nondiscriminatory treatment 

3 applies to the products of a countiy under subsection (a), 

4 title rV of the Trade Act of 1974 shall not apply to that 

5 countiy. 

6 (d) CONTORMING AMENDMENT. — General Note 3(b) 

7 of the Harmonized Tariff Schedule of the United States 

8 is amended by striking “Azerbaijian”. 

9 SEC. 3. EFFECTIVE DATE. 

10 The extension of nondiscriminatory treatment under 

1 1 section 2 to the products of a country shall apply with 

12 respect to goods of that country that are entered, or with- 

13 drawn from warehouse for consumption, on or after the 

14 15th daj' after such extension. 


O 
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TESTIMONY OF THE FASHION ACCESSORIES SHIPPERS ASSOCIATION 
ON U.S. < CHINA TRADE RELATIONS 

BEFORE THE SUBCOMMITTEE ON TRADE COMMITTEE ON WAYS AND MEANS 
SUBMITTED BY: JOEL K. SIMON, ESQ. 

BARBARA Y. WIERBICKl, ESQ. 

COUNSEL TO THE ASSCCIATION 

June 17, 1996 

The FishiM) Accessories Shippers Association, Inc.(*FASA*). is a trade association located 
at 330 Fifth Ave., New York, NY. The Association is comprised of one hundred (100) member 
firms who import handbags, luggage, small leather goods, ^oves and belts from all parts of the 
world. The members are located throug^t United States, and are comprised mainly of small 
to medium size privately held companies, employing less than 500 workers, although some of the 
members are large public oootpanies with thousands of employees. In total, FASA members employ 
more than ten thousand workers in the United States. 

At the present time, aj^roximately 87% of all handbags and related products sold in the 
United States are imported, with the largest percentage of products sold in the low to medium price 
range. 




Once we thank the Committee for affording us the opportunity to offer its statement to 
ocpress FASA's ooooero regarding the continued Most Favored Nation ("MFN") status for the People's 
Republic of Ctuna in 1996-1997. In the past, FASA has offered before this Subcommittee testimony 
wl^ si^iported the goals put forth by the (Resident for future renewal of MFN status for China, while 
at the same time we stated our very strong concerns about the negative impact that would occur if MFN 
status was removed. 

At this time, FASA Preadect Clinton, former Senate Majority Leader Dole, House Speaker 

Gingrich, U S. Trade Representative Btrabe&ky, as well as hundreds of thousands of Americans in 
voicing hs support for maiiitaimiig MFN status for China FASA continues to bdieve that in the long run, 
the mamtenaoce of MFN for China will have a twofc^d resuh. It would ensure the hundreds of thousands 
of jobs held by Americans involved in both e^^rt and import to ! from China, and, it would result in 
achievement of the human rights goals thtt President Clinton and America support. 

Both President Cliaton and former Senator Dole recognize the repercussions of drying MFN 
status to China President Witliam Clinton; "Revolting MFN and, in effect, sevoing our economic ties 
with China, would drive us back into a poiod of mutual isolation and recrimination that would harm 
America's interests, not advance them. ” Former Senate M^ority Leader Robert Dole stated that China's 
MFN status should be continued "not because it is in our economic interest, but because it is in our 
natiraial intefest. To deny MFN for Chma would set back our relations more than two decades, and send 
• disastrous signal of Andean withdrawal to our strategic allies throu^out the Padfre Rim. Den^ng 
MFN would not free a angle disadent, hah a single missile sale, prevoit a angle threat to Taiwan or save 
a single innocent Chinese life.* As recognized hy United States Trade Representative Chariene 
Banhefilcy, in supporting MFN renewal despite the human rights situation in China b«ng "deplorable," 
"it is clear that greater engagonoit on all fronts, including by U.S. corporations in China, will help 
encourage the eoeigence of a more open society.* House Speaker Newt Gingrich has indicated that he, 
too, fevors extension of MFN to Chint and wodd do whatever it took to oisure the House did not vote 
to doiy or condition the privil^e. 
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Indeed, polhica] observers have voiced concerns over the possible aftennath of resultant 
confixmtadon between America and China; Hyper nationalism in China> which could precipitate higher 
Chinese defense spending, forcing "Tokyo and others to unilaterally increase their military strength, 
conceivably including the acquisition of nuclear weapons and ... wreck U.S. - Japan security ties. ... It 
defies logic to suggest that we would get Beijing's (uU cooperation on the Korean Peninsula ... Tension 
between [Bering and Washington] tends to produce more strain between Beijing and Taipei . . not only 
would jeopardize mudi of Taiwan's $25 billion investment on the mainland, which produces exports for 
the U.S. market, but Beijing also would put even more pressure on Taipei directly. In turn, Taipei would 
seek additional security guarantees (and weapons) from Washington. ... Is it sensible to believe that 
Beijing would not frequently exercise its [United Nations] Security Council veto to frustrate American 
goals [such as the Persian Gulf, Somalia, former Yugoslavia] if we declare economic war on China by 
removing normal tariff treatment? ... finally, overuse of the annual MFN threat, and repeated flip flops 
on the issue, have dangerously undermined American credibility in Beijing's eyes. ... [In summary] 
Because withdrawing MFN from China hurts Arnica, Taiwan and Hong Kong as muph as the People's 
Republic, it is not credible. If we continue making incredible threats, we will find opponents doubting 
our resolve when it matters most." 

As testified to in the past, there is a great concern in the business community that action may be 
taken by Congress or the Adnunistration, no matter their intentions, which will cause great hardship for 
many American workers and their families, as well as the workers and families in China. This hardship 
will take the form of lost American jobs on both the export and import side, as well as seriously 
diminishing, or even diminating, the supply of inexpensive b^c consumer items upon which Americans 
with fixed incomes have come to rely. Alternatively, should other sources be located, the price of these 
goods would likely be prohibitive to those on fixed incomes. 

Should China lose MFN status, the duties <m) die products which our members import will 
increase to such an extent as to make most if not all products totally non-competitive. Leather bags 
will increase from 9% or 10% to 35%. Plastic bags will go from approximately 20% to 45%, man- 
made fiber bags will go from approximately 20% to 65% and braided bags will go from 8.4% to 
90%. Similar Large increases will zpff\y to luggage, gloves and belts. Many workers would, at least 
temporarily lose their jobs if MFN were lost. 

Many of the products that are imported from China continue to be subject to quota. 
Accordingly, our members will not be able to shift dieir production to other countries, because most 
other countries that are capable of producing our products will not have the quota necessary to allow 
entry into the United Sutes. Even if we could overcome the quota problem, there is not enough 
production available in other countries to allow for a shift in orders to other MFN countries. In the 
last few years, in Taiwan and Korea, our industry’s historic producers, production has ^len as costs 
in those countries increased and their economies moved away from low technology industries. 
.Adding the additional duty costs to their sales price is not a r^istic option for FASA members, 
either, as duty would average about 50% - an increase of 2.5 to six times of that paid currently. 
Since most of these products are low to moderately priced merchandise, the American consumer 
would be unable or unwilling to pay the price. 

Rather, it is our belief that ocmtinued business contacts with the Chinese people will show the 
people that the United States has not abandcmed them. The loss of American contracts by China, and 
the obvious resultant loss of jobs by its workers, could be contrary to the very interests America 
supports. These jobs have helped improve China's basic human rights policies. Not only have Chinese 
living standards risen, but h is also r^rted that state control over most aspects of the of their individual 
lives is seriously diminishing. Cutting buriness ties and putting the wooers out of work could easily 
undo all the positive gains, econonuc, social and political, that China has made in the last ten years. It 
would give the leaders in Beijing ammunition to use against the United States by creating economic 
unrest within China. FASA members are fearful that the workers in China, who are more concerned with 
feeding and caring for their fiunilies than they are witii politics, would be the "victuna” of the loss of 
MFN. We, at FASA and other American finns, would be perceived as abandoning them after the promise 
of improved living standards that we have been giving them for the past ten years. It has bMn our 
experience that life in China had improved gre^y for many per^le during the past ten years. 
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We muK believe Ibat looie of thu impravemeiit u attributable to the hundieda of thounnda 
of joba ctealed by our trade and the bilUotia of dollan that have been paid to the Chineae woriten for 
their labor and their products. 

FASA is not untniiidfiil of the potentiai injury to eiportera, as well. As noted by President 
Clinttn, tevoldng MFN to China 'wouid cede one of the CistM growing martlets to our competitors. 
... China has become our fostest growing export market, with exports up OX in 199S ahme.’ 
Fuiaily, Commerce Departmoit Under Secretary for Internationai Trade Stuart Eiaenstat accurately 
summed up the situation: 'Renewal of MFN is in our nadonal interesL It's not a gift to China. ' 

On hehalf of the Fashion Ac cess ori es Shippen Associadon, and its member companies across 
this nadon, we hope that Congreu and the Administradon not only renew MFN lor Qiina, but do 
so permanendy and anthout the impoaition of any addidonal requirements. 
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STATEMENT OF RUSS BERRIE AND COMPANY. INC. 

ON U.S. - CHINA TRADE RELATIONS 

BEFORE THE SUBCOMMITTEE ON TRAIS COMMITTEE ON WAYS AND MEANS 
SUBMITTED BY: JOEL K. SIMON. ESQ.. 

BARBARA Y. WIERBICKl. ESQ. 

COUNSEL TO RUSS BERRIE AND COMPANY. INC. 

JUNE 17. 19% 

Rutt Bcrrie and Company. Inc. (Ttuia Beme*). of Oakland. N. J.. ia a public company whose 
stock is traded OD the New York Stock Exchange. The company employs approximately 2000 men and 
women worldwide, of which approximately 1200 are in the Un^ States. In addition to New Jersey, it 
has fedlities in Califwitta, West Virgiaia, Pennsylvania and ^no. The compai^ C 0 q>loys a sales force 
in eadi of the fifty states. Net yesriy aalm total approximately $347,000,000. 

The oompany develops and markets a vast sdectioo of imfxjlse gift products to retail stores in the 
United States, Canada. England and most of the countries in the world. Russ Benie sells more than 
1 1.000 diflerent products, most of siduch are produced in the Far East. 

Once agwn, we thank the Committee for affording us the opportunity to offisr hs statement to 
express Russ Berne's ooncern r^ardiog the continued Most Favo^ Nation (*MFN*) status for the 
People^s RepuNk dTCUna in 1996>]997. In the past, Russ Berne has offered before this Subcommittee 
testimoiiy which aipported the goals put forth by the President for future renewal of MFN status for 
Ctuna, wide at the same time we stated our very strong concerns about the negative impact that would 
occur if MFN status was removed. 

At this tiine, Rusa Benie joins President CImton. former Senate Minority Leader Dole, House 
Speaker Gingricfa. U.S. Trade Repre se nt a tive Barsbeftky, as well as hundreds of thousands of Americans 
in voicatg its st^iport fix maintaming MFN status for Cluna. Russ Berne continues to bdleve that in the 
long run. the matntgjnanp.^ of MFN for CUna will have a twofold result. It would ensure the hundreds 
of thousands of Jobs hdd by Ameri can s invedved inbcKh expmt and inqxxt to / from China, aiul. it would 
resuh in addevement of the human rights goals that Prerideot Clinton and America support. 

Both President Clinton and former Senator Dole recognize the repercussions of denying MFN 
status to China. President William Chntoo: "Revoking MFN and, in effect, severing our economic ties 
with China, would drive us back into a period of mutual isolation and recrimmation that would harm 
America's interests, not advance them." Former Senate Minority Leader Robert Dole stated that Chiiia's 
MFN status should be continued "not because h b in our economic interest, but because it is in our 
national interest. To deny MFN for China would set back our rdations more than two decades, and send 
a disastrous signal ofAmoican withdrawal to our strat^c allies throughout the Pacific Rim. Denying 
MFN would not free a single dissidait, halt a an^ mbsile sale, prevent a si^e threat to Tuwan or save 
a single innocent Chinese fifo." As recognized by United States Trade Represmitative Chariene 
Banhefiky, in supporting MFN renewal despite the human rights situation in China being "deplorable.” 
"it is clear that greater engagement on all fronts, ioduding by U.S. corporations in China, will help 
encourage the emerg e nce of a more open society." House Speaker Nefwt Gingrich has indicated that 
too, fiwors extension of MFN to Chma and would do whatever it took to ensure the House did not vote 
to deny or condition the privil^e. 
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Indeed, political obsovers have voiced concerns over the pos9l>le aftermath of resultant 
confiontatiwi between America and China; Hyper nationalism in China, which could precipitate higher 
Chinese defease spending, forcing "Tokyo and others to unilaterally increase their militjuy strength, 
coDcrivably inchid^ the acquisition of nuclear weapons and ... wreck U.S. • J^Mn security ties. ... It 
defies logic to su^jest that we would get Beijing's lull cooperation on the Korean Peninsula . . . Tension 
between [Bering and Washington] tends to produce more strain between Beijing and Taipei ... not only 
would jeopardize mu^ of Taiwan's $25 billion investment on the mainland, v^ch produces exports for 
the U.S. maiket, but Bering also would put even more pressure on Taipei directly. In turn, Taipei would 
sedc additional security guarantees (and weapons) Washington. ... Is it soisible to believe that 
Beijing would not fiequCTtly exercise its [United N^ons] Security Council veto to frustrate American 
go^s [such as the Persian Gulf, Somalia, former Yugoslavia] if we declare economic war on China by 
removing normal tariff treatment? ... finally, overuse of the annual MFN threat, and repeated flip flops 
on the issue, have dangerously undermined American credibility in Beijing's eyes. ... [In summary] 
Because withdrawing from China hurts America, Taiwan and Hong Kong as much as the People's 
Rqjublic, H is not credible If we continue making incredible threats, we will find opponents doubting 
our resolve \riiea it nutters most." 

As testified to in the past, there is a great concern in the business community that action may be 
taken by Congress or tbe Administration, no matter thrir intentions, which will cause great hardship for 
many American workers and their fiunilies, as well as the workers and &milies in China. 

While Russ Berrie has products manufactured in Korea, Taiwan, Hong Kong, Thailand, 
IndcMiesia, The PhiUpinnes, Mexico, and the United States, China is its single most important source of 
product at this time. Estimates are that, in a single year, Russ Berrie has imported more than eighty 
millioa dollars worth of products fixm China The possibility of the loss of MFN duty treatment for these 
products would be disastrous for the company and for the toy and gift industry as a whole if this 
legislation is passed. 

There is no alternative source of supply presmtiy available anywhere in the world that could fill 
the demand that would be created due to the toss of imports from Chiiu. The loss of imports from China 
would cause tbe oonquny to lose a substantial amount of its sales. We estimate that some three to four 
hundred Russ Berrie onployees would rither temporarily or permanently lose their jobs. We do not 
believe that the story would be any different for others in this our industry, and we could easily foresee 
thousands of people unemployed in the toy and giftware industry alone. Commerce Department Under 
Secretary for International Trade Stuart Eizenstat stated that 'Htleoewal of MFN is in our national interest. 
It's not a gift to Chiiui." As noted by Prerident Clinton, revoking MFN to China "would cede one of 
the fltstest growing marked to our oonq>etitors. ... China has become our fittest growing export market, 
with exports up 30% in 1 995 alone, " 

Moreover, should MFN status be lost, Russ Berrie and other importers would be forced to look 
to other countries to make iqr for the lost production and sales in China Due to the nature of the gift and 
toy industry, h is doubtful that any of tins production would return to the United States. Since toys and 
impulse gift Hems are not necesrities, price is always a consideration. Therefore, production will shift to 
those countries whidi can provide a large, inexpensive, but skilled workforce. Furthermore, withdrawal 
of MFN status could seriously diminish, or even eliminate, tbe supply of inexpensive basic consumer items 
upon which Americans with fixed incomes have come to rdy. Alternatively, should other sources be 
located, the price of these goods would lik^ be {x^ohibitive to those on fixed incomes. 

Nor can we foresee a return of production to China, once new fadlities are established. The loss 
of the American market to Chinese goods would surefy resuh in a loss of the Chinese market to American 
goods. Such an event would not be tea^Kxvy, as once new focUHies are established it would be unlikely 
tittt they would be slut down or moved. Moreover, tbe uncertainty of future action i^ainst MFN status 
for China would make a return to China unlikely once MFN status was lost. 
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Addhwodly, the lost of Araokan ooAncta by CfaiDi» tad the obviouf reailtaiit loss (^jobt by 
its wQite^ could tecootrarjr to tike very iatereitsAiBsrice«i|ipofts. Thesejobs hive helped impnive 
CfautthbeacfaumMirigliispoficies. Not oofyhcveCfaiBeselM^shBkdBrds rises, but it is stso reported 
thststitecoiitiol over most sspecti of the of tiksg individual hveelttsseriooslydtnitinshed Cutting 
buriness ties sod putting the wtxkers out of work could eerily Dodo sB the positive gains, eoosrasc, 
aociai and poKticri, that Chaui hu made in tiie last ten years. It woitid ^ve the leaden m Bc$ng 
ammunition to use against the Untied States by creming economic unrest withm Chaa. Russ Berne ts 
fttftid that the workers in China, who are more oosccned with ftedmg and carng fi>r their fenuMes timn 
they are with politics, would be the %ietifns* of the loss of MFN. We, et Russ Berrie and other American 
Arms, would be perceived as abandoning them after the promise of improved livii^ iteadards that we 
have been giving them for the past ten years. 

The people at Russ Berrie contifaie to believe that their experiences in China o w the years has 
riiown them that, as we expaikded our econmnic comacts with tlm Chmese pec^e, so have their lives 
impnaved There has been more food, better liviagcoiuhtioDS and an easing ofthe political situation to 
the poiitt where peofrfe found the courage to itaitd up to repraesion. Russ Berrie briieves that the 
continuation: of economic contacts whh Chioa ami its people wiB, in the long^ run, aid in the growth of 
democratic ideab and bring about a peaceful democriuic rrvohrtioii as see h ap p enn ^ in Eastm 
Europe. 

On briialf of Russ Berrie and Comi»ny; Inc., we WDuldKke to th«dc you for your coorideration 
of its coflcenu and urge that you stqqton the reoewal of MFN, and not mqwse ai^ additional 
fcquireaMats on the ectension of MFN for China for the next period, if not peonancntly re. 




The Toy Manufacturers of America, Inc. CTMA) is the trade association 
that represents 265 U.S. manufacturers and importers of toys, fames, 
dolls, and festive articles. TMA member companies, who empl<^ more 
than 40,000 Americans, account for approximately 85 percent of all toy 
sales in the United States. Toys are a 150 billion global industry at 
the wholesale level and United States toy companies are the leaders in 
inventing, designing, producing, marketing, and selling fa^s around 
the world. 
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TMA stroDffly supports the uncouditional renewal of MFN for China. 

TMA submits this statement to explain the tremendous steike that the 
American toy industry has in trade with China and the huge cost that the 
revocation of normal trading status for China •* what the trade community 
confusingly calls "Most Favored Nation" or "MFN" status would have on 
American toy companies, their employees, and American families. That, we hope, 
will enable the Trade Subcommittee to understand why our industry so strongly 
supports unconditional renewal of MFN for China. 

American toy companies employ over 40,000 Americans, about 70 percent of 
them in production work. We combine high-value added domestic operations - 
such as design, engineering, and sophisticated production processes — with low- 
cost. labor-intensive production overseas. This is not a new phenomenon. Labor 
intensive production of many American consumer goods, of which toys are but one 
example, began to migrate from the United States to developing countries in the 
1950s. For industries like ours that are product driven, price sensitive, and highly 
competitive, this reluctant evolution was a straightforward matter of survival. This 
strategy was the only way we could hope to remain competitive, sell toys to families 
in the United States and around the world at affordable prices, and minimize the 
inevitable loss of low-skilled jobs in the United States. It has proven to be a highly 
successful strategy. Today American toy companies enjoy a significant competitive 
advantage and hold a global market share of approximately 50 percent. 

Preserving that success is contingent upon maintaining normal, that is MFN, 
trading status for China. A quick review of history will put the situation in 
perspective. Before 1979, when the United States and China established normal 
commercial relations and assumed reciprocal obligations to grant one another MFN 
trading status, China produced no toys for the U.S. market. Why? The answer is 
simple. The non*MFN U.S. tariff rate for toys and dolls — the toy categories that 
accounted for 75 percent of U.S. toy imports from China last year - is 70 percent 
(Non-MFN tariff rates for the other 25 percent of toy products imported from China 
range from 36 percent to 52 percent.) There was no way China could overcome such 
high tariff hurdles and be a competitive supplier of toys to the U.S. market. 

Extending MFN to China in 1979 brought those tariff rates down to between 
4 percent and 12 percent. Uruguay Round tariff cuts implemented last year 
brought U.S. MFN duty rates for toys to zero, a tremendous boon to our industry 
and to American families. Because of China's industrious, quality-conscious, and 
low-cost labor force, it was natural tiiat toy production migrate to China firom other 
developing countries. Over the past dozen years, American firms — wor kin g 
through wholly-owned direct investments in China, joint ventures with Chinese 
and Hong Kong partners, and production contracts with Chinese firms - have 
invested heavily in China, building plants and teaching manufacturing skills. As a 
result, China has emerged to become the world's leading supplier of high-quality, 
low-cost, mass-produced toys. 

The United States imported $5.4 billion of toys from China in 1995, 
accounting for more than half of all the toys American families purchased last year. 
To put that figure in perspective, Japan was our second largest foreign supplier and 
it accounted for U.S. imports of about $1 billion. 

Were Congress to revoke MFN for China now, our industry would suddenly 
find itself confronted with 70 percent tariffs on most toy imports from our most 
important supplier. The impact would be severe. 
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Tari£f rates of 70 percent would drive the price of toys &om China to 
prohibitively high levels. Consumer choice would be severely constrained. Toy 
sales would plummet. The burden of trade sanctions would be felt most acutely by 
families with lower disposable incomes, many of whom would face toy prices beyond 
their means. 

Our industry is not a special case. Other U.S. consumer goods producers and 
importers - including footwear, textiles and apparel, consumer electronics and 
others - would face similar consequences if China's MFN status were to be revoked. 
Yesterday, the Business Coalition for U.S.'China Trade, of which TMA is a 
member, released a new study it commissioned hrom the International Business and 
Economic Research Corporation that estimates the total cost to American families of 
revoking MFN for China, including higher prices for toys, would be $27 billion to 
$29 billion per year. That is equivalent to an annual tax of about $300 on each of 
America's 9G million households. 

In addition. American toy companies exclusively dependent upon product 
from China - TMA estimates possibly as many as fifty would soon be forced out of 
business. In the longer run. we estimate over a period of two to four years, the 
industry would adjust to this effective embargo on Chinese toy imports by moving 
production to other developing countries. The adjustment costs to the industry of 
replicating its investment in China would be enormous and there would be no 
guarantee that the high efficiency of Chinese production could be duplicated. As a 
result, the preeminent global position of America's toy companies would be put at 
risk. 


The jobs of many American toy industry workers supported by trade with 
China •• we estimate as many as 20,000. particularly in the states of Rhode Island, 
New Jersey, Oregon, California, New York, Massachusetts. Ohio, and Texas " 
would be put in serious jeopardy. Many more jobs in the importing, distribution, 
and retailing of toys from China would likewise be put at risk. 

We view the imposition of conditions upon the renewal of MFN as virtually 
synonymous with outright revocation. Conditionality mean uncertainty. We 
cannot plan and run our businesses if we ere wondering whether our most 
important source of supply is about to disappear. Without continuity and certainty 
of supply, American toy companies also cannot plan to take advantage of the 
growing Chinese consumer market. 

China has taken tremendous sUides over tiie past 15 years since trade with 
the United States was opened. The quality of life of tens of millions of ordinary 
Chinese has improved vastly. Despite this progress, TMA member companies share 
the concerns of other Americans over the issues of human rights, the proliferation 
of weapons, the protection of intellectual property rights, and China's slowness to 
open its market. We nevertheless want to impress two critical points upon the 
iSrade Subcommittee. 

The first point is that the denying or conditioning of MFN is a totally 
inappropriate tool with which to addre^ our concerns with China. MFN is simply 
too blunt and devastating a weapon to use to pursue U.S. objectives vis-d-vis China 
effectively. This Committee and the Congress have given the President a 
substantial arsenal of more limited but still highly potent weapons which the 
Administration has to date judiciously employed to protect and advance U.S. 
economic and foreign policy interests. 
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Our second point is that our industry's many years of experience in China 
has convinced us that America's economic and other interests will best be served by 
persevering in the policy of comprehensive engagement that all Administrations, 
Democrat and Republican, have pursued with bipartisan congressional support 
since 1979. This policy has never promised instant results, and there is no doubt 
there will be further setbacks along the way, but we believe comprehensive 
engagement is the only policy that holds the promise of achieving the results we all 
want to see. 

Through their presence in China, American firms have an important role to 
play in support of that policy. Several concrete examples will illustrate this point in 
the case of the toy industry: 

• TMA, through its Safety Standards Steering Committee working with the 
Corporate Safety and Health Services Department of Hasbro, Inc., 
recently published in Chinese a “Fire Prevention and Emergency 
Preparedness Guide" to assist managers of toy manufacturing plants in 
China in evaluating their fire prevention controls and emergency 
preparedness in the event of a fire. 

• In March of this year, TMA, in cooperation with the United States 
Consumer Product Safety Commission (CPSC) and the State 
Administration of Commodity Insp^tion of the People's Republic of China 
(SACI), conducted three-day toy safety and fire prevention seminars in 
Guangzhou and Shanghai, China. The purpose of these seminars was to 
enable TMA and the CPSC to share with Chinese toy manufacturers, 
standard setters, and government representatives the technical expertise 
and experience of U.S. Government and industry experts in the areas of 
toy safety testing, quality assurance, and fire protection. More than 500 
Chinese toy manufacturers and government officials attended the 
seminars. 

• In November, 1995, TMA sponsored China’s State Family Planning 
Commission a conference on “Intergenerational Play." Ihe purpose of this 
program was to share with Chinese government media officials, toy 
industry executives, and Chinese scholars our respective insights into the 
role toys and intergenerational play have in child development. 


Revoking MFN is the equivalent of waging economic war. It would do 
enormous damage to China, a country that is an incr^singly important actor in all 
spheres of global affairs, as well as to ourselves. There is no reason to believe that 
it would advance the cause of U.S. economic and foreign policy interests. There is 
every reason to believe it would set us on a course of confrontation with China with 
potentially disastrous long-term consequences. 

Comprehensive engagement is the right policy. 

MFN is the foundation upon which comprehensive engagement rests. 

Congress should, therefore, support the President’s decision and'the 
recommendation of Senate Majority Leader Dole to renew MFN for China. 


TMA0397 
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U.S. TRADE COMPETITIVENESS AND WORK 
FORCE EDUCATION AND TRAINING 


THURSDAY, JULY 25, 1996 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Trade, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 11:28 a.m., in 
room 1100, Longworth House Office Building, Hon. Philip M. Crane 
(Chairman of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721 

July 10, 1996 
No. TR-27 

Crane Announces Hearing on U.S. Trade Competitiveness 
and Workforce Education and Training 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing 
on U.S. trade competitiveness and workforce education and training. The hearing will take 
place on Thursday, July 25, 1996, in the main Committee hearing room, 

1100 Longworth House Office Building, beginning at 11:00 a.m. 

BACKGROUND : 

The Subcommittee is aware that increased international competition requires both large 
and small U.S. companies to position themselves in the international marketplace in order to 
succeed, which presents new challenges for firms and workers. Entering more forcefully into 
the global marketplace and improving America’s export base will continue to exert 
competitive pressure on the workforce. The Subcommittee also recognizes the resiliency of 
the U.S. economy and workforce in responding to these competitive pressures. The hearing 
will allow witnesses from the Administration to outline education and training programs 
designed to improve the global trade competitiveness of the U.S. workforce. Witnesses from 
the private sector, research foundations, and academia will also provide testimony, including 
an evaluation of the success or failure of past initiatives and suggestions for improving current 
programs. 

FOCUS OF THE HEARING : 

The hearing will focus on ways in which the government, business, and industry are 
working to improve the competitiveness of the U.S. workforce through education and training 
initiatives. 

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD : 

Requests to be heard at the hearing must be made by telephone to Traci Altman or 
Bradley Schreiber at (202) 225*1721 no later than the close of business, Tuesday, July 16, 
1996. The telephone request should be followed by a formal written request to Phillip D. 
Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representatives, 

1102 Longworth House Office Building, Washington, D.C. 20515. The staff of the 
Subcommittee on Trade will notify by telephone those scheduled to appear as soon as possible 
after the filing deadline. Any questions concerning a scheduled appearance should be directed 
to the Subcommittee staff at (202) 225-6649. 

Id view of the limited time available to bear witnesses, the Subcommittee may not 
be able to accommodate all requests to be heard. Those persons and organizations not 
scheduled for an oral appearance are encouraged to submit written statements for the record of 
the hearing. All p>ersons requesting to be heard, whether they are scheduled for oral 
testimony or not, will be notified as soon as possible afier the filing deadline. 

Witnesses scheduled to present oral testimony are required to summarize briefly their 
written statements in no more than five minutes. THE FIVE-MINUTE RULE WILL BE 
STRICTLY ENFORCED. The full writfen sfatement of each witness will be included 
in the printed record. 
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In order to assure the most productive use of the limited amount of time available to 
question witnesses, all witnesses scheduled to appear before the Subconunittee are required to 
submit 200 copies of their prepared statements for review by Members prior to the hearing. 
Testimony should arrive at the Subcommittee on Trade office, room 1104 Longworth 
House Office Building, no later than 11:00 a.m. on Tuesday, July 23, 1996. Failure to do 
so may result in the wimess being denied the opportunity to testify in person. 

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE : 

Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) copies of their statement, with their 
address and date of hearing noted, by the close of business, Thursday, August 8, 1996, to 
Phillip D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of 
Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515. If those 
filing written statements wish to have their statements distributed to the press and interested 
public at the hearing, they may deliver 200 additional copies for this purpose to the 
Subcommittee on Trade office, room 1 104 Longworth House Office Building, at least one 
hour before the hearing begins. 

FORMATTING REQUIREMENTS : 


tMk fttlMmC ptwMUd te prliODf cs ch« bf ft iar vitBM ■ttumat m nMblt nbaUMd ftr ft* prtBUd nunl 

ar uy viiaaB MamtaU la fwgaMi m a n^eat far ■iKub waiaatt maM eoUm ta tha (BlMlBaa ttaiad bala*. ilay itatMiMt ar 
aihibK aat la eanpHaaea «ltt (haaa caUaUaaa «U1 aai ba ^tad, bat ■111 ba nalatalaad la Aa CianaiHtaa Ola ter latlav and ata by tta 
Cemmloaa. 

I. iUl ■tatamaata aad «ay aceanpasylac asbOdts tar prtBOaf maat ba typad la Uaiift apaea an lacal-aUa paper aad may aet 
axeaad • Mai af 10 pacaa laelaUBC aaaebBaata. 

t Caplaa of wbola OaeaaiaBto aabailtiad ae axUbit naiarlal «fU aei ba aecaptad tar plailB(. laalaad. asUMt aatarlal ahoBlil ba 

rafataaead aad oootad or AO axhlMt bumtUI aaa aaatlac tbaaa ipadfieatieaia will ba malaiaiaad la iha renniwaa Oloa ter 

mia* aad aaa by die Ceanltiaa 


1 A wltaau appaarlac at a poUlc baarlof. or aabBitilBC a ataMiaBt tor Ifet laeord at a pabik baaita^ or anhntttlDC affloaB 

eoBwaaiB la raapaaaa to a pablUbad rad«aot for eoouiaan by cbo Cawwimaa. ataat laelada aa Ua atamaat or eabmlaalaa a Hat at all 
eUoBCa. panoaa, ar orcaalzatiaaa oa •baae bobalt the ataoia appaari. 

4 A aapplaaioatal abaat vaat aeeooipaBy aacb itaioaaBi Uatlaf tbo aama tan addraaa. a talapbaaa aimbar ■bora dia «UBaa8 
» tta »t*«*"* nvroooBtadft uy ba roaobod aad a lapkad oatUae ar asuarp at dta eoauaeata aad WBoaiaiaadadaaa la Ibo fill 
ataloBOBt TIilB aapploBoatal ahaoi wID aot bo laeladad la tto priatad mol 


Iba abofo roatrtodaaa aad *»■*»■*»*— apply oaly la atatarlal balaf labainad tor prtaida|. BaMaala aad aablUta or lapplaaaataiy 
aaauilal aaboltlad aaloly tor dUrlbadoa la tta Haabara, itaa praoa aad tta pabda datiac Aa eaarao at a paUe baartaf nay ba aabBinad A 
aAarfama 

Note: All Committee advisories and news releases are now available on the World Wide Web 
at ’HTTP:/AVWW.HOUSE.GOV/WAYS_MEANS/’ or over the Internet at 
’GOPHER.HOU3E.GOV’ under ’HOUSE COMMITTEE INFORMATION’. 


***** 
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Chairman Crane. Thank you for coming this morning to the 
Subcommittee’s hearing on tJ.S. trade competitiveness and work 
force education and training. 

I am impressed with the interest shown in this topic, and I am 
pleased to have been able to cooperate with my distinguished col- 
league from New York, Mr. Rangel, to make this hearing possible. 

We have already been interrupted by votes thus far, and we 
could still have more, and so I would ask our witnesses to try and 
compress their opening remarks, and then any written statement 
will be made a part of the permanent record. 

This hearing will focus on ways in which the government, busi- 
ness and industry can improve the competitiveness of the U.S. 
work force through education and training initiatives, especially for 
those preparing to enter the work force for the first time. 

The United States is the most competitive nation in the world, 
and U.S. workers are the most highly skilled and innovative in the 
world. Business and industry have worked aggressively to ensure 
that public education responds to its needs, and also have estab- 
lished numerous educational programs to achieve this end. 

Business and industry rely on the educational system to provide 
a pool of talented workers. As a result, the output of U.S. workers 
is higher than that of workers anywhere else in the world. 

American firms scour the globe, developing and expanding over- 
seas markets for our exports. Many foreign companies invest here, 
providing jobs for our workers. These are not new phenomena. 

For decades the internationalization of foreign markets has 
forced U.S. companies to expand globally as advanced tele- 
communications and transportation make the world smaller and 
more interrelated. 

The trend toward globalization also has increased competition in 
labor markets, both here and abroad. I have seen this with my own 
eyes. It has been my privilege to travel to nearly every continent 
on the globe. 

Mainland China and the new democracies of Eastern Europe, 
such as Romania and Bulgaria, are the latest countries to emerge 
as players in the international marketplace. 

As we open this hearing on global trade competitiveness and 
work force education and training, let us keep in mind two things; 
First, the entry of new countries into the global markets for capital 
labor is only an acceleration of a process which has been going on 
for years. 

The United States has always responded quickly to become the 
primary player worldwide. 

Second, while the need to be both competitive and innovative 
continues, I am confident the training provided by corporations tai- 
lored to workplace need, along with a responsive education system, 
will allow American workers to hold their lead as the most produc- 
tive workers in the world. 

And I would now like to recognize our distin^ished Ranking 
Member, Mr. Rangel, for'any statement he would like to make. 

Mr. Rangel. Thank you very much, Mr. Chairman. 

I would hope that my written statement would be entered into 
the record. 

Chairman Crane. Without objection. 
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Mr. Rangel. And, Mr. Chairman, I hope that today will be one 
of the most important days in my legislative and political life. 

The new changes in the Congress have caused a lot of friction in 
the ability of Republicans and Democrats to work together. But, as 
relates to the Trade Subcommittee, there has been a longstanding 
tradition that, with respect to other nations, we stand as one, and 
that we have been bipartisan, notwithstanding our other dif- 
ferences in how to resolve problems in the best interests of our 
Nation. 

And you have kept that tradition, and I am particularly glad to 
have your continued friendship and support in working together on 
trade issues. 

Chairman Crane. Thank you. 

Mr. Rangel. And especially for agreeing to have this hearing 
today. I could not think of anyone whom I would want more to be 
our first witness than Secretary Reich. In all of the conversations 
I have had, with all of the Cabinet officials, it seems as though 
there is one thing that you and I agree on — that having a job 
brings dignity, brings hope, brings productivity. 

Having a job, or even the hope of knowing you can get a job, 
means you do not have time to do those things that are not only 
detrimental to your life, which may not be worth anjd;hing to you, 
but detrimental to society, and the people who are forced to live 
with you. 

Detrimental to your government in terms of not being productive, 
detrimental to our ability to effectively compete against other coun- 
tries that do not have the burden of millions of people locked up 
in cells, shooting each other, conceiving children, doing crime, 
doing violence, and continually causing our deficit to increase. 

And the bottom line is, there is not one scintilla of evidence that 
any of this has been productive. It is bad business, it is bad poli- 
tics, and for the first time that I can remember, it is not just an 
item on the private sector’s agenda. 

It is up front, which to me means that the education of the peo- 
ple in our great country is too important to leave up to the local 
school boards. 

The reason I say, Mr. Chairman, that this is the beginning of a 
process is because the U.S. Chamber of Commerce next week will 
be giving a briefing on all of the educational projects that they 
have underway. I would weint educators to come and see the inno- 
vative and creative ways they are making people productive. 

And after that, I hope, you will find time yourself, or to send 
technicians, along with Secretary Riley, to an overall conference — 
not a hearing, not 5 minutes — with those of you who understand 
that to get a job you need the training, and to get the training you 
need education. 

Soon we will be able to have mayors and Governors, and those 
running for public office, who will be just as proud of the number 
of people who have graduated and the number of universities they 
have supported, as they are unfortunately, of the number of people 
whom we are sending to jeiil, for lengths of time that are ridiculous, 
in the number of prisons that we are building. 

And so, Mr. Chairman, this to me is the first day of a grand new 
project. When we talk about business having an even playingfield, 
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I want every U.S. business to have a fair advantage over everybody 
else. 

I want our businesses to be able not only to compete, but to win. 
I want every foreign country to know that when they steal our in- 
tellectual property rights, when they steal our software, when they 
steal our movies, when they steal our pharmaceuticid products, 
they are stealing our jobs, and that is not to be tolerated. 

And so, I think this new partnership with the private section on 
work force education and training is the most patriotic thing I have 
ever done, and I am proud to have partners in the private sector, 
and proud to have such a distinguished public servant who has 
been saying this over and over, and I look forward to this being a 
very exciting, working relationship. 

Thank you, Mr. Chairman. 

[The opening statement follows;] 

Opening Statement of Hon. Charles B. Rangel 

Mr. Chairman, thank you for calling this hearing on the importance of education 
and training to U.S. trade competitiveness. 

Preparing our future and current work force to meet the demands of a rapidly 
changing and technologically advanced global economy is in our national interest — 
and should be a priority for our Nation. 

Indeed, the public and private sectors must work together to ensure that America 
has an internationally competitive work force. I hope that today’s hearing will ad- 
vance efforts to develop a framework for such collaboration. 

I am pleased Mr. Chairman that so many fine Americans, recognizing the impor- 
tance of this topic, have chosen to deliver and/or submit testimony. 

I am particularly pleased that our distinguished Secretary of Labor is with us 
today. Secretary Reich has labored long and hard in the economic vineyard for 
American youth and workers. His commitment and work in both academia and gov- 
ernment have been exceptional. I look forward to his insights on increasing U.S. 
work force competitiveness as well as his ideas on effective public-private sector co- 
operation, I also welcome Assistant Secretary Longanecker and our other witnesses. 

I am very proud of some of the private sector initiatives that we will learn more 
about today. The firms represented here are trailblazers and have invested millions 
of dollars in our youth and workers. These firms recognize that investments in edu- 
cation and training yield substantial returns. 

I hope other American firms will follow the lead of those that invest in education 
and training. Businesses, particularly international firms, understand the skills re- 
quired in the international marketplace and should naturally be involved in edu- 
cation. 

There is broad aCTeement that Americans will live in an increasingly challenging 
and borderless world — a world so complex and advanced that only the best educated 
and best trained will succeed. Mr. Chairman, how prepared are we for this new era? 
How can we best assure that our workers have the skills that this new marketplace 
requires? 

"The experts tell me that there is a gap between what the schools are teaching 
and what the global market is demanding. While skills in math and science will con- 
tinue to underpin our trade and technology competitiveness in the future, the Unit- 
ed States ranks the lowest among industrial nations graduating students in math 
and science. 

While international trade will surely be a cornerstone of U.S. economic growth, 
the National Geographic Society reports that Americans rank among the bottom 
third in geographic knowledge. 

Mr. Chairman, 60 percent of all jobs by 2007 will require some postsecondary edu- 
cation. The National Alliance of Business reports that a 10-percent increase in the 
educational levels of a company’s work force increases productivity by 8.6 percent. 

In an era where Federal resources £ire shrinking and where raising taxes in our 
national interest is untenable, international trade may well be the best available op- 
tion to generate jobs and growth. 

I am concerned Mr. Chairman, about those that will not be able to compete in 
this brave new trade-driven global economy. I am concerned that the cost of doing 
nothing to enhance our human capital is too high. 
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There are over 1 miMion — mostly African-American — youth that are imprisoned 
for nonviolent crimes in the United States at an average life cost of between 
$600,000 and $1 million per prisoner. In 1991, public expenditures associated with 
the consequences of drug abuse and dependence cost American taxpayers about $70 
billion. Crime cost Americans about $450 billion a year. These astronomical expendi- 
tures diminish productivity and represent investments in the wrong direction. 

We cannot be competitive in the global marketplace if a large percentage of our 
work force is uneducated, in jail, or drug dependent. I hope that America will devise 
a holistic and serious approach to invest in her youth and workers who represent 
the only hope for a prosperous and peacefiil future. 

America’s economic leadership in the 21st century indeed depends on the invest- 
ments that we make today in education and training. 

Mr. Chairman, I hope that today’s hearing is the beginning of an ongoing dialog 
between the Trade Subcommittee, the administration, and the private sector on 
ways to improve continually the education and training of our work force so it can 
compete in the world marketplace. If we do not succeed in this area, our open trade 
policies will surely not be sustainable over the long run. 

Thank you, Mr. Chairman, for your leadership on this issue and I look forward 
to working with you. 

Chairman Crane. Thank you, Mr. Rangel, and we have a num- 
ber of very distinguished witnesses who will be testifying today, 
and number one of course is Secretary Reich. 

STATEMENT OF HON. ROBERT B. REICH, SECRETARY, U.S. 

DEPARTMENT OF LABOR 

Secretary Reich. Well, thank you very much, Mr. Chairman. In 
the interest of time, as you suggested, with your permission I will 
submit my formal testimony to you, and make just a couple of brief 
remarks, and then any questions that any members of the panel 
may have, I would be delighted to answer. 

Again, Mr. Chairman and Congressman Rangel, and other 
Members of the Committee, let me congratulate you on having this 
hearing, because it seems to me that issues of American competi- 
tiveness in international trade cannot be separated from the qual- 
ity of our work force. They are absolutely inseparable questions — 
inseparable issues. 

What is an American economy? Is it our companies? No, because 
they are becoming multinational. In fact, global companies are the 
rule, rather than the exception these days. 

Is it our money, our savings? No, because our savings are moving 
around the world, almost at the speed of an electronic impulse. 
Foreign savings are coming, our savings are going there. 

Is it our machinery? No, because machinery can be, and is being 
replicated around the world. 

So what is the essence of the American economy? What is it on, 
which our future standard of living uniquely depends? It is our peo- 
ple — their skills, their insights, their education, and their capac- 
ities to work productively together. That is the American economy. 

The way in which, and the extent to which, we add value to this 
increasingly integrated global economy will determine our standard 
of living in the future. That is the basic principle upon which all 
else rests. 

And Con^essman Rangel, you put your finger, on the issue 
facing us with regard to welfare policy, social policy — all kinds of 
social problems we have in this country. There is no better social 
policy, antipoverty policy — there is no better policy that we could 
have in dealing with all our social problems than a decent job. 
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Now, what does that mean for all of us? It means that the pri- 
vate sector has a huge stake in a skilled work force. 

I just came back 2 days ago, from the Midwest. I was in Ohio, 
and Minnesota, and several other places. What did I hear from em- 
ployers there? Over and over again, the same lament: “I can’t find 
the skilled people I need,” they said. 

‘The major thing that is constraining growth and productivity in 
my business,” they said, “is the lack of skilled people; I can’t find 
them.” 

Now, when we look at the entire debate over growth that is 
occurring in this country, how fast can we grow without igniting 
inflation? Again, let us go back to basics. 

If we have more skilled people, if we have more educated people, 
we can be more productive, and more productivity is the key to 
greater growth. Investments in our people in education, job skills 
and job training are the key investments the private sector or the 
public sector needs to make. 

And the irony of the trip I just made to the Midwest, when I 
heard from business leaders that they cannot find skilled people, 
the irony is that I also met with a lot of people — blue-collar, poor — 
who said to me, “Yes, we have jobs, but we’re having trouble 
getting ahead.” 

There are jobs now available, many more jobs than ever before. 
In fact, the unemployment rate in many of those States is now 2, 
3, or 4 percent — terrific. “But,” say these people who do not have 
the adequate education and skills, “we are having a hard time.” 

Technology is your friend if you have the right skills; technology 
is your enemy if you do not. The global economy is your friend if 
you have the right skills; it enhances your marketability. It may 
not be your friend if you do not. 

Business and the public sector have a huge stake in an educated 
and skilled work force. When I say these things to business groups, 
I almost invariably find myself in front of people whose heads nod 
in agreement. 

This is not a controversial issue, this is not a partisan issue, this 
is not a Democrat versus Republican issue, this is not a conserv- 
ative versus liberal issue. We all understand this basic principle, 
but where we get into tugs of war is over how we do it. 

Unfortunately, cooperation and good news are not the most excit- 
ing things to appear on the evening news. When the business com- 
munity, when public policy makers, when government with commu- 
nity-based organizations, when we work together to make sure that 
our people are better skilled, that does not make for a lot of excite- 
ment, but it is going on. 

People do not know about it, they do not hear about it; it is going 
on. The School-to-Work Apprenticeship Program started 2 years 
ago. We now have 150,000 businesses involved. We have almost a 
million young people in grades 11 and 12 who are learning skills, 
they are also learning their academics. 

They are going on after grade 12 to get additional skills, even if 
they may not go on to college. 

We are seeing businesses all over this country beginning to take 
more and more interest in community colleges, helping people get 
training at community colleges that fit what those businesses need. 
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and community colleges are the great unsung heroes of this transi- 
tion that we are facing. 

Businesses are stepping up to the plate. The latest estimate is 
that American business is spending $30 to $40 billion a year on 
training workers. But the question I always ask is, “Are you train- 
ing the people who need the training the most? Who are you train- 
ing; what are you training them for?” 

The public sector is spending — ^the Federal Government — about 
$5 billion a year training people. Again, we are consolidating those 
training programs, providing one-stop training centers, so that 
when you get an unemployment check, and you want to get a new 
job, and you want to have access to training, it is all in one place — 
you do not have to wait in multiple lines 

We have a computerized job bank — ^America’s Job Bank — on the 
Internet, right now — 500,000 job listings. It was visited 6 million 
times last month alone. We are beginning to create a system in 
which people can get new jobs, get the training they need, but we 
are far from the kind of system we need. 

I am proud of the progress we have made, and how much the 
business community, government, the labor community, and com- 
munity-based organizations, have come together around these basic 
principles, but there is so much more to do. 

Let me end with this note: Somebody said to me once, quite re- 
cently, “You know, this training, it works much better than a lot 
of people think it does, particularly when you know what jobs you 
are training for, but how about the poor? How about the really 
poor? How about these dropouts, these high school dropouts? Can 
you really train them? Aren’t they just beyond reach?” 

I told the person what I had seen around this country. In Detroit, 
Michigan, Project Focus Hope — ^teenage dropouts, learning to be 
numerically controlled machine tool operators, in great demand — 
learning and then getting those jobs. 

Eighty-five percent of those dropouts — poor, minority — getting 
those jobs, and they are good jobs. They are not at the minimum 
wage, those are good jobs. 

Or what I saw in the East Los Angeles Skills Center. I went into 
a large classroom where there were 40 young dropouts — many of 
them had been gang members — ^and they were learning about mo- 
bile technologies. They were learning to become automobile techni- 
cians — not garage mechanics. 

They were learning about the computers that are now under the 
hoods of so many cars, and they were learning to diagnose and re- 
pair those computers. Eighty percent of them were getting jobs 
starting at $15 an hour. They were making something of them- 
selves. 

Do not tell me that we cannot train and educate even the poorest 
young people in our society for better jobs. There are opportunities 
out there. Employers say they cannot get the skilled people they 
need; let us create a better match between all of the people who 
need the training and the skills, and all of the employers who need 
the skilled people. 

That is the goal: That will make us more competitive, it will en- 
able us to grow without pushing on inflation; it will enable us to 
be more productive; it will generate more tax revenues; it will gen- 
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erate a more productive society; it will reduce the earnings gap be- 
tween the high-paid and the low-paid, because the low-paid and the 
poor will have a future. 

This is not rocket science. We are beginning to do it, but we need 
to focus on the amount of resources, the scale of doing it that is 
going to be required — ^both public sector and private sector. We are 
not there yet. 

Let me not end my statements by creating a falsely optimistic 
sense of security — no. We have a very long way to go, but we know 
the answers. This is not something in which we do not know what 
to do. 

We can do it, if we have the will to do it — the private sector, the 
public sector, union leaders, community-based organizations — we 
can do it if we have the will to do it. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF ROBERT B. REICH 
SECRETARY OF LABOR 


Mr. Chairman, Congressman Rangel, members of the 
subcommittee : 

I am delighted to have the opportunity to present testimony 
today and I look forward to answering any questions you may have. 

Let me commend you for holding this hearing, because I 
believe you are on to something here. You are making the right 
connections -- the right links. 

For America to succeed in the 21st Century, our industries 
must succeed in the global marketplace. 

For our industries to succeed, their workers must be highly 
productive . 

And for workers to be highly productive, they must have the 
education and training necessary to keep them in tune with the 
onward march of technology. 

As America moves further into this age of information and 
global competition, it becomes increasingly important that we 
make critical investments in our "human capital" -- that is, in 
the knowledge, education and skills of our workers. 

Today, tomorrow and far into the future, a highly-skilled 
workforce is and will be our comparative advantage. 

It's true on a national scale and it's true for individual 
companies, as well. One study has found companies that 
introduced formal employee training programs experienced a 19 
percent larger rise in productivity than firms which did not 
train their workers. Two recent studies of 3,000 businesses 
showed that a ten percent increase in the average educational 
level of the workers paid off with productivity increases of 
between five and nine percent in the manufacturing sector, and 
six to 13 percent in the non-manufacturing sector. 

The fact is, Mr. Chairman, training and education work . 

Don't just take my word for it. George David, the CEO of United 
Technologies -- which is spending millions of dollars to help 
employees get more education -- put it best: "It's in our 
interest to have an educated workforce." 

I could give you volumes more from CEOs, economists, 
investors and academics about these payoffs, and how a better- 
trained, better educated workforce is so vitally important to the 
future of the nation's enterprises. 

Last Sunday, The New York Times ran a lengthy article about 
the new, well-paying, high-skill jobs that are being created by 
this economy in great abundance. The article focused on the 
Minneapolis area, where the jobless rate is less than three 
percent an ^ employers are reporting that they're having trouble 
finding enough workers who have the necessary skills to fill 
chese good-paying jobs. 

And Minneapolis, the article indicates, mirrors the national 
economy . 

Which begs the question: How do we grow this economy in a 
non-inf lationary way? It seems to me that raising the skill 
levels of workers -- and with it their productivity and the 
nation’s standard of living and competitiveness -- is, and should 
be, a vital part of the equation. 

Nowhere, however, has the impact of education, or lack of 
it, been felt more acutely than in the homes of America's working 
families . 



12 


Skills have always made a difference in income, but today 
that difference is enormous. Earnings for men without college 
degrees -- three out of four working men -- have fallen by 12 
percent since 1979. And, over the same time period, the income 
gap between men with college degrees and those with high school 
diplomas has widened from 49 percent to 96 percent. For women, 
the disparity has gone from 44 percent to 84 percent. 

One study, reported in the newspaper the other day, says 
that this gap may be levelling off. But whether it's 70 percent, 
80 percent or 90 percent, it's a substantial difference. And 
other research indicates that the least-educated are unlikely to 
improve their skill levels over the course of their careers. 

Americans whose skills are out of date, or out of sync with 
the economy, risk falling farther behind. 

According to the Bureau of Labor Statistics, about half of 
the new jobs that will be generated over the next decade will 
require some post-high school education, and many will require 
advanced technological skills. 

Left unchecked, the wide disparities in income and 
opportunity can undermine the coherence of our society. A 
society too sharply divided between winners and losers cannot win 
in the global competition of the 21st Century. 

So what do we do about it? 

Getting the economy moving again -- creating a framework for 
businesses and working families to succeed -- has been the first 
order of business in this administration. Under our watch, 
unemployment is down, interest rates are down, inflation is low, 
and the economy has generated 10 million new jobs. 

But there's a second challenge, and that is restoring wage 
growth and economic security for the majority of working 
families, and making the American dream of opportunity for all a 
reality for all who are willing to work for it. 

And central to the task of meeting that challenge is to help 
Americans get more education and build their skills. Doing so is 
important to working families. It's important to our industries. 
It's important to our future competitiveness. 

That's why the President has proposed to make the 13th and 
14ch years of education as universal to all Americans as the 
first 12 are today. He would do that by giving families a tax 
credit of $1,500 for each of the first two years of full-time, 
post - secondary enrollment. The credit would also be available 
for students who study at least half-time, and it could be used 
for job training and re-training. 

Or, families could ge tax deductions of up to $10,000 a 
year to help them offset college tuition costs. 

The President has also consistently favored the exclusion 
from taxable Income of employer-provided educational assistance 
under Section 127 of the IRS Code. And he has called for a new 
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employee education and training. 

We're working to change our unemployment system into a re- 
employment system that will help dislocated workers get the 
training they need to move them into new and better jobs. 

We have begun the process of working with the states to set 
up "One Stop Career Centers." Any job seeker can go to these 
centers and get information on where the jobs are, where the 
training is, and how to get it. 
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We've proposed to put more power into the hands of 
unemployed, dislocated workers by consolidating scores of federal 
job training programs and creating "skill grants" that empower 
workers to choose the training they feel they need. 

In partnership with state and local governments, and the 
private sector, we're continuing to build School - to-Work 
opportunities throughout the country. Since its enactment two 
years ago, states report that more than a half-million high- 
school students have participated in School -to -Work programs in 
communities nationwide. Businesses are also becoming involved, 
with many students getting job experience with participating 
companies. This initiative is preparing young Americans for the 
jobs of the future. 

School - to-Work . training vouchers or "skill-grants," and our 
efforts to help dislocated workers find new jobs -- all are 
important components of our strategy of building a highly-skilled 
workforce that will keep our nation prosperous in the new global 
economy . 

These initiatives have received broad, bipartisan support in 
the past. The nation's business leaders have been supportive. 

And that's why it is so disheartening that the President's 
workforce development proposal has been attacked here in the 
Congress. The attacks from outside groups on School-to-Work and 
America's Job Bank have been distorted, misleading and 
outrageous. America's workers deserve better. America deserves 
better . 

So we'll fight on -- because our economic competitiveness is 
at stake, because these initiatives work, and because they are 
right for the economic future of our country. 

Inevitably, some workers, particularly those with lower- 
skills, will be displaced by trade. That is precisely why we 
should continue to fund programs such as Trade Adjustment 
Assistant CTAA) and NAFTA-TAA --so that we can ensure that these 
workers, who are hit hardest by the effects of trade, have an 
opportunity to re-enter the workforce with enhanced skills. 
Further, we need to continue to support Title III of the Job 
Training Partnership Act, which serves dislocated workers who 
have been affected by other economic changes. 

And we must continue to seek ways to use education, training 
and job-placement initiatives as a vehicle of hope for those who 
live in America's most impoverished areas -- places where jobs 
are scarce and the prospects for employment are diminished. We 
simply cannot expect to build a world-class workforce while so 
many are left behind. 

On that point, let me commend Congressmen Rangel and 
Houghton for their work in reshaping the Targeted Jobs Tax Credit 
into the new Work Opportunity Tax Credit. The bills that have 
passed the House and Senate address many of my concerns and those 
of the Office of Inspector Gener-*1, and I look forward to working 
with you further as they are taken up in conference. 

There is one other element of our strategy, Mr. Chairman, 

and that is encouraging the private sector to do more to upgrade 
the skills of their workers. 

We know that government cannot possibly do what is needed to 
ensure that more than 100 million working Americans get the 
opportunity to learn more, to work smarter and to stay ahead of 
the technological curve. In fact, we are paring back the amount 
of resources that government devotes to this task. 
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So Che private sector has to do more. Many companies are 
going the extra mile to help their workers upgrade their skills. 
And they are making money in the process. 

At the President's conference on corporate citizenship here 
in Washington a couple of months ago, we heard the CEO's of 
several companies -- large and small -- outline their strategies 
for increasing worker education and training. We heard about on- 
site education centers offering basic math and reading courses to 
production workers. We heard about college tuition 
reimbursements and in-house training programs to which every 
worker must devote five percent of his or her work time. We 
heard about huge investments of company resources on training. 

So, many companies are taking the ball and running with it. 
We ought to be encouraging others to follow their lead. 

Mr. Chairman, there is no doubt that this nation has Che 
resources Co make its workforce the most productive on the 
planet. Doing so would make us a shoe-in to win the global 
economy of the 21st Century. The question is whether or not this 
nation's institutions will join together to make the necessary 
investments in the skills of our people. 



15 


Chairman Crane. Thank you, Mr. Secretary. 

Mr. Secretary, with regard to government training programs for 
our work force, are there any of those programs that you think no 
longer have validity? In other words, should be terminated? 

Or do you have any thoughts on transferring those responsibil- 
ities over to the private sector? And, if so, could you elaborate a 
little more on how private sector initiatives might be helpful in 
creating and developing our work force in this country? 

Secretary Reich. Mr. Chairman, there are several things that we 
have tried to do, and we are on the way to doing. One is to consoli- 
date the myriad of Federal job training programs into one pool, and 
providing people with vouchers that they can cash in for the kind 
of training they need, when they need it, at community colleges or 
technical institutes. 

And it is also providing those people with good, high quality in- 
formation about which community college, which technical insti- 
tute, is doing the best at placing people. So we create a market — 
a real market — in training. 

Now, people need this. 

The second thing that we are proposing, and have already begun 
to do, is enable people, through low-interest student loans, to get 
the kind of training they need — ^not just people who are going to 
a 4-year college, but people of almost any age. 

The third thing we are proposing is to provide each family with 
a $10,000 a year tax deduction for education and job training. Now, 
if companies can deduct the cost of business meals and expenses, 
and all kinds of other things, at the very least we should allow 
American families to deduct the cost of education and job training, 
which is the most important kind of investment anybody can make. 

Fourth, we are proposing — ^the President has proposed — a spe- 
cific, refundable tax credit which will allow anybody in this country 
to afford — indeed, to make virtually free — 2 years of community 
college, in terms of the average tuition of community college. 

We think that everyone — and it ought to be the norm in this soci- 
ety — every single person in this society ought to have a 13th and 
14th year of education, beyond 12 years, and that ought to be 
affordable. 

In fact, literally, it ought to be a refundable tax credit, in terms 
of average tuition. 

Now, there may be many other things that we could. The School- 
to-Work Program I talked about — every one of these initiatives in- 
volves the business community, involves the private sector. 

We have, with your help, and with Congressman Rangel’s help, 
reformed, and have a new reformed version of the targeted jobs tax 
credit, which I think is going to work even better than it does right 
now. Again, making sure that the business community has an in- 
centive to hire people who are the most difficult to hire, and who 
are the poorest and most in need of jobs. 

Again, I want to emphasize, every one of these initiatives relies 
upon the private sector, and also relies upon individuals to take 
initiative. These are not handouts; this is the way we have to go. 

Chairman Crane. Thank you, Mr. Secretary. 

Mr. Rangel. 

Mr. Rangel. Thank you, Mr. Chairman. 
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Mr. Secretary, if it is true that America is really moving toward 
a crisis, I see this U.S. Congress and this Nation prepared politi- 
cally to talk about tax cuts and not tax increases, and at the same 
time talk about balancing a budget. This being an election year, 
put me down for both. 

Having said that, I would like for you to promise me that soon 
you will have a meeting with the Office of Management and Budg- 
et, and ask them how much is it costing the American people to 
put Federal funds, if we have got to balance the budget, into dis- 
tricts that have the highest dropout rates or the highest poverty 
rates, or the highest children bom out of wedlock, or the highest 
number of people on drugs, or convicted, or in jail. 

And you cannot measure the hopelessness that is involved in 
how kids know more about going to funerals than to graduations. 
But you can measure the lost productivity that all the economists 
talk about, when somebody is caged in a cell. 

Now, I am against violations of human rights in Cuba, and viola- 
tion of human rights in China, but it is my understanding we have 
got 1 million human beings locked up in little cells, at the height 
of their productive years. Eighty percent have not committed any 
violent crimes. 

I am a former Federal prosecutor, so, it is OK with me. But 
somehow, if we find that the billions of dollars that we are putting 
into the poorest of communities are there to lock them up and at 
the same time were cutting welfare and other things that we find 
too expensive, where does a hat cutting lead us? 

Don’t Secretaries and 0MB Directors talk to each other and say, 
“Hey, if we’ve got to cut taxes, we’d better cut expenses, and these 
poor communities are costing us too much.” There must be a better 
way. 

Secretary ReICH. Congressman, let me give you some figures 
which dramatize the point that you are making, and ought to be 
of concern to every American. If you drop out of high school and 
you are a male, the chances that you are going to be in prison or 
on parole or on probation are approximately 34 percent. 

That is, one-third of all young men who drop out of high school 
are going to be in prison, on parole or probation. 

Now, the cost per year of somebody in prison — ^not even dealing 
with the productivity loss that you are mentioning, which is a huge 
potential loss for the society — ^the cost simply of having somebody 
in prison for 1 year is about $20,000 per year. 

Mr. Rangel. It is $60,000 for the detention home for juveniles 
in the city of New York, Reikers Island. 

Secretary Reich. And let me give you one other statistic; If you 
graduate from a 4-year college, you are going to have an income, 
on the average, that increases the income gap between college and 
noncollege graduates about twice as much. 

That is, in 1978, the college graduate was earning about 40 per- 
cent more than the noncollege; now the college graduate is earning 
about 78 percent more than the noncollege. 

But society, on average has provided college graduates with 
about $25,000 in low-interest loans and grants, and the university 
you attended received additional sources and resources. 
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And that is good. But, if you are a dropout, on the average, you 
have no help from society with additional training or education. 

Instead, society, is spending, for one-third of the male dropouts, 
at least, $25,000 a year, putting them up in a prison. 

Now, that kind of mathematics makes very little sense for our 
society. 

Mr. Rangel. And it is growing. It is not stopping. 

Secretary Reich. Next year in the 1997 budget, the President is 
seeking $270 million additional funding, focused on the high pov- 
erty, high crime census tracts, where more than 50 percent of the 
high school dropouts are unemployed. 

We are seeking those funds for pilot projects, to show that if you 
get them jobs, if you get them training, if you work with the busi- 
ness community, you can reduce the crime rate — dramatically. 

Mr. Rangel. Well, I am telling you, you should be more optimis- 
tic, because this hearing is going to prove that the private sector 
recognizes this, they think it is a crisis, they think that more has 
to be done. 

They do not want any more Federal bureaucracy or any more 
new programs; they want whatever they are doing to be recognized 
and to be coordinated with what we have. 

I am confident that, not only in terms of reducing this enormous 
budget, but in allowing America to continue its leadership in world 
trade, the private sector is willing to do its part. More importantly, 
when we say that we are going to lose the low-skilled job, but in 
the long run we are going to have more jobs, higher paying jobs, 
for all of Americans, we can be confident that Americans will be 
well prepared for those jobs. 

And every American, no matter what community they are in 
should be able to say. “You know, that could be me.” And when 
every kid can believe that they will have access to the training to 
get that job, that is the America that made us so strong, and 
provided so much leadership for the rest of the world. 

You have been a gem, Mr. Secretary, and believe me, this is the 
time to be optimistic. The private sector realizes not just equitable 
tax treatment, but what are we doing with their tax dollars to pro- 
vide them with what they are paying for, and that is a decent 
professional work force. 

And what we are giving or should be giving them — and I sup- 
port — is a tax incentive for the billions of dollars they are spending 
in their way to assist in making a more productive society. 

So, I am excited. I hope you can get together with 0MB; I would 
like to work with you, because for those who do not care about peo- 
ple, they should be concerned about the taxes that we are paying, 
and the reductions in the deficit, and those other issues. It is all 
one. 

You are a great guy, and thank you so much for leading off 
today. 

Secretary Reich. Thank you. Congressman. 

Chairman Crane. Mr. Ramstad. 

Mr. Ramstad. Thank you, Mr. Chairman. 

And thank you, Mr. Secretary. I was appreciative of the fact that 
you visited my State last week. You were in the Twin Cities, Min- 
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neapolis and St. Paul, and in fact in Bloomington, the largest city 
in my district, and we certainly appreciated your visit. 

I ^so appreciate the bipartisan pragmatism I am hearing on the 
panel here today. I think that it is healthy, and we need more of 
that, generally speaking. 

I must say, and I do not want to subtract from that in any way, 
but I was struck by your written testimony — I actually read your 
written testimony, believe it or not — and you cited a New York 
Times article specifically about Minneapolis, the Twin Cities, say- 
ing that the situation — I am quoting now — ^“'in Minneapolis mirrors 
the national economy.” 

I just have to, for the record, Mr. Secretary, clarify that the Twin 
Cities economy does not mirror the national economy. In fact, the 
growth rate for my district, and for the entire State, is about twice 
the 2.3 percent national growth rate that we are currently experi- 
encing. 

In addition, the unemployment rate, we are proud to say, is bare- 
ly half of the national unemployment rate. 

So, I do not believe our economy is a reflection of the national 
economy. We have excelled at a greater rate of growth, and with 
lower unemployment than the national economy. 

A lot of our success can be attributed to the Minnesota work 
ethic, and to the successful education system in Minnesota that 
prepares students. We are always getting blue ribbon awards. 

I think we have the highest per capita number of schools getting 
the Department of Education’s Blue Ribbon School Award — a high 
school in my district just received it. The 1996 National Teacher of 
the Year is from Minnesota. We are very proud of our excellent 
education system. 

I would just like to direct your attention, Mr. Secretary, to the 
same article in the New York Times, David Wyss, who is director 
of research at DRI/McGraw-Hill, was quoted as saying, “Our labor 
market is a primary constraint on growth right now.” 

And I think implicit in that statement is the problem in many 
States, many school districts across this Nation, high school grad- 
uates — and I am sure you will agree with me — are not leaving the 
school system with the knowledge, skills and abilities required to 
enter and compete in the job market — the high-tech, knowledge- 
based society in which we are operating today. 

I like your emphasis on School-to-Work. Do you think that is our 
best option? You mentioned targeted jobs tax credit. I hope the ad- 
ministration is going to sign the next tax bill we send that includes 
the targeted jobs tax credit. 

Is that the intention of the administration? 

Secretary Reich. Yes, it is. In fact, the work opportunities tax 
credit, which is the modified version of the new targeted jobs tax 
credit, is an improvement, in my view, because it has employers 
certify in advance that a particular employee is qualified, which 
means that employers will actually go out and seek eligible people 
for the targeted jobs tax credit. 

It also has a longer number of hours as a required mandate for 
eligibility. That is, in terms of how many hours an employer has 
to keep somebody at work before that employer is eligible for that 
tax credit. 
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Now, the School-to-Work Program is working, as I said, very ef- 
fectively, and Congressman, I was so impressed in Minnesota. I vis- 
ited several companies, including a company that was specializing 
in family friendly policies. The president of that company said to 
me something very interesting. 

Mr. Ramstad. That was Ceridian? 

Secretary Reich. That was Ceridian. Larry Pearlman was the 
president. He said to me, “You know, these kinds of family friendly 
policies, valuing employees as assets to be developed, rather than 
as costs to be cut, these policies are good for our bottom line, be- 
cause it means that we can attract very talented people, and we 
can keep them, and we can make them more and more loyal.” 

And I talked to other employers in your State, who said to me, 
“The biggest problem we have — ^the biggest problem — is getting 
skilled employees, and keeping them.” 

Again, the constraint on growth, in Minnesota as elsewhere, 
right now, is not so much the tightness of the labor market, but 
it is the quality of the labor market. 

Mr. Ramstad. I also hope that an idea that certainly my distin- 
guished colleague from New York supports, and I think there is a 
broad bipartisan support for enterprise zones, is something else I 
think that is worth considering, as we look at this subject more 
broadly. 

Would you agree with that? 

Secretary Reich. Absolutely, and enterprise zones have been al- 
ready quite successful. We are facing, in the job market, several 
different related challenges, and even though unemployment is 
very, very far down, and we have all of these new jobs, and as that 
New York Times article to which you referred. Congressman, point- 
ed out, most of the net new jobs being created are very good jobs. 

They are demanding technological skills, managerial and profes- 
sional skills, but that is precisely my point. We have got to redou- 
ble our efforts — private sector and public sector — to make sure that 
people are qualified for all of these good jobs that are being 
created. 

Mr. Ramstad. Well, just a final comment, Mr. Chairman. 

And Mr. Secretary, again, thank you for appearing here today. 
I think a real litmus test of the importance of the targeted job tax 
credits will be, in terms of new jobs, in this area — in the Washing- 
ton, DC, area. Dayton-Hudson’s Target Co. is going to open nine 
new stores in the Washington, DC, area. 

I am sure you had to drive past several Target Stores when you 
were in Minnesota, because there are so many of them. As much 
as any employer I am aware of, certainly more so than any in my 
state. Target relies on the targeted jobs tax credit, to employ the 
type of people, the audience that the School-to-Work Program 
reaches. 

And so, hopefully we can get that restored and get a tax bill with 
the target jobs tax credit, because I think you are going to see an 
impact in this immediate area, as well as the rest of the country. 

Thank you, Mr. Secretary. 

Chairman CRANE. Mr. Coyne. 

Mr. Coyne. Thank you, Mr. Chairman. 
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Mr. Secretary, welcome, and thank you for your testimony. My 
question has to do with trade policy, and whether or not you think 
we are adequately responding to displaced workers who find them- 
selves jobless as a result of U.S. trade policies. 

Secretary Reich. Congressman, I think we are certainly respond- 
ing as well as we can, given the restraints on our resources. I be- 
lieve that we do have a great challenge in this country, with peo- 
ple — particularly middle-aged people — who are losing jobs either 
because of trade displacement, technological displacement, because 
their companies are restructuring, or for whatever other reason. 

We must make sure that they have every opportunity to get a 
new job that is as good as the job they left. Now, unfortunately the 
data shows — and this is not a new phenomenon, it has been going 
on for 15 to 18 years — that when somebody loses a job, for what- 
ever cause, the next job they get is not likely to pay as well as the 
job they lost, and not likely to have the same level of benefits as 
the job they lost. 

Now, I believe that it is to some extent a public responsibility to 
make sure that people have access to the job search assistance, job 
training, and job counseling they need. We have been, as I said, 
creating one-stop career centers, putting public resources to far 
better use than ever before. 

But I must say that I also believe that there is a private sector 
responsibility here as well. If a company is laying off workers, 
downsizing, and the company is profitable, I think that comj^ny 
does have a responsibility to help its workers — those whom it is 
laying off— find new jobs and get well positioned. 

Mr. Coyne. Is it your experience that industry is meeting its 
responsibility? 

Secretaiy Reich. It is very difficult to tar all of American indus- 
try with the same broad brush. Some companies, as I mentioned 
before to the other Congressman, are treating their workers truly 
as assets, to be developed. 

Not only are they upgrading their skills, and bringing them in 
as partners, in terms of gain sharing and partner sharing, but they 
are also providing, when they must downsize, all sorts of services 
enabling their employees to get new jobs. 

But, at the same time, I have witnessed other companies, and I 
have talked to both the executives and the employees, those compa- 
nies are not treating their workers as assets, they are treating 
them as costs, they are discarding them — particularly lower wage 
workers. 

The high-wage workers — the top executives — are treated to “gold- 
en parachutes,” often, but the low-wage workers being laid off are 
treated to lead balloons. 

Mr. Coyne. Has your department been denied by Congress the 
resources to do the necessary training of people being laid off as 
a result of our trade policy? 

Has Congress denied the resources to the department? 

Secretary Reich. Congressman, between 1993 and 1994, we were 
successful in just about doubling the resources for displaced or dis- 
located workers, and that was extremely important, because not 
only were we facing all of the downsizings that I mentioned before, 
and still are, but we also have tremendous restructuring going on 
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in the health care sector, and we have military downsizing to top 
it off. 

Now, our hope was that we could continue that trend in the 1995 
and 1996 budgets, but that was not the case. We have held our 
own — that is, we are just about where we were in 1994 — ^but there 
has been no net increase. 

And that is because our requests have repeatedly been denied, 
and we have repeatedly received fewer resources than the 
President wanted for dislocated workers. 

Mr. Coyne. Thank you very much. 

Chairman Crane. Mr. Payne. 

Mr. Payne. Thank you very much, Mr. Chairman, and I want to 
thank you and Mr. Rangel for holding this hearing. I think this is 
very timely. 

And Mr. Secretary, thank you very much for your testimony. I 
was very impressed by that, and learned a great deal from it. 

You concluded your testimony by saying that we know the an- 
swers, we can do it if we simply have the will. It would be helpful 
to me if you could elaborate a little bit on that, in terms of more 
specifically from the public policy perspective. 

Maybe just talk a little bit about what you see as the top two 
or three answers that we know, and what is it in terms of 
resources that needs to be done in order to make those happen? 

Secretary Reich. Congressman, I am delighted. I have alluded to 
them, but let me summarize. Number one, for low-wage, low- 
income, particularly poor young people, the School-to-Work Appren- 
ticeship System that we are building is having a dramatically 
positive result. 

I think later on today you will hear from members of the private 
sector who are engaged in these kinds of programs in which, in 
grades 11 and 12 young people are exposed to both academic edu- 
cation and on-the-site job experience. 

These programs take down that wall, that artificial wall, be- 
tween academic education and vocational education. They keep 
academic education, but enable young people to see the relevance 
of what they are learning in the classroom to the real world of 
work. 

And then they take those children, those young people, through 
the summers, often give them summer jobs — the private sector has 
to be actively involved — and then provide them 1 or 2 years beyond 
high school, where they can develop those skills, and perfect those 
skills, and develop an area of competence on which they can 
thereafter build. 

Number two, I mentioned for dislocated workers one-stop career 
centers, in which unemployment insurance is integrated with job 
counseling, job search assistance, and also access to training. 

We have built a computerized system on the Internet, which is 
kind of a help-wanted section of cyberspace — 500,000 job listings on 
America’s Job Bank. 

Now, all of that is very helpful to dislocated workers. It makes 
it easier for people who have lost their jobs to get new jobs that 
are, hopefully, as good as the jobs they had before. There are re- 
source constraints on both the School-to-Work Apprenticeship Pro- 
gram and also our one-stop career centers and America’s Job Bank. 
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What else needs to be done? I alluded in my statement to several 
projects around the country that are preparing the most hard-hit 
young people — actually dropouts from high school — for technology 
jobs that are not just minimum-wage jobs, but really pay quite 
well. 

Those programs work best when young people are being trained 
for jobs that exist, when the business community identifies the 
skills it actually needs, and when there are enough public and pri- 
vate resources brought to bear, so that young people can get the 
real, both on-the-job and also simulation, training they need. 

In Detroit, Project Focus Hope is a tremendous success. In Los 
Angeles, the East Los Angeles Skill Center is among the best I 
have seen, but I could give you many other examples around the 
country. 

Now, Congressman, if you get me started, I could talk for far 
longer than you would like me to talk, but when I say we have the 
answers, I do not mean to suggest to you that there are uniformly 
easy answers here. 

There are no easy answers, but there are enough successes out 
there that we know where we should be investing, both publicly 
and privately. 

Mr. Payne. Generally, as you spoke about what it is that we 
ought to do, you talked about the low-income, low-skilled sector, 
and you talked about dislocated workers. 

In terms of those young people who are high school students, 
who likely would not go to college, but in order to be successful in 
this competitive, global environment in the future, need to have 
additional skills. 

What role do you think the public sector has? And you spoke 
about community colleges, for instance, but how can the public sec- 
tor do the kinds of things that it might best do, to assist in making 
sure that that segment of the population can be as prepared and 
as successful as possible? 

Secretary Reich. Beyond the School-to-Work Apprenticeship Pro- 
gram, beyond the programs targeted to the most disadvantaged 
youth that I have already referred to, I believe it is very important 
that the norm in our society be that everyone has at least 14 years 
of education — not 12 but 14 years. 

And the President has proposed a refundable tax credit equal to 
the average tuition at a community college, so that every young 
person can get at least 2 years of post high school education and 
training. I think that is very important, it is what we all know 
needs to be done. 

Again, it is not a panacea; I do not want to suggest to you that 
any of these will be the answer for every individual in every case, 
but this is the direction we must go in, in my view. 

Mr. Payne. I agree with everything you have said. Let me just 
conclude by saying, it seems to me that recently the United States 
was recognized as the most productive Nation in the world, and 
that — we do a lot of things right — as we look at how we compete 
with others around the world. I think we need to continue to focus 
on those things that have gotten us to where we are, as well as 
these things that we know we need to do to do am even better job. 



23 


I appreciate very much all that you have said here, and I would 
hope that I have an opportunity to work with you in the future, 
as we implement some of these important things. 

Thank you. 

Secretary Reich. Thank you. Congressman. 

Chairman Crane. Mr. Neal. 

Mr. Neal. Thank you, Mr. Chairman. 

Welcome, Mr. Secretary. Just to follow up on what Mr. Payne 
was saying, once you scratch back the surface here, we are really 
talking about city problems, in large measure. 

We are really talking about the problems that innercity children 
have today. There seems to be no appetite in this town, at this par- 
ticular time, on any side of the aisle, for really addressing in a com- 
prehensive manner the problems that many of these people have, 
day in and day out. As manufacturing jobs have left and as the 
economy has changed, the middle class base has been eroded. 

We can talk about enterprise zones, and we can talk about spe- 
cial projects and programs, but we really do not do anything on a 
comprehensive basis, do we, Mr. Secretary? 

Secretary Reich. Congressman, we do not have — if by “com- 
prehensive” you are talldng about large, national programs, that 
deal with the problem, as you put it, innercity young people, many 
of whom are dropping out of high school, no, we do not. 

But I would go back to your initial premise. There are three sep- 
arate problems in the labor force, as I see them now. First, those 
high school dropouts — how to keep them in school, how to give 
them the skills they need, how to give them every opportunity to 
succeed, and how to make their education a true education. 

Second, the people who are losing their jobs. They may not be 
poor, they may be middle class, but when they lose their jobs they 
may suddenly become quite poor. 

The third has to do with the problem of poverty among adults, 
a segment of the population that simply does not have the right 
skills, or the right education. Maybe they are living in the wrong 
place, they do not have the right contacts. They also need help into 
the job market. 

Now, we are dealing in an incremental way with all of those 
problems, but incremental is probably not good enough. We are the 
most competitive nation in the world, we have a $7 trillion econ- 
omy, we have unemployment down to 5.3 percent, we have cut the 
deficit by more than hif, we have no inflation in sight. We can do 
more. 

Mr. Neal. Well, I appreciate your comments. My sense is that, 
while we are not prepared at this time comprehensively to deal 
with many of these urban problems, that before too much longer 
they are going to be before us, and we are going to have no choice. 

Thank you, Mr. Secretary. 

Chairman Crane. And I want to thank you too, Mr. Secretary, 
and reassure you again that your entire written testimony will be 
made a part of the permanent record. 

And with that, we thank you for your patience, and we will let 
you break for lunch. 

Secretary Reich. OK, thank you. Thank you all. 
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Chairman Crane. Next I would like to ask Hon. David 
Longanecker to come forward. 

And, as I indicated earlier, if you can try and summarize your 
prepared testimony, any written testimony will be made a part of 
the permanent record. 

STATEMENT OF DAVID A. LONGANECKER, ASSISTANT SEC- 
RETARY, POST-SECONDARY EDUCATION, U.S. DEPARTMENT 

OF EDUCATION 

Mr. Longanecker. You bet, Mr. Chairman. I have submitted my 
testimony in the full text for the record, and I will just do the 
abbreviated comments here. 

It is a particular pleasure to be here today, both because the 
Education Department does not often have the opportunity to ap- 
pear before this Committee, and because the topic that you are dis- 
cussing, the importance of education in contributing to the eco- 
nomic competitiveness of this country, is near and dear to 
Secretary Riley’s heart, and is central to the department’s reason 
for being. 

Now, I am following Secretary Reich, and you should not feel too 
sorry for me. It is always a tough task to follow Secretary Reich — 
he’s such an articulate and comprehensive presenter. But we have 
an important and contributing agenda at the Department of 
Education, so we are thrilled to be here. 

Our mission is simple at the Department of Education: We exist 
to ensure access to educational opportunities and to promote excel- 
lence in our colleges and schools. That is it. 

To sustain and enhance the United States economic competitive- 
ness, the department, in partnership with the States and local gov- 
ernments, and with colleges and universities and schools, and busi- 
nesses around this country, must succeed in our mission. 

So, we are very pleased to have received your invitation to be 
here today, to talk about how integrally linked education and eco- 
nomic competitiveness are, and how our Federal programs promote 
this linkage. 

The evidence is clear that education is not “a,” it is “the” critical 
path to economic well being — for our individual citizens, and for 
our Nation. This is as true today, particularly with respect to post- 
secondary education, as at any time in our history. 

Over the last 10 years, the number of high-skill jobs has grown 
by 32 percent, compared with 7 percent for low-skill jobs. Earnings 
have become even more skewed. Unemployment among young 
adults without a high school education in 1994 was 20 percent, 
whereas it was only 5 percent for those with a college degree. And 
while earnings for noncollege graduates actually declined over the 
last decade, the gap between college and noncollege educated in- 
creased greatly, as Secretary Reich has already mentioned to you. 

It is virtually impossible for an individual to be competitive eco- 
nomically without some postsecondary education, and the implica- 
tions of this for our country are obvious: We must be better edu- 
cated to remain economically competitive in this knowledge-based 
world economy. 

Despite this economic imperative, it is going to be increasingly 
difficult for us to achieve the higher levels of postsecondary edu- 
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cation that we will need. The demand for postsecondary education 
will increase greatly as we move into the 21st century. As the num- 
ber of high school ^aduates increases substantially over the next 
decade, as we convince a larger share of those high school grad- 
uates that they need to go on to postsecondary education, and as 
an increasingly larger number of adults are convinced, as they 
should be, that they need to go back for life long continuing 
education. 

But financial constraints on the Federal and State governments, 
and on families themselves, will make it increasingly difficult to 
provide the quality educational services to all who need and desire 
them. 

Now, to respond to those challenges, this administration has 
made a commitment to enhancing our economic competitiveness in 
two major ways. First, by ensuring that all of our citizens have ac- 
cess to postsecondary education, and second, by promoting pro- 
grams that help these students better understand the world in 
which we will be competing. 

To accomplish this, we have pursued an aggressive agenda. We 
have proposed a substantial increase in the maximum Pell Grant 
Program for the most needy students. We have proposed substan- 
tial increases in college work-study, and a new presidential honors 
scholarship program. 

We continue to promote the new direct student loan program, in- 
cluding the income contingent repayment program that allows 
students to pay back on the basis of what they can repay. 

And, most recently of course, the President has announced the 
America’s Hope Scholarship Program, the $1,500 tuition tax credit 
proposal that Secretary Reich discussed. We hope to essentially 
change the ethic college attendance in this country, making 14 
years of education as common tomorrow as 12 years are today. 

We like this, as a smart tax cut. We see it as a way for this coun- 
try to invest in those people who are willing to invest in themselves 
and their children. And through our School-to-Work Program we 
are also promoting new ways of earning and learning, by develop- 
ing intentional relationships between schools and businesses, and 
between high schools and colleges. 

But being successful in this global economy is going to require 
more. It also requires an understanding of the world in which we 
live. 

To contribute to this, we offer a range of interrelated activities. 
We support foreign language and area studies programs, inter- 
national business programs, special initiatives to link America’s 
higher education institutions with those in other countries in asso- 
ciation with NAFTA and the European Union. 

We are working hard to ensure that your investment in post- 
secondary education ensures that all the citizens in this country 
have the opportunity to benefit from a high skills economy, and to 
gain greater knowledge about the rest of the world in which we 
live. 

We think that is a wise and a prudent investment, and we thank 
you for the opportunity to be before you today. I would be glad to 
answer any questions you might have. 

[The prepared statement follows:] 
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Statement by 
David A. Longanecker 

Assistant Secretary for Postsecondary Education 
on 

U.S. Trade Competitiveness and Workforce Education and Training 


Mr. Chairman and Members of the Committee: 

I am pleased to appear before you to discuss an issue of critical importance to our nation’s 
future - the need to increase the international competitiveness of America’s workforce to meet the 
challenges posed by the globalization of the economy. As you know, the mission of the U.S. 
Department of Education is to ensure access to educational opportunities and to promote excellence 
in our colleges and schools. The Department carries out its vital mission in partnership with State 
and local government, institutions of higher education and other post secondary education institutions, 
lenders, guarantee agencies, and individual citizens. This partnership is carried out through the 
various programs that we administer to provide financial aid to students and to programs that 
educate Americans about the world in which they live. 

INTRODUCTION 

Education is critical to the economic well-being of individual citizens. Education is more 
imponant today for our country’s economic well-being than at anytime in our history as a result of 
the increase in global competition. New technologies and new forms of organization in American 
industry have transformed the American workplace. In the last ten years the number of jobs in high- 
skill occupations has grown more than 32 percent, compared with 7 percent in low- skill occupations. 
For this reason education and acquired skills have become a much greater determinant of individual 
economic success. In 1994, the unemployment rate for 20 to 24 year olds who lacked a high school 
diploma was 20 percent. By comparison, the unemployment rate for 20 to 24 year olds with a high 
school diploma was 1 1 percent, and for those with an Associates or Bachelor’s degree the 
unemployment rate was just over 5 percent. Earnings for men without college degrees have fallen 
by 12 percent since 1979, Over the same time period, the income gap between men with college 
degrees and those with high school diplomas has widened from 49 percent to 96 percent. For 
women, the income gap has gone from 44 percent to 84 percent. 

As the number of individuals requiring education and training increases over the next decade, 
our national commitment to providing educational opportunities will be further challenged, given the 
increase in the number of students at all levels and the constraints on Federal and State budgets. The 
number of high school graduates is expected to increase by 20 percent, and the number of 
postsecondary students is expected to increase by 1 1 percent between 1992-93 and 2004-5. We must 
be prepared to ensure that the next generation ofleamers has the ability to acquire the skills that they 
will need to become part of the new economy. 

Furihermore, we know that most of the workforce can expect to change jobs several times 
in their careers. The rapidly changing requirements of the economy and the increasing complexity of 
our society require us to rethink the kinds of academic and technical skills our workforce will need 
in the future, and the way we educate and prepare students to acquire these skills. Education and 
training must become a lifelong commitment, and opportunities for continuing education and training 
must be avr liable to all Americans. 

To respond to these challenges, the Administration has made a commitment to enhancing our 
economic competitiveness by ensuring that all Americans have access to postsecondary education and 
training; ensuring that America’s workforce has the opportunity for lifelong education, strengthening 
programs that prepare Americans for a competitive marketplace; and increasing the level of 
international literacy among all Americans. 

ENHANCING ECONOMIC COMPETITION THROUGH EDUCATION & TRAINING 

A competitive economy requires that all individuals have access to the education and training 
that are necessary to enter a labor market that demands highly skilled labor. The Administration’s 
continuing support for ensuring that all Americans have access to postsecondary education is 
evidenced by its increased support for student financial assistance and tax relief to encourage 
investment in education. 

The Administration’s fiscal year 1997 budget will make available more than $41 billion — 



27 


more funds than ever before available — in total Federal assistance for our grant, loan, and work- 
study programs to help approximately 7 million students finance postsecondary education and 
training. According to the College Board, Federal student financial aid accounts for 70 percent of 
all financial aid available to individuals enrolled in postsecondary education. The Administration has: 

• proposed increasing the Pell Grant maximum award — the amount that the lowest- 
income postsecondary student can receive under this program - from $2,300 in 1 994- 
95 to $2,700 in 1997-98 and to $3,128 in 2002-2003. 

• proposed increasing support for the Federal College Work-Study program so that one 
million students will be able to participate in this program by the year 2000. In 
addition to providing support to students as they pursue their postsecondary 
education, the Work-Study program offers work experiences that many find helpful 
in making the transition from school to work. 

• requested $130 million for a new Presidential Honors Scholarship program that would 
provide $1,000 scholarships for the first year of postsecondary study to an estimated 
128,500 high school seniors graduating in the top 5 percent of their classes in 1997. 
This program expands on and complements the effort of the Byrd Honors 
Scholarships to recognize and reward meritorious students. 

• made it easier for individuals to repay their student loans by offering a wide range of 
repayment plans, including graduated, extended term, and, in the case of the Federal 
Direct Student Loan program, income-contingent repayment plans. 

Building upon the Administration’s strong support for student financial assistance, the 
President recently announced the “America’s HOPE Scholarship” to encourage investment 
in higher education. The President’s goal is to make 14 years of education - including the 
first two years of college — as common tomorrow as 12 years of schooling is today by 
providing a refundable tax credit of up to $1,500 for each of the first two years of full-time 
■ postsecondary enrollment. The proposed tax credit is intended to pay more than the average 
tuition and fees charged at a community college and make a significant down payment at more 
expensive postsecondary education institutions. 

The President’s proposed HOPE scholarships build upon his proposed tax deduction 
of up to $10,000 each year for postsecondary education and training and expanded use of 
penalty free withdrawals from Individual Retirement Accounts for educational expenses. The 
tax credit and deduction are specifically designed to assist middle income families who are 
struggling to put their children through college. 

The students who benefit the most from these proposals are those whose incomes are 
too high to qualify for Pell Grants and other federal grants but whose incomes are not high 
enough to pay college tuitions without struggling. These proposals will provide $42.9 billion 
in tuition assistance over six years, and are fully paid for within the President’s six-year plan 
to balance the Federal budget without reductions in any other education spending. 

ENHANCING ECONOMIC COMPETITION BY BLENDING 
EDUCATION & WORK 

A competitive economy requires that students have a different type of preparation — 
one that blends rigorous, academic instruction with work-based experience. Through the Carl 
Perkins Vocational and Technical Education Act, the federal government currently provides 
$1 billion to provide students in high schools with the education and training necessary to 
achieve in the new workplace environment. 

As a result of the technological changes that have swept industry, there are fewer and 
fewer entry level jobs that require only low level skills. Indeed, economic competitiveness 
demands that all workers have higher levels of knowledge and skill. To address the needs of 
the economy, the Administration proposed and Congress enacted - with bipartisan support — 
the School-to-Work Opportunities Act which provides Federal seed money to States and their 
partnerships to design the school-to-work system that makes the most sense for them. There 
is no single model for “School-to-Work”. Instead, it builds on existing models and efforts 
such as career academies, youth apprenticeship. Tech Prep, and cooperative education. While 
these systems are different from State to State, the School-to-Work initiative will make the 
workplace an active learning environment. These systems will provide every American student 
with: 

• Relevant Education , allowing students to explore different careers and see what skills 
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are required in their working environment; 

• Skills , obtained from structured training and work-based learning experiences, 
including skills necessary for a particular career, as demonstrated in a working 
environment; and 

• Valued Credentials , establishing industry-standard benchmarks and developing 
education and training standards which ensure that proper education is received for 
each career. 

ENHANCING ECONOMIC COMPETITION THROUGH GLOBAL AWARENESS 
A competitive economy requires that Americans be knowledgeable about the world 
in which they live It also requires a cadre of professionals in education, government, and 
business trained in foreign languages and international studies who are engaged in enhancing 
our international economic standing and our long-range national security. Through a range 
of interrelated activities, the Department's international education programs, including two 
initiatives supported by the Fund for the Improvement of Postsecondary Education, address 
the Nation's need for expertise in foreign languages and world areas and for a more 
internationally literate citizenry. Although, individually, these programs are small in 
comparison to other Federal programs, taken together they provide an integrated, cohesive, 
and mutually supportive approach to preparing America's citizens for the country's leadership 
role in the international arena. 

As economic and technological issues have become important components in national 
policy, we have broadened the focus of our foreign languages and international and area 
studies programs to include business and economics. Two programs meet the needs of 
individuals and businesses engaged in international commerce: 

• the Centers for International Business Education and Research program prepares 
Americans for the international marketplace by training students, faculties, and 
business leaders to respond to the new global realities and by supporting research and 
teaching on issues that enhance American competitiveness; and 

• the Business and International Education Program supports the internationalization 
of the business curriculum and promotes linkages between academic institutions and 
the American business community. 

The Fund for the Improvement of Postsecondary Education is currently supporting 
two important new initiatives, one in support of the North American Free Trade Agreement 
(NAFTA) and one with the European Union (EU). The North American Mobility in Higher 
Education program is jointly funded by the U.S., Canada, and Mexico to support trilateral 
institutional cooperation and student exchange among the three NAFTA partners in fields 
such as business, environmental technology, agribusiness, architecture, engineering, marine 
policy, and law. A similar program of institutional collaboration and student exchange 
between the U.S. and the countries of the EU seeks new and more effective ways to prepare 
Americans for participation in the trans-Atlantic community. 

CONCLUSION 

The challenges of the competitive new global marketplace are immense, and 
underscore the importance of a renewed partnership between the American people and their 
government. This Administration is committed to ensuring that opportunities exist for all 
Americans to acquire the education and training to meet these challenges effectively. It is the 
responsibility of each individual, however, to avail himself or herself of these opportunities, 
and to make a lifetime commitment to developing and sustaining the knowledge and skills 
necessary to secure a productive place in the new global economy. We welcome this 
challenge, confident in our ability to sustain our leadership in the global marketplace and to 
thereby enable all Americans to participate in the “American dream.” 
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Chairman Crane, Thank you, Mr. Longanecker. 

I am a former history professor, and I have reflected on the input 
I have received about the escalating costs of education since my 
teaching days. 

But one of the things that has concerned me is, we were required 
to teach 15 credit hours a year, and now I have been told that some 
professors are teaching oriy 3, they are not even preparing their 
exams — ^that is done by assistants — they are not grading their pa- 
pers — that is done by assistants — and with a pay scale that is just 
beyond sight, compared to what we were making back in the early 
sixties. 

I am wondering, since the college tuition costs have more than 
doubled since 1980, what would you recommend we might do to tiy 
and contain some of those costs? 

Putting professors back to work, it seems to me, is one, because 
it was not just the credit hours that we taught; there were counsel- 
ing hours that had to be made available to students as well, and 
my understanding is that there are not even counseling hours, 
sometimes, r^uired on the part of these professors, and this is at 
State universities. 

I taught at Bradley University, which is a private school, but 
have you any thoughts on that? 

Mr. Longanecker. Well, I think this is an interesting and im- 
portant area for the Federal Government, but we have to be very 
careful that we keep in mind our Federal role. We are a partner 
here, and the primary responsibility for establishing the cost or the 
price of higher education is generally a responsibility of the states 
and the governing boards of those institutions. 

And while it is, a very significant Federal concern, it is not nec- 
essarily a Federal responsibility. On the other hand, we put about 
$11 billion in Federal funds to support about $40 billion in student 
financial assistance a year, and we provide an additional $1 billion 
in direct institutional support. 

So, we have a pretty strong vested interest in what you are talk- 
ing about, and that is a fairly substantial commitment. 

You know, most of the studies show that faculty are still working 
very hard and very long hours, they are just working on different 
things than the instructional load that they used to have. 

Secretary Reich mentioned the community colleges. By and large, 
the commimity colleges, and many of the state colleges, still have 
pretty substantial teaching loads for their faculty. 

It is those institutions that are research universities, or that are 
hoping to become substantial research universities, that have sub- 
stantially changed the mix of their faculty activities, and I think 
you have touched on an issue that many state legislatures are also 
looking at. 

That is, not whether the faculty are productive, but whether they 
are productive in the activities that the citizens had intended them 
to be. 

I do not have an answer for you on how we come back to a ra- 
tionality, in part because we have got a serious issue — I mean, we 
have a very strong system of higher education in this country — 
some would say the strongest in the world. We also have the most 
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accessible system; we also are getting an increasingly expensive 
system. 

By and large, higher education is still a pretty good deal. The av- 
erage baccalaureate degree in this country at a public institution, 
tuitionwise, would cost about $12,000 over the life of that edu- 
cation, and that is a pretty good deal. That is a heck of a good 
investment, compared to most other things. 

So it is a mixed story. We need to be concerned about it, we need 
to make sure our Federal policies do not contribute, unintention- 
ally, to the escalation of costs. That is probably our strongest role. 

Chairman Crane. Thank you. 

Mr. Rangel. 

Mr. Rangel. Thank you, Mr. Chairman. 

Thank you for being with us, Mr. Secretary. 

Mr. Longanecker. It is good to be here. 

Mr. Rangel. I gather from your testimony, and certainly my 
friendship in working with Secretary Riley, that you would con- 
sider education in America to be a very serious issue, that we 
should be seeking ways to improve the overall quality of that edu- 
cation as we move into a high-tech era. 

Mr. Longanecker. Very much so, and in my specific area, post- 
secondary education. I mean, you can see that in our elementary 
and secondary initiatives— -Goals 2000, School-to-Work — ^those 
initiatives. 

Mr. Rangel. Now, having said that, our businesspeople are shar- 
ing with us what they think, it is a pretty serious thing, if they 
are going to maintain the high level of competitiveness they have. 

Mr. Longanecker. Absolutely. 

Mr. Rangel. And then, of course, when you hear Secretary Reich 
talk about the relationship between those dropping out of schools, 
and not having jobs, and the tremendous soci^ problems that that 
creates, and the hundreds of billions of dollars that are involved in 
not stopping it but containing it, I cannot think of anything that 
could be described more as a Federal issue than this. 

You would agree? 

Mr. Longanecker. Well, yes, but it is one that we clearly do 
share with the state and local governments, in part because of the 
Constitution, but also simply because our investment, although it 
is fairly substantial, is still a modest portion of the overall invest- 
ment in education. 

So we have to find a way to partnership effectively — I would sug- 
gest more effectively than we have in the past. Those Federal dol- 
lars, instead of being the tail, ought to be wagging the dog now. 

Mr. Rangel. OK, now, if I understand you correctly, Mr. 
Secretary, you are saying that, while it is a national issue and a 
Federal crisis, and could involve our ability to maintain inter- 
national leadership, that historically and constitutionally we really 
do not give much money to it, and we have to be in partnership. 

And if I was to exaggerate, I would say that this national crisis 
basically will be resolved by local school boards, with contributions 
from us. 

Mr. Longanecker. Well, that is the way the system certainly 
works at the elementary and secondary level. 
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Mr. Rangel. That is why I am here. I am not prepared to allow 
my country to go down the tube because we have said in this na- 
tional crisis, that we are restricted constitutionally and budgetarily 
so that we cannot do anything. 

So, it seems to me that if the businesspeople are making a plea, 
if you know that under this system, and we are the Federal 
Government, we are saying that while we are making these con- 
tributions, and providing incentives, we accept the fact that we are 
giving so little and that we are restricted by the Constitution. 

That in certain parts of this great country we cannot do anything 
to improve the school buildings that are just falling apart, the dedi- 
cated teachers who have forty or fifty students there, the fact that 
all moneys being put in searching students, that some of the kids 
cannot bring home books to study with — ^there are no supplies — 
that on this Federal problem we are restricted, and it has to be 
dealt with by our partners at other levels of government. 

Are we saying that, Mr. Secretary? 

Mr. Longanecker. I do not think we are quite saying that, 
because I think 

Mr. Rangel. What are we saying then, what comes as close as 
that, that you believe is true? 

Mr. Longanecker. I think we need to have a really smart in- 
vestment of our public funds. That is why we like the Goals 2000; 
and the School-to-Work Program will fundamentally reform second- 
ary education in this country. Our postsecondary initiatives 

Mr. Rangel. Mr. Secretary, I do not want to talk about reform 
which is patchy. There are some people in this Congress who would 
say that we do not need a Department of Education. 

Mr. Longanecker. We have heard that. 

Mr. Rangel. OK. Now, you have some idea of the type of 
Congressional district I represent, right? 

Mr. Longanecker. Yes. 

Mr. Rangel. If that thought prevailed, and tomorrow we had no 
Department of Education, could you give me the impact that it 
would have on the school system in my Congressional district? 

Mr. Longanecker. Your district would be substantially im- 
pacted, because while our role is fairly modest overall in this coun- 
try, in disadvantaged communities the Federal role is much more 
substantial, because Federal funds are targeted to those students 
who most need them, both in elementary and secondary and post- 
secondary education. 

Most of the students in postsecondary education in your district 
would probably not be able to financially afford higher education, 
without the Federal Pell grant program. 

Mr. Rangel. Now, how would my district effectively compete 
with other districts in the United States, if we now are the bene- 
ficiaries of this limited, but certainly important, contribution, and 
we are not producing anybody who can even get into the job mar- 
ket effectively, or there few compared to other communities. 

It is really hard to see how much more pain we could take, if 
your outfit were not in business. But, having said that you have 
these restrictions, constitutionally and legally, with these partner- 
ships, it would seem to me that, without increasing the Federal bu- 
reaucracy, you could at least be providing the leadership to in- 
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crease the quality of education of all Americans, from border to 
border and the possessions. 

And that you should be working with the private sector saying, 
I do not have any money, I do not have any constitutional author- 
ity, but I am an American, and I want to get a better work force. 

I do not know how long I am going to be around here, but I am 
not going to accept the fact that, if Presidents want people to go 
to the moon, or my country is going to lose out with foreign coun- 
tries, that you are going to send me back to my local school board. 

I have been down here for a quarter of a century, and nobody has 
said more honestly and convincingly what you have said, and I 
dare not try that back home. 

“Mr. Rangel, why are our children failing, why are our classes so 
large, why do we not have equipment, why is it that they are in- 
vesting more in prisons than they are in our school system, and 
police more than our teachers?” 

And I would say, it is because constitutionally that is a problem 
for the local government, and that while we in the Federal Govern- 
ment do provide incentives, we have a very limited role, and a very 
small contribution to make. But we hope, for the interests of our 
great country, that we can improve it. 

No, Mr. Secretary, if people — ^if my friends want constitutional 
amendments, we may cut a deal, because there is no way to ex- 
plain how we can have this great Republic in jeopardy as it is 
today because the Federal Government has no authority. 

So, we will work together. Put me down for the amendment of 
the Constitution, but I think that when the businessmen get to- 
gether, and your office is going to be involved, and it is going to 
happen soon, maybe we can find out what they are doing, and see 
whether or not constitutionally we can be partners with them. 

And so that we could have throughout these counties and con- 
gressional districts everyone saying, we have to do morb together, 
and have the Federal Government to be a bigger partner in provid- 
ing the leadership on this issue, and I look forward to working with 
you. 

Have we met before? 

Mr. Longanecker. We have met, but not in this capacity. 

Mr. Rangel. Well, we are not going to forget each other. 

Mr. Longanecker. You bet. 

Mr. Rangel. We have got to work closer together, and I invite 
you to attend the conference of the businesspeople, who are so 
proud of what they are doing, and maybe we can have a better 
working relationship, since a lot of them, most of them, are 
national and international, and we can get the benefits of their ex- 
perience, at very little cost. 

Thank you, Mr. Secretary. 

Mr. Longanecker. You are welcome. 

Chairman Crane. Mr. Coyne. 

Mr. Coyne. Thank you, Mr. Chairman. 

Mr. Secretary, would you give us an evaluation of how well we 
are doing in educating people in the elementary and secondary 
education levels, based on the collective experience of those present 
today. 
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Mr. Longanecker. Well, I think the record is mixed, and we 
spend a great deal of time working together, so I feel comfortable 
addressing that concern, even though it is not under my purview 
of responsibility. 

The record is clearly mixed. There has been, recently, some good 
news, in that — in international comparisons now using what we 
think are more apples-with-apples comparisons than apples-with- 
others — ^the United States students have begun to look more com- 
petitive than they did in some of the earlier estimates. 

On the other hand, we still are not leading in those areas most 
Americans would expect or want us to, and I think we still are not 
moving as aggressively toward achieving those national goals that 
have been established, of reduced dropout rates, and higher 
achievement levels, that almost all Americans agree we should be 
moving toward. 

And so I think it is very much a mixed boat. 

We are now saying that we believe all people should go on to 
postsecondary education. Some people have interpreted that as a 
statement that our elementary and secondary schools are failing. 
We do not believe that at all. 

We live in a much more complex world, where the requirements 
are going to be both higher job specific skills and citizenship skills. 

And so saying that people should have more education should not 
be taken as an indictment of our secondary system. It is that, logi- 
cally, acquiring those skills will take somewhat more time than it 
took in the past. 

Mr. Coyne. How do we compare with other industrialized na- 
tions, in educating students at the elementary and secondary level? 

Mr. Longanecker. Let me provide you with, for the record, some 
of the data that we have on that comparison, which will give you 
the precise numbers. 

I think most Americans, when they see those comparisons, will 
be both disappointed and, unfortunately nonbelieving. Many of us 
think there are problems with our education system, but most of 
us think our schools are great. 

That is because we are all proud of our communities, and the 
places that we support, and so it is very difficult, often, to see an 
accurate picture of where we logically fit. 

Mr. Coyne. Well, I would like to see those figures if you could 
provide them. 

Mr. Longanecker. I will provide those to you. 

Mr. Coyne. Thank you. 

[The following was subsequently received;] 
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Internationa! Comparisons of Student Achievement 

Several tests are used to compare academic achievement of American students with students from 
other countries. The Internationa! Assessment of Educational Progress, (lAEP) sponsored by the 
U S. Department of Education, the National Science Foundation, and the Educational Testing 
Service, measures achievement levels in selected disciplines by nationally representative samples 
of nine and 1 3 year-olds in participating countries. 

In 1991 the lEAP compared performance in mathematics and science by a sampling of nine and 
1 3 year-olds, and performance in geography by a sampling of 1 3 year-olds In mathematics 
the United States scored nineth out of 10 countries for the 9 year olds, and 1 3ih out of 1 4 
countries for the 13 year-olds In science American students performed better, scoring third out 
of 10 for 9 year-olds and 12th out or 14 for 13 year-olds In geography the United States scored 
fifth out of the nine countries (See tables below.) 

That same year the International Association for the Evaluation of Educational Achievement 
(IE A) measured reading comprehension among 4th and 9th grade students. A total of 32 
countries, including the United States, participated in the study. U S. 4th graders scored second, 
after Finland, and U.S. 9th graders scored nineth, after Finland, France, Sweden, New Zealand, 
Hungary, Iceland, Switzerland, and Hong Kong. (See table below.) 


MATHEMATICS 


9 Year-Olds 


13 Year-Olds 


Countrv 

Average Percent Correct 

Countrv 

Average 

Korea 

75 

Korea 

73 

Hungary 

68 

Taiwan 

73 

Taiwan 

68 

Switzerland 

71 

Soviet Union 

66 

Soviet Union 

70 

Israel 

64 

Hungary 

68 

Spain 

62 

France 

64 

Ireland 

60 

Israel 

63 

Canada 

60 

Canada 

62 

United States 

58 

Scotland 

61 

Slovenia 

56 

Ireland 

61 



Slovenia 

57 



Spain 

55 



United States 

55 



Jordan 

40 
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READING 


4th Grade 


9th Grade 


Country Overall Mean Snore 

Cniintrv Overall Mean 

Finland 

569 

Finland 

560 

United States 

547 

France 

549 

Sweden 

539 

Sweden 

546 

France 

531 

New Zealand 

545 

Italy 

529 

Hungary 

536 

New Zealand 

528 

Iceland 

536 

Norway 

524 

Switzerland 

536 

Iceland 

518 

Hong Kong 

535 

Hong Kong 

517 

United States 

535 

Singapore 

515 

Singapore 

534 

Switzerland 

511 

Slovenia 

532 

Ireland 

509 

Germany (East) 

526 

Belguium 

507 

Denmark 

525 

Greece 

504 

Portugal 

523 

Spain 

504 

Canada (BC) 

522 

Germany (West) 

503 

Germany (West) 

522 

Canada (BC) 

500 

Norway 

516 

Germany (East) 

499 

Italy 

515 

Hungary 

499 

Netherlands 

514 

Slovenia 

498 

Ireland 

511 

Netherlands 

485 

Greece 

509 

Cyprus 

481 

Cyprus 

497 

Portugal 

478 

Spain 

490 

Denmark 

475 

Belgium 

481 

Trinidad/Tobago 

451 

Trinidad/Tobago 

479 

Indonesia 

394 

Thailand 

477 

Venezuela 

383' 

Philippines 

430 



Venezuela 

417 



Nigeria 

401 



Zimbabwe 

372 



Botswana 

330 
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SCIENCE 


9 Year-Olds 



13-Year Olds 


Countrv 

Average Percent 

Correct 

Countrv 

Average P 

Korea 

68 


Korea 

78 

Taiwan 

67 


Taiwan 

76 

United States 

65 


Switzerland 

74 

Canada 

63 


Hungary 

73 

Hungary 

63 


Soviet Union 

71 

Spain 

62 


Slovenia 

70 

Soviet Union 

62 


Israel 

70 

Israel 

61 


Canada 

69 

Slovenia 

58 


France 

69 

Ireland 

57 


Scotland 

68 




Spain 

68 




United States 

67 




Ireland 

63 




Jordan 

57 


GEOGRAPHY 

13 Year-Olds 


Country 


Average Percent Correct 


Hungary 70 

Slovenia 65 

Canada 63 

Soveit Union 63 

United States 62 

Spain 60 

Korea 60 

Ireland 59 

Scotland 58 
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Mr. Rangel. Mr. Chairman, I ask unanimous consent to ask just 
one question. 

Are there parts of our educational system that warrant being 
indicted for failure to perform? Communities? 

Mr. Longanecker. Yes, there are certainly. But again, as I think 
Secretary Reich says, it is difficult to brand all schools in all levels 
with the same brush. 

Mr. Rangel. I want to agree with you a hundred percent, but 
there are certain communities that are very costly, in terms of our 
budgetary problems, that can be, and should be, indicted. 

Mr. Longanecker. There are school districts that one can look 
at and wonder why the productivity is not higher. But keep in 
mind, different communities face very different circumstances. 

The community in which we live, this area, has to spend much 
more resource on protection of students, and on counselling serv- 
ices, and on issues that the student brings to the school 

Mr. Rangel. You are talking about the reason for the indict- 
ment. I am asking whether or not, if the kids are not being 
educated 

Mr. Longanecker. Yes. 

Mr. Rangel. OK. 

Mr. Longanecker. No, there are 

Mr. Rangel. We have got to work on that, that’s all. 

Mr. Longanecker. Yes, absolutely. 

Mr. Rangel. We have got to work on it. 

Mr. Longanecker. Yes, we do. 

Mr. Rangel. I am sorry. 

Chairman Crane. Were you finished, Mr. Co3me? 

Mr. Coyne. Yes. 

Chairman Crane. Mr. Payne. 

Mr. Payne. Thanks very much, Mr. Chairman. 

And thank you, Mr. Secretary. 

Mr. Longanecker. You are welcome. 

Mr. Payne. Because we are the Trade Subcommittee, and our in- 
terest is in how we can be more competitive in the world, certainly 
any improvements we make in education and training must be 
done with the public and private sectors working in conjunction 
with one another. 

Mr. Longanecker. Yes. 

Mr. Payne. What is the Department of Education doing with the 
private sector, and particularly business and industry, as it relates 
to some of the objectives you mentioned in postsecondary 
education? 

Mr. Longanecker. A couple of things. The higher education 
community has been working closely with the business community 
for some time. 

We have specific initiatives. Obviously the most significant is the 
School-to-Work Program, where a major partner is the business 
community providing the work-based learning component of that 
program. 

The School-to-Work Program is a secondary/postsecondary link- 
age program as well. Therefore, I consider that to be part of my 
charge, as do the other assistant secretaries who deal with that 
issue. 
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In addition, we have developed our programs to encourage the 
participation of businesses. We have supported the provisions that 
allow businesses to provide education with a tax deduction for their 
employees, and we have worked closely with them. 

It is also important to keep in mind that our system of higher 
education is fundamentally different from most other countries. 
Ours is a privatized system of higher education. We do not have 
Federal institutions of higher education; most countries run their 
systems of higher education. 

We buy services in a system where about 75 percent of the 
students attend state institutions of higher education, about 25 
percent in traditional colleges and universities that are private, 
not-for-profit institutions. 

We also, in the Federal Department of Education, contract with 
over 3,000 private, for-profit trade schools, some of which have 
problems in their operation, but most of which are offering a qual- 
ity, important service to the community by providing trade and 
technical education. 

And so, we have got a variety of ways in which we work with 
an almost privatized system for high school graduates for the coun- 
try. 

Is that responsive, Mr. Payne? 

Mr. Payne. It is, and one of my observations, and I think 
Secretary Reich alluded to this earlier, is that the community col- 
leges seem to be playing a really important role, in terms of ensur- 
ing that the postsecondary education that people are getting is in 
fact applicable to their community, and to the employment needs 
in their communities. 

I think that is because these institutions are very interested in 
working with the private sector, and understanding what the 
opportunities are. 

Mr. Longanecker. Absolutely. 

Mr. Payne. Anything that we can do to encourage more of that 
happening, so that the kind of education that people receive is as 
applicable in a practical way as possible to the needs in their com- 
munity, would be very, very helpful. 

Mr. Longanecker. Absolutely. 

Mr. Payne. There is one other thing I wanted to touch on, and 
that is, one of the Goals 2000 objectives is that we will be first in 
the world in math and science by the end of this decade. 

In terms of trade, in recent years the balance of trade in high 
technology goods has gone from a surplus to a deficit. 

I understand that in 1975 the United States and Asia each grad- 
uated 60,000 bachelors of engineering, and yet 20 years later the 
United States is graduating 65,000 bachelors in engineering, and 
Asia is graduating 300,000. 

It seems that one of the things that we really need to do is to 
encourage more people to participate in science euid in engineering, 
in terms of postgraduate work. 

What ideas do you have, or what can be done, to encourage that 
to happen? 

Mr. Longanecker. Well, one of the dilemmas that is hurting us, 
particularly at the graduate level, is that some of those programs 
that traditionally have supported science and research in this coun- 
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try are areas in which we are currently, as a country, reducing our 
investment. 

Now, that may make a lot of sense, but it is having the second- 
ary effect. The Department of Defense — and normally you do not 
hear an official from the Department of Education arguing the case 
for the Department of Defense, and I do not intend to do that — ^but 
the fact that we are not investing in the kind of resources in 
defense research. 

Much of that research was being done in our colleges and univer- 
sities, in our science and engineering programs, and was providing 
support for students in those programs. 

So, our disinvestment in various areas clearly takes a toll on the 
highest levels of achievement in our country. 

I think one of the other dilemmas that we have is that the mar- 
ket really does work, in this country, and students go where they 
believe the jobs and opportunities are going to be and have been. 
There has been a tremendous amount of interest in business edu- 
cation at the postsecondary education level over the last decade, 
and a declining interest in science and engineering. 

As the market requires and demands those services, and remu- 
nerates people appropriately for them, we will see a return in in- 
terest in those science and engineering programs. 

They are relatively expensive programs for colleges and univer- 
sities to provide, so unless there is a clear demand from the mar- 
ket, it is not one of those areas they are going to jump into without 
pretty strong evidence that student demand will be there. 

You cannot support the program for long without a strong 
student demand component. 

Mr. Payne. Thank you very much. 

Chairman Crane. Thank you, Mr. Secretary. 

Mr. Longanecker. You are welcome. 

Chairman Crane. And with that we are going to recess. 

Mr. Rangel. Let me 

Chairman Crane. You had another question, Charlie? 

Mr. Rangel. Yes, I just have one. This marketplace thing — some 
of our communities cannot compete in this market thing, and that 
is where my colleague and I have some major problems. 

If those schools that we were talking about, that are operating 
at a substandard level, those districts — I guess that is the best way 
to describe them — is it possible that you could locate, geographi- 
cally, where they are? Do they come up in clusters, and are there 
other indicators that would show why these schools are not being 
productive, the District of Columbia being one? 

Would they be basically inner-city schools? 

Mr. Longanecker. Mr. Rangel, I really — I do not know the 
answer to that. 

Mr. Rangel. Well, I never mentioned race or Hispanic or any- 
thing — I did not think there was any need to — but when we talk 
about the marketplace, certainly you are not talking about these 
places, that are not productive. 

Mr. Longanecker. No, that’s the 

Mr. Rangel. And you would agree that there are clusters that 
have other characteristics besides unproductive schools. 
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Mr. Longanecker. Oh, absolutely, sure. There are a lot of 
schools where the students either do not come out, or when they 
do come out, have a very difficult time competing with the rest of 
the world. 

Mr. Rangel. So, if this is throughout the United States, that is 
Federal, isn’t it? 

Mr. Longanecker. Yes, it does sound like it. It is certainly na- 
tional, and it certainly is a Federal interest, and it does suggest 
that the resources we put in, whether they are at the level that you 
and I might hope, or the level that we have, we have to do the 
smartest job possible of assuring that we 

Mr. Rangel. OK, we have to go and vote, and I will be .in touch 
with you personally. But I would like to see what Federal program 
you have that is constitutional and that says it is more important 
that this issue be left up to the local school boards. 

I would like to see how you look at this, so that I can work with 
you. 

Mr. Longanecker. Great. 

Mr. Rangel. With your restrictions. 

Mr. Longanecker. We will work with you. 

Chairman CRANE. Thank you again, Mr. Secretary. 

Mr. Longanecker. You are welcome, Mr. Chairman. 

Chairman Crane. And the Subcommittee stands in recess until 
this vote is over. 

[Recess.] 

Chairman Crane. Mr. Weill, we welcome you before the 
Subcommittee, and before your presentation I would like to have 
Mr. Rangel make an introduction. 

Mr. Rii^GEL. Thank you, Mr. Chairman. 

I will be brief, because the testimony will explain what an out- 
standing individual Mr. Weill is. He has proven his success as a 
businessman throughout the world, but the thing that has im- 
pressed me the most is that he recognizes that in order to have a 
strong economy you need a strong work force; in order to have a 
strong work force, we need a strong educational system. 

And when he found the system was not working, it did not stop 
him. He went out and built one, and it serves as a model as to 
what can be done, and I am so glad that he is able to be here. More 
importantly, he is willing to share his expertise and his staff with 
the Federal Department of Education, and other businesspeople, so 
that we can come together and find out what works, what can be 
duplicated, without even thinking about another layer of Federal 
bureaucracy. 

So, thank you for giving me the opportunity to introduce my 
friend. 

And thank you, Mr. Weill, for being here. 

Chairman CRANE. You are more than welcome. 

STATEMENT OF SANFORD 1. WEILL, CHAIRMAN AND CHIEF 

EXECUTIVE OFFICER, TRAVELERS GROUP, NEW YORK, NEW 

YORK 

Mr. Weill. Congressman, thank you for that kind introduction. 

Mr. Chairman, I have managed to live for 63 years without ever 
doing this, so this is a first. So, you have got to forgive me if I am 
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a little bit nervous, but I would hope that you would be able to put 
my whole testimony in the printed record. 

Chairman Crane. It will be included, yes, sir. 

Mr. Weill. Thank you very much. 

Basically, I would like to say that I am proud to be an American, 
I am a great believer in the free enterprise system. 

I think that as we face the next millennium, our country is in 
a fantastic position vis-a-vis the rest of the world, and I think it 
is all of our collective jobs to make sure that we are in that position 
50 or 100 years from now, for our grandchildren and our grand- 
children’s grandchildren. 

That is why I think we all do what we do, but I want to talk 
today a little bit about the Academy of Finance and the National 
Academy Foundation, a little bit about why it started, what is hap- 
pened since it started, and our hope for the future. 

Basically, this program started with an idea in 1980. New York 
City was the financial capital of the world, and yet financial com- 
panies were thinking about moving out of New York City because 
they claimed there were not enough people in the work force to 
keep a vital kind of economy going in New York. 

And yet, when one drove around the five boroughs in New York, 
you saw young people playing in the street, young people without 
having a clue of what life was about, and how they can become 
part of the system. 

That was the beginning of the idea that maybe the private sector 
should get together with the public sector and see if we can create 
a high school level program that can train young people for a ca- 
reer in the financial services industry. 

In 1980 I approached Frank Makurola who was then the 
Chancellor of the Board of Education, and I said, can you be a little 
enough of a bureaucrat that we can work together to try and create 
a program where the business sector will be part of writing that 
curriculum, so that the program will relate to what is happening 
today and tomorrow, rather than what happened 50 years ago. 

And we developed that program. Sandy Feldman of the Teachers’ 
Union cooperated with us, encouraged the teachers to work in busi- 
ness during the summer, so that they could understand what they 
would be teaching, rather than just teaching from the book, and to 
help develop the curriculum so that it would make sense to the 
young people. 

We started this pro^am in 1982, in John Dewey High School, 
with 30 students, and it was an example of public/private partner- 
ship, and it was an example of a School-to-Work Program. 

We worked in that school for 3 years before we went to the next 
school. Today we are in 200 schools in 25 States, with 12,000 
students, up from that original 30, 14 years ago. 

And, what is even better than that, is, 90 percent of these stu- 
dents go on to college or some kind of higher education, because 
they have learned in this program the value of School-to-Work Pro- 
grams. And part of this program, and our only limitation on the 
growth of the program, is getting industry to provide summer 
internships. 

Because in internships, young people can find out the value of 
education, that education can take them beyond the entry-level job 
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and just sweeping at McDonald’s. It is important in their seeing 
that they can have a future, because they are the future of this 
country. 

Our program really operates in inner-cities throughout the whole 
country. The population of our program is 70 percent black, 
Hispanic, and Asian, so it is really a good representation of the 
people in this country. 

And it is a program where, when the young people work on it, 
they realize the benefits. The participating industries see that 
these young people are really terrific. We teach them how to inter- 
view, proper manners, and we teach them how to dress. 

We teach them how to feel good about themselves, the value of 
education, and the value of the future, and I think that our goal 
in the Travelers, and in America really, should be that we have a 
program here that is replicable. 

It has been copied, it works everywhere, and we would like to go 
where we are teaching 1 million students a year, and have 1 mil- 
lion summer internships, because that is the future of this country, 
rather than the 12,000 that we now have. 

I love to preach on this subject. I know I do not have much time, 
but I really want to say that I am thrilled to be here. I can talk 
about this all day, and if you give me the opportunity I will. 

I would like to introduce John Dow, who is the chief executive 
officer of the National Academy Foundation, who is sitting in the 
back there, whom I work with. I am not sure who is whose boss, 
but we work pretty well together. 

And this is a program that I think has worked, not only in the 
financial business, but it has been replicated in the travel and tour- 
ism business and can work well in other industries, with the 
cooperation of business aind the public sector. 

So, Mr. Chairman, thank you very much for giving me this 
opportunity. 

[The prepared statement and attachments follow:] 
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STATEMENT OF 

SANFORD L WEILL 
CHAIRMAN AND CEO 
TRAVELERS GROUP 
NEW YORK, NEW YORK 


Introduction: 


Mr. Chairman, thank you for the opportunity to speak to the Ways and Means Committee 
Subcommittee on Tra^ today. I am Sanford I. Weill, Chairman and Chief Executive 
OfGcer of Travelers Group. 

Today, I want to describe to you a truly uiu'que - and successful - program between the 
private and public sectors. Tire program is the Academy of Finance, which provides 
specialized education, college counseling and summer Jobs to mostly inner-city high 
school students. I have attached a more detailed description as Attachment 1. The 
Academy of Pittance has program sites in over 25 states nationwide (see Attachment 2). 
By 1995, we had a total number of Academy graduates of over S,000 (see Attachment 3). 

History of the Academy of Finance 

The history of the Academy of Finance began in 19S0 when 1 approached the tfaen- 
Chancellor of New York City schools and the head of the New York City teachers union. 
As an employer in the financial services industry, we had trouble obtaining qualified 
employees and experienced high turnover of those we did hire. I believed that this was 
largely the result of a lack of proper education and training. 

As a result of these shortages, trumy employers in our industry were less competitive and 
were considering leaving New York City. This would result in a vicious cycle: a lack of 
qualified employees resulting in fewer and fewer jobs. In order to stop this cycle of job 
loss and lowered skill levels, 1 believed we needed to match the needs of the students 
with the financial services expertise of New Yoik corporations. This was the original 
"charter" of the Academy of Finance. By producing well-qualified employees, the 
Academy of Finance has helped young people and has increased the competitiveness of 
the financial services industry. 

The first Academy of Finance started in 1982 at John Dewey High School in Brooklyn 
with 30 students. There has been a major expansion of the program since 1 982. For the 
1996 school year, we now have 202 programs (see Attachment 4) throughout the U.S. 
with over 12,000 students enrolled (see Attachment 5 — 1995 numbers). In 1989, The 
National Academy Foundation was created as an umbrella organization for the Academy 
of Finance and other specialized academies of instruction. 

Elements of the Academies 

There are certain elements of the Academy of Finance which 1 believe have been key to 
its success. First, specialized courses developed with financial indusny experts have 
been offered as part of the regular high school program. In addition, career-oriented 
courses are offered at a participating college at no extra charge. Second, the Academy 
places a strong emphasis on technology in order to give participants the skills needed to 
compete globally as well as interpersonal skills to help them in business and social 
situations. Third, we provide six to ten week paid internships which give students 
practical real life experience. Most importantly, the summer internships show the 
students that there are opportunities beyond the entry level positions. They leam that 
education is the path to reach those higher levels (see Attachment 6). Fourth, the 
Academy gives students access to successful, helpful mentors who can guide the students' 
careers. And to provide the proper background. Ae Academy offers college counseling. 
May of the students who have participated in the Academy and continue on to college 
and careers ate very motivated. The mentoring and college counseling programs help to 
provide them with direction. 

Criteria for Acceptance Into the Program 

The criteria for acceptance into an Academy of Finance are also important. The criteria 
include: (1) a desire to learn about the financial industry; (2) a good attendance record; 
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and (3) a mininium grade point average. We don't just take die top studdts; a lairge 
majority of our students are considered at a "high risk" for dropping out of school. 

Results Are What Counts 

Having described our program, what counts is not our effort or our design but our results. 
The most in^KKtant result is that vixluaily 100% of Academy ^udente gi^uate from high 
school. In addition, numerous scholarships are given to offiet the ever-increasu^ burden 
of college tuition. Consistoitly, over 90% of our students go on to two or four year 
colleges (see Attachment 7), and many continue to work in the financial services industiy 
during college. Finally, over 50% of our students return to the financial services industiy 
after college. 

Cor porate Support 

Matching our record of growth is our record of private sector support Tod^, more than 
1,000 corporattoos and organizations in America support die Academy of Finance. The 
support comes in the very necessaiy form of financial support but also in sometimes more 
important ways. Summer jobs, real woik experience and die involvement of senior 
executives are just some of the examples of how corporations can get involved in helping 
students. I would encour^e more corporations to take part in this or other education 
efforts. Many corporations are already contributing time, expertise and money. I serve 
as the Chairman of die Board of the National Academy Foundation and many of die other 
fine executives and corporate supporters are described in the materials I have brought 
today. 

Conclusion: 

In conclusion, I want to state that I am very proud of the Academy of Finance and Fm 
sure that shows through. In just 1 5 years, the Academy of Finance has gone from an idea 
with no precedent to a nationwide program that benefits thousands of kids. 1 am 
especially proud of the major efforts > the partnership between the public school officials 
and the private sector comprised of corporations across the country. I firmly believe that 
the future of effective education will be found in this type of partnership between the 
private and public sectors. 
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THE NATIONAL ACADEMY FOUNDATION: A LESSON IN LEARNING 

When high school students understand and confront the challenges of their lives beyond the 
classroom, their dedication to learning is transformed. Equipped with knowledge, skills and 
practical experience to solve real-life problems, young people acquire a sense of direction 
and resolve. 

The National Academy Foundation (NAF) offers students academic opportunities and 
practical experiences within their own high schools through a two to four year Academy 
program. The Academy model consists of a comprehensive, exciting sequence of courses 
that focus on a particular industry and supplement regular curricula. Classroom learning is 
reinforced by oh-the-job experience acquired through paid summer internships - a 
combination that bridges the gap between the classroom and the workplace while offering 
students a chance to explore career interests. 

In 1988, after several years of success with the Academy model, the American Express 
Company created an independent foundation, NAF, to reach out to more students and 
respond to growing interest from the private sector to become involved in the education of 
America's youth. Today, NAF combines the resources of business, government, schools 
and communities to bring high school students a multifaceted, relevant educational 
experience. In addition to the American Express Company, the Travelers Group, the 
Corporation for National Service, the Bankers Trust Company, and the Fannie Mae 
Foundation, more than 750 corporations, civic agencies, non-profit organizations and small 
businesses have joined NAF in its drive towards integrating the real world into the 
classroom and offering students a choice about their fiitures. 

The NAF Academy programs include the Academy of Finance, the Academy of Travel & 
Tourism and the Academy of Public Service. 

NAF continues to replicate its Academy programs in new sites and will adapt the Academy 
model to new industries. NAF's Academy of Finance is a member of the US Department of 
Education's National Diffusion Network (NDN), which disseminates exemplary educational 
programs across the country. 

A school principal or superintendent is often the first to contact NAF to request information 
about planning and developing an Academy. If the school system decides to request 
funding and other support services to establish an Academy, a proposal describing start-up 
plans must be submitted and approved by NAF. 
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PARTNERSHIPS AND WIDE COMMUNITY PARTICIPATION ENRICH 
SCHOOLS AND THEIR STUDENTS 

At each Academy, local, civic and business leaders join educators to offer a comprehensive 
program of classroom instruction, work experience, and career preparation to every 
Academy student. Academy partners may assist in one or more ways. 

They can: 

• Serve on Local Business Advisory Boards 

At each Academy site, a Business Advisory Board advises on policy and operations, assists 
in fundraising, provides guidance in locating and planning student internships and promotes 
the Academy in business, education and government forums. 

• Assist with Curriculum Development 

To ensure NAF curriculum is current and relevant, partners collaborate with instructors, 
supply support materials, develop teacher training opportunities and serve as guest speakers. 

• Provide Scholarships and Other Incentives 

Companies, organizations and individuals offer scholarships and financial assistance to 
students who wish to continue their studies in college. 

• Participate in Mentoring and Shadowing Programs 

Students receive valuable one-on-one guidance and encouragement from local business 
volunteers. They also learn about the world beyond the classroom through shadowing 
experiences in which students follow the daily activities of managers in businesses and 
government. 
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THE ACADEMY MODEL: A VEHICLE FOR SCHOOL REFORM 

• Over 100 Academy Advisory Boards have been established and more than 700 
business partners offer students paid internships. 

• 167 public high schools offer their students a choice for enriched academic 
curriculum and a dynamic means of learning through Academy programs. 

• Over 600 public high school teachers have undergone industry training, continuing 
education and professional development to teach Academy courses. 

• More than 8,000 students have graduated from NAF Academies since 1984. The 
annual graduating class is expected to increase to 3,000 in 1996. 

• 90% of Academy graduates nationvade pursue their education beyond secondary 
school. 

• Academy students earned $3.5 million during summer internships in 1995. 


DIVIDENDS 

• Students stay in school and gain a meaningful base of knowledge and skills as well 
as work experience for career preparation. 

• Schools offer a choice to students, improved credentials and opportunities for 
teachers, and up-to-date resources. 

• Students successfully completing program requirements are awarded certificates 
which evidence skills competence. 

• Business participates in educational improvement, and helps ensure the 
development of a well qualified, motivated workforce. 
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FROM THE CLASSROOM TO INFORMED CAREER DECISIONS 

Thousands of students participate in NAPs Academy programs in communities across the 
country. Students applying for admission must meet a minimum grade point average, have 
a good attendance record and a positive attitude towards learning. Some students who enter 
Academy programs are at risk of dropping out of school, or are not realizing their full 
potential, but by the time Academy students graduate, virtually all are high achievers and 
motivated to succeed in higher education or their chosen career. 

PROGRAM ELEMENTS 

Specialized Courses 

Academy students take specialized courses designed by industry leaders and educators in 
addition to their regular high school curriculum. 

A Chance to Establish Personal Career Goals 

Academy students get to know the people and organizations involved in their respective 
industries. They visit banks, tourism facilities, real estate offices, government facilities, 
attend industry meetings, hear guest speakers in the classroom, and meet business leaders 
who serve on the Advisory Board for their Academy. 

Paid Internships 

After successfully completing the Academy requirements in their junior year, students are 
screened and interviewed for paid summer internships. Each student is hired for a position 
that assumes enriy-level responsibilities. Many interns later work part-time or full-time for 
the companies at which they interned. 

Special Graduation and Scholarship Awards 

Students attend a special Academy graduation ceremony and are often eligible for hundreds 
of thousands of scholarship dollars. 

Encouragement to Pursue Higher Education 

Academy courses are developed to give students strong academic experiences at the high 
school level. When possible, students take college-level courses in their home schools or at 
local colleges. Success with these programs encourages many students who had not 
considered continuing their education after high school to include college in their future 
plans. More than ninety percent of Academy students go on to college. 

Teacher Training 

Academy teachers strengthen their credentials and abilities through participation in industry 
training programs, local university courses, and staff development activities at NAF- 
sponsored conferences. 
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ACADEMY OF FINANCE 


There is more to the financial services industry than money in the bank. Over six million people 
research, analyze, and buy or sell commodities, stocks, bonds, foreign securities, credit, real 
estate, insurance and other financial products. Hundreds of thousands more people work in 
accounting, computer programming, telecommunications and other industries that support the 
activities of the financial services companies. 

Experts predict that there will be almost 1.86 million new jobs in the field by the year 2000, 
coupled with a simultaneous decline in the number of young people entering the workforce. 
Preparing students to enter the financial services industry is essential to maintain the continued 
growth and strength of America and to secure its leadership role in the world economy. 

The Academy of Finance is a program that gives high school students an opportunity to learn 
about, and prepare for, careers in financial services. It is one of several model programs 
established to promote educational excellence by the National Academy Foundation (NAF). 

This partnership links the resources of business, education, government and community. 

The Academy of Finance bridges the gap between the classroom and the workplace. It helps 
students develop career skills, evaluate their own potential for success and establish personal 
goals through an enriched, two-to-four year comprehensive academic program housed in public 
high schools. 

In addition to required academic high school courses, students at the Academy of Finance take 
two or three specialized courses per semester developed by NAF in collaboration with leading 
educators and industry experts. These include: Economics and the World of Finance, Financial 
Operations, Banking and Credit, Financial Planning. International Finance. Real Estate 
Practices and Principles, English for Finance, and Mortgage Banking. 

The June 1992 US Labor Department’s SCANS (The Secretary’s Commission on Achieving 
Necessary Skills) Report, “SCANS in the Schools,” cited NAF’s Academy of Finance 
curriculum as exemplifying the manner in which SCANS competencies might be successfully 
integrated into schools. The report also noted that “NAF curriculum has a wide range of 
activities to foster interpersonal skills needed in the world of work.” 

The recently enacted School-to-Work Opportunities Act validates that the Academy model and 
the Academy of Finance have been cited by many independent agencies and organizations as 
prototype programs for this new federal initiative. 



50 


NATIONAL ACADEMY FOUNDATION 


ACADEMY OP PINANCE 

PROGRAM SITES 
1996 - 1997 Academic Year 


Proorafn Sites » of Programs 

Program Sties » of Programs 

Alachua, FL 

1 

Lee County. FL 

1 

Anderson County, SC 

1 

Los Angeles, CA 

6 

Anne Arundel County. MD 

1 

Mcreer County. KY 

1 

BaUimore, MD 

1 

Moftlgomcty County. MD 

2 

Balnmore County, MD 

2 

New Hyde Pari. NY 

I 

Boston, MA 

I 

New Orleans. LA 

2 

Broward County. FL 

6 

New Yortc City, NY 

I) 

Buffalo, NY 

1 

Northport. NY 

1 

Burbank, CA 

1 

Oconee County. SC 

1 

Chaxione, NC 

2 

Okasis County. NC 

1 

Chattanooga. TN 

2 

Omaha. NE 

3 

Chicago, (L 

1 

Orange County, FL 

2 

Cincinnati, OH 

1 

Osceola County, FL 

I 

Clayton County, GA 

} 

Palm Beach County. FL 

1 

Cleveland. OH 

1 

Pickens County. SC 

1 

Cumberland County, NC 

1 

Polk County, FL 

1 

Dade County, FL 

2 

Prince George’s County. MD 

4 

Dallas. TX 

1 

Providence. R1 

1 

Denver. CO 

3 

Red Bank. NJ 

1 

Detroit. Ml 

1 

St John’s County, FL 

1 

Durham. NC 


St- Lucie County. FL 

1 

Duval County, FL 

1 

Sait Lake City, UT 

3 

East Hartford, CT 

! 

San Francisco. CA 

7 

Gloucester. VA 


San Jose. CA (East) 

2 

Hanford. CT 

1 

San Jose. CA (Unified) 

1 

Henry County, GA 

1 

Seattle, WA 

3 

Hillsborough County, PL 

1 

Seminole County, FL 

1 

Honolulu, HI 

2 

UniOTi County. NC 

1 

Indianapolis. IN 

1 

Wake County. NC 

1 

JelTcfSon County, KY 

2 

West Seneca. NY 

1 

Jefferson Parish, LA 

3 

Wilmington. DE 

1 

Jersey City, NJ 

1 

Yonkers. NY 

1 


AOF TOTAL: 115 
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NATIONAL ACADEMY FOUNDATION 



PROGRAM SITES 
1996 - 1997 Academic Year 


Proariin Sit«« « of Programs 

Btitimore, MO 1 

Boston, MA ( 

Browa/d County, FL 4 

Burbank, CA I 

Charlone/Mecklenbcrg NC I 
ChatUnooga, TN 1 

Chicago. (L 2 

Cranston. Rl 1 

Culver City. CA 1 

Dade County. FL 3 

Dallas. TX 5 

Deer Valley. AZ I 

Denver. CO 4 

Detroit Ml I 

Duval County. FL I 

Fayeiie County. KY I 

Highline. WA I 

Honolulu. HI I 

JefTerson Parish. LA 2 

Kauai. HI I 

Las Vegas, NV 1 

Lee County. FL 1 

Los Angeles. CA 2 

Manin County. FL I 

Maui, Hi 3 

Minneapolis. MN I 


Proanm Sites « of Programs 

Monterey, CA 1 

Newart, NJ I 

Newpon. Rl 1 

New Orleans. LA 2 

New Yoric City, NY 6 

Orange County. FL 1 

Osceola County. FL I 

North Chicago. II I 

Palm Beach County. FL I 

Providence. Rl I 

Ridgeland. SC 2 

Roanoke, VA I 

Si- John's County. FL I 

St Lucie County. FL I 

Salt Lake City. UT 2 

San Francisco. CA 2 

San Jose (East). CA I 

San Jose (UniTied). CA I 

Seminole County. FL I 

Sweetwater Union. CA I 

Volusia County. PL I 

Warwick. Rl 1 

Washington. DC I 

Weslbury. NY I 

Westchester BOCES. NY I 

Woodriver Junction. Rl I 


AOTT TOTAL: 78 
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NATIONAL ACADEMY FOUNDATION 



PROGRAM SITES 
1996 - 1997 Academic Year 




j 

1 Boston, MA 

1 

i Buffalo, NY 

1 

Hillsborough County, FL 

1 i 

Mobile, AL 

1 ! 

New York City, NY 

3 1 

San lose, CA 

1 

Tallahassee, FL 

i 
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NATIONAL ACADEMY FOUNDATION 



NAF GRADUATE HISTORY 
1984 - 1995 

Number of 
Graduates 



Year 



1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

AOF 

35 

134 

137 

196 

267 

458 

547 

639 

757 

926 

1028 

1112 

AOTT 






52 

74 

82 

187 

248 

384 

_«4 

APS 










96 

113 

136 

TOTAL 

35 

134 

137 

1% 

267 

510 

621 

72! 

944 

1270 

1525 

1902 


TOTAL NUMBER OF ACADEMY GRADUATES = 8262 
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NATIONAL ACADEMY FOUNDATION 



NAF STUDENT ENROLLMENT HISTORY 
1982 - 1995 


Number of 
Students 




19B2 

1983 1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

AOF 

35 

200 

350 

420 

710 

1069 

1541 

2019 

2715 

3169 

3628 

4139 

5340 

6226 

AOTT 






76 

161 

195 

564 

904 

1519 

2006 

2878 

3659 

APS 









63 

168 

339 

494 

427 

367 

TOTAL 

35 

200 

350 

420 

710 

1145 

1702 

2214 

3342 

4261 

5486 

6639 

8645 

10252 
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NATIONAL ACADEMY FOUNDATION 


\ A P 

i 


NAF ACADEMY GRADUATES 
1989 - 1995 



1989 

1990 

1991 

1992 

1993* 

1994* 

1995* 

Graduates 

510 

621 

721 

944 

1270 

1525 

1902 

College Bound 

464 

558 

670 

861 

1139 

1393 

1708 

College Bound 

91% 

90% 

93% 

91% 

90% 

91% 

90% 


* Figures include Academies of Finance, Travel & Tourism and Public Service graduates 
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Chairman Crane. Thank you, Mr. Weill. 

How do the courses designed by industry leaders and educators 
fit in with the regular school curriculum of these students? Are 
they required to take additional classes? 

Mr. Weill. They take courses that balance the normal high 
school course, and have courses in accounting, courses in investing. 
We have developed, with this program, college level courses. So, in 
their senior year the students who want to can take courses in a 
local college or a community college, so that when they go on to 
higher education, they are better equipped than a lot of other kids, 
because they are not intimidated by the education process. 

We have lots of people from industry come in and speak to them 
quite often, so that they can better relate to people, and the 
mentoring program in this is alive and well. 

Most of the young people who have these summer internships 
are offered jobs by the companies they work for. They want to have 
them back, because they are really terrific young people — they just 
were not given the chance, or shown, and a lot of them did not 
have the role model who could lead them into the future, and that 
is what this does. 

Chairman Crane. In your written testimony, you have talked 
about mentors, and I think all of us have experienced that at one 
time or another in our lives. Can you elaborate a little bit on that 
relationship? 

I mean, some of the courses, as I understand it, are tailored on 
a very brief basis. I mean, it is not like over the entire 4 years of 
a high school education. 

Mr. Weill. No, the program really started as a 2-year program 
for the junior and senior years of high school. And we had this 
summer internship where every student would be guaranteed an 
internship in their junior year, so that they could get a better un- 
derstanding of what they are studying, why education is important, 
and hopefully raise their self-esteem. 

So, while it is only 2 years, I do not think that that is a short 
period of time, because we are getting over 90 percent of the par- 
ticipants to decide to continue their education, versus something 
that might be half that in a normal public school, and we are tak- 
ing the same people who are in those public schools. 

We have just started a full, 4-year program, so we have a full, 
4-year high school. The first one was in New York next to the 
American Stock Exchange. We are going into our 4th year, so we 
have about a hundred students in each class. 

We have started the same program in Hartford, and we believe 
that we can have a 4-year balanced education program, with an 
emphasis on accounting, finance, and business, because the finan- 
cial services industry is one of the biggest employers in the United 
States. 

It is an industry that we are a leader in globally. If we are going 
to keep that position, then it has got to be led by the people who 
are growing up in our high schools today. 

Chairman Crane. Well, you are to be commended. 

Let me welcome Mr. Dow. 

And, Mr. Dow, would you like to add anything to what Mr. Weill 
has already said? 
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Mr. Dow. Thank you, Mr. Chairman. 

I would just say that you can see from his presentation that he 
is very passionate about this program. Certainly he had a vision, 
a long time ago, and I think he is to be commended for staying 
with that vision, and not only having^ a vision and starting a pro- 
gram, but some 15 or 16 years later he is chairman of our founda- 
tion, and still providing leadership. 

I think that it is a wonderful opportunity to provide for Mr. 
Weill, and for everyone else here, to come and talk about improving 
the work force in this country. 

You are right on target with what you are doing here, and I 
certainly hope that you can continue the momentum. 

Chairman Crane. Thank you. 

Mr. Rangel. 

Mr. Rangel. Thank you, Mr. Chairman. 

Mr. Weill, you saw a need and you did not buck the system, you 
became a partner with the system, and you showed them what the 
needs were in the workplace, and how they could be partners in 
doing what they have to do to fulfill their mandate, but at the 
same time allow the graduates to be better prepared for a job 
opportunity. 

There used to be a time that I used to feel so proud to say, with- 
out ridicule, “I am from the U.S. Congress, I am here to help you.” 
But that is not accepted the way it used to be. 

At the same time, we do get some things done. For example, we 
have provided for benefits in certain areas, and I represent one 
that has an empowerment zone, which provide tax relief in order 
to get private sector people to do what you are doing, because it 
is the right thing to do, for their business and for America. 

But, if you did have the ability to have these additional resources 
available, it would seem to me that your creativity and your imagi- 
nation could serve as a broader blueprint for the corporate world 
that may not see the instant benefit for their company, their indus- 
try, or their country, but they would see the instant benefits on the 
balance sheets, as they see their tax liability being reduced, as 
their participation in programs like this increases. 

If we were to work with you and Dr. Dow, do you think that you 
could up with a list of things that could be done to allow you to 
increase and to spread the work you are doing for the country? 

Mr. Weill. I think there is no question that working together we 
can come up with a lot of ways to really substantially increase par- 
ticipation, and I think that that is really what is needed today, be- 
cause, yes, we do have something that has proven that it can work 
in 25 different States, in 170 different cities, across America, over 
a decade and a half, and it has momentum. 

So that sometimes, unfortunately, we need to have incentives to 
get a lot of our associates to want to play the game and be part 
of something, and I think that that would be a message to them, 
that this is something that has to happen. 

If we are going to look into the future and say our tax dollars 
are going to pay it all, or we are going to leave it to the private 
sector to do it all, without the cooperation of all parts of our soci- 
ety, whether it is business, labor, or the public sector, I think that 
is the only way it is going to work. 
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And a lot of people in business also are proud, or like to be 
proud, of what we do, and what we accomplish. And we do not 
want people to want us for just our money; we want people to want 
us for our ability to make things happen, to lead change, to be a 
part of change. 

And so this is a great example of how that partnership can work, 
and some of the things that you are thinking about can accelerate 
it dramatically. 

Mr. Rangel. Well, Mr. Weill, I want to thank you. 

Sometime — I hope in September — we will have national leaders 
such as you coming together with Secretary Riley and his staff, to 
see whether they can imitate and expand these programs, or what 
can we do without putting another layer of bureaucracy out there, 
to support your good efforts, but to make certain it becomes a part 
of trachtion. 

Doctor, I had a chance to speak and meet with many of the 
teachers who had a conference in New York. How many teachers 
were there? 

Mr. Dow. We had over 600 at that conference. 

Mr. Rangel. And how many States were involved? 

Mr. Dow. All of them, some 25 States. 

Mr. Rangel. Mr. Chairman, you can tell, almost, the quality of 
education that a kid gets, without the kids, when you see the en- 
thusiasm of the teachers. This was one of the most exciting groups 
of people I have ever seen, and all they were talking about was 
how they could do better. 

Mr. Weill. Congressman, they are doing it because they know 
they can make a difference in people’s lives. That is why they are 
so enthusiastic, it is terrific. 

Mr. Rangel. And I am glad you mentioned Sandy Feldman, who 
is a very aggressive leader of the union, who has said a number 
of times that she is prepared to support any program that will 
show that teachers can teach, when given the tools and the envi- 
ronment to work with. 

And so we do not have that union problem here, because the 
teachers are all union and enthusiastic. 

And I hope. Doctor, that you might share with me some of the 
things — not now — ^that came out of the conference, that you think 
I, on any level, might be supportive of. 

Mr. Dow. Certainly. 

Mr. Rangel. But let me thank you both, because it makes me 
proud to be a New Yorker, to see that we do not wait for constitu- 
tional changes, we move on with what we have to work with. 

Thank you. 

Mr. Weill. Thank you very much. And as an American citizen, 
thanks for giving me the rest of the summer off, and not doing this 
until September. 

Chairman CRANE. Mr. Coyne. 

Mr. Coyne. I have no questions. 

Chairman Crane. Well, I thank you both for your presentations, 
and keep up the good work, and I look forward to examining in 
depth, as Charlie already has, the program you have set in place. 

Mr. Weill. Thank you very much. We appreciate it. 

Mr. Dow. Thank you. 
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Mr. Rangel. Thank you. 

Chairman Crane. And now I would like to call up Mr. Jones, 
president and chief executive officer of the National Alliance of 
Business, Stanley Litow, president of IBM Foundation, and Leo 
Reddy, president of the National Coalition for Advanced Manufac- 
turing. 

And let me tell you panelists that, if you can condense your pres- 
entations to 5 minutes or less, all of your prepared testimony will 
be made a part of the permanent record, and we will start with Mr. 
Jones. 

STATEMENT OF ROBERTS T. JONES, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, NATIONAL ALLIANCE OF BUSINESS, 

WASHINGTON, DC 

Mr. Jones. Thank you, Mr. Chairman and Congressman Rangel. 

We appreciate the hearing. We think that it is not only impor- 
tant on the substance, but tWs Subcommittee has a growing leader- 
ship role on this set of issues. 

I will keep my comments quite short. Many of the items that I 
would speak to you about on the changing nature of the economy 
and its impact on human beings and workers have already been 
stated. I would suggest two things. 

One is that this set of behavior, from global competition, tech- 
nology and ever^hing else, is not going to abate, it is going to in- 
crease, and its impact on our institutions and on individuals will 
be felt more in the future, not less, and we need to deal with the 
underlying implications of that. 

The greatest underlying implications are, in fact, as the 
Secreta^ pointed out, good jobs, and high skill, but the key to the 
future, in terms of wages, benefits, tenure on the job, reemploy- 
ment, access to the original job, all, more and more, come back to 
the education investment that is in our system. 

We are replete with data about the increasing impact of edu- 
cation on each of those points. I will not go through them now. But, 
we would raise it as a significant issue for the Congress, and for 
the public to understand. 

One of the implications of this is the growing role of corporate 
leadership on this issue. You just heard an outstanding example of 
it, you will hear more in a moment from IBM and other companies. 
But, across this country, Mr. Chairman, the increasing role of large 
and small businesses on this set of issues is visible and seen, not 
as a political issue, or a social issue, but as an underlying economic 
issue, both for the company and for the individual. 

You may have heard that we now live in an era in which we do 
have data that show directly the impact of education on productiv 
ity in a company. We have data which show the irect impact on 
the individuals. 

So, when companies take leadership, both in the school system, 
in their own company, or in the broader community, it is for very 
significant and serious reasons. 

Let me just cite a couple of things. Corporate spending is increas- 
ing rather dramatically. The Secretary indicated $30 billion a year; 
indeed, the recent number is $52 billion a year, just up since 1990. 
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Sixty percent of the companies are increasing their spending, 
while only 2 percent, in the last 2 years, have decreased it. Forty- 
one percent of employees are now receiving skill training, compared 
to 36 percent just 5 years ago. 

Companies providing remedial education have increased from 4 
percent to 20 percent, from 1990 to 1996. There are over 1,000 
company universities, increased over 50 percent in 5 years. Busi- 
ness involvement in community coalitions across this country — we 
now have over 240 business-led coalitions in every major state and 
community in the country, focused on education reform and train- 
ing reform, within those communities. 

Indeed, I would suggest to those of us today who want to look 
at this issue, we need to be looking outside of Washington, in the 
communities. School reform is alive and well, and going phenome- 
nally successfully. Reform inside the companies, in terms of how 
we relate to employees in training and education, is growing 
rapidly. 

But it is all on a local basis. There is a commitment, as you 
heard, in the summit recently from New York, where education 
leaders agreed unanimously from across the country, to stay fo- 
cused on high education standards, high assessments, and for com- 
panies to use transcripts in hiring and concern themselves greatly 
with Congressman Rangel’s question about where schools in fact 
are dealing with these issues when they locate their businesses. 

Goals 2000, controversial as it is, was supported by the business 
community; the financing, indeed, this year in this Congress, was 
supported by the business community. The CAREERS bill that has 
been in trouble was supported dramatically by the business 
community. 

National skill standards, to communicate these kinds of things to 
people, are supported by the business community. 

The bottom line is, there is a great concern that without those 
kinds of success efforts, the ultimate discrimination will take place 
by people not being skilled enter into the workplace. 

We think in the end this is a partnership issue. As the Congress- 
man pointed out earlier, it is not a Federal issue by itself, it is not 
a local issue by itself, it takes the business community, the govern- 
ment, and the schools to work together, both financially and 
substantively. 

There is a role for the Federal Government, and it is a role of 
strong and vociferous leadership on this important issue. The role 
of the companies indeed is a responsibility to their employees and 
their communities, a different kind than we had in the past, and 
there is a role of the individual, but it will take all three working 
as partners to make this happen. 

Thamk you. 

[The prepared statement follows:] 



63 


TESTIMONY OF 
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BEFORE THE 
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U.S. HOUSE OF REPRESENTATIVES 

ON 

"THE IMPACT OF WORKFORCE QUALITY IN THE NEW AMERICAN ECONOMY" 

JULY 25. 1996 


Mr. Chairman, I appreciate this opportunity to discuss the changing world of American business 
competitiveness and the impact of those changes on human resource issues 

I am Roberts T Jones, President and CEO of the National Alliance of Business The Alliance is a 
nonprofit corporation advancing business leadership at local, state, and national levels to increase 
workforce quality through improved training and education. 

Fundamental Economic Changes 

The economic world that .American companies compete in today is very different from that of 
even 1 5 years ago, and the change is both continuing and accelerating. Unprecedented challenges 
are coming from new pressures of competition worldwide, technological developments, 
deregulation, shortened product life cycles, and new standards of quality and customer 
satisfaction These factors are restructuring entire industries while reshaping how companies 
organize their workplaces and manage and train their employees. Staying in the competitive game 
requires companies to have unprecedented flexibility, constantly refocusing as new technologies 
and emerging players reshape markets virtually overnight 

These realities have fundamentally and permanently changed the U.S. economy Static 
institutions and old assumptions about roles and responsibilities (including those of government, 
the company, schools, and the individual) are increasingly irrelevant. 

The Change is Necessary 

Some of the short-term, transient effects that accompany these changes, like downsizing by an 
employer, often generate headlines But, painful as they are, these changes are often vitally 
needed if companies are to remain responsive to economic realities over the long-term What the 
media often misses is that layoffs are only a small part of the story. In an industry where layoffs 
might occur w ith one large employer, millions of new jobs are being created through new 
technologies, spin-ofTs, and new customer services. For example, even as major 
telecommunications companies have announced workforce cuts, the rapid convergence in 
computers, communications, and entertainment technologies has generated about 400,000 jobs in 
the past year alone in that industry. 

Corporate leaders are predicting that this period characterized by constant turnover in the 
structure of markets, innovations in technologies, and customer needs will continue well into the 
next century So the issue is not how to police the short-term economic effects of change, but 
how to restructure public policies to support the long-term productivity of companies, individuals, 
and educational institutions 

Impact of Economic Change on Employees 

The ramifications of all this change on people must be looked at in a new light also. 
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• New jobs require more education. Job growth in the past decade has been concentrated 
in sectors requiring high education attainment, which outpaced job growth in less- 
demanding sectors by about 3 to 1 . The trend shows no signs of abating. Sixty percent of 
all jobs created by 2005 will require some postsecondary education, according to the 
Bureau of Labor Statistics 

• Better knowledge of job requirements is needed. Due to the accelerating rate of change 
in needed skills and workplace structures, far more explicit information about worker 
knowledge and skill requirements is needed. We need a common, clear language of 
quality and expectations for everyone — employers, employees, job seekers, educators, 
students, and human resource managers Initiatives that develop voluntary, industry-based 
skill standards are necessary to improve training and to inform people seeking jobs and 
promotions about employer's needs 

• Ne\v employment options and flexible benefit packages emerge. As skill demands 
escalate and the competition for labor intensifies, we are seeing a host of new employment 
relationships, including full time, pan time, contract, or contingent workers. This calls for 
a new relationship between employer and employee which is rooted in building 
employability To cultivate the long-term employability of their employees, and to 
increase loyalty, companies are restructuring benefit packages to provide: portable health 
insurance and pension benefits, family friendly workplace policies, more dependent care 
options, and flexible education and training for all employees, including education aid for 
additional knowledge outside of the person’s specific job requirements. In addition, firms 
are participating in the development of portable skill credentials. Employers that provide 
these things have the best chance at winning skilled employees and gaining their loyalty. 

What Employers are Doing for Workforce Oualitv 

The rapid changes in the labor market have made employers far more attentive to human resource 

development issues, because their competitive advantage relies on workforce quality. Companies 

are investing more in workforce development, because new data directly links the value of 

education and training to the bottom line of business. 

• More is spent on education and training. Corporations are increasing their investments 
in education and training. In 1 995, corporate training budgets totaled about $52 billion 
That represents a 15 percent increase from the level reported in 1990 Over 60 percent of 
companies surveyed are increasing training investments, and only 2 percent are decreasing 
investments. More employees are receiving training. Over 41 percent (approximately 46 
million employees) reported receiving skill training from their employer in the most recent 
data (1991), a 36 percent increase over the prior 1983 figure. 

• Corporate programs for educational remediation are increasing. The number of 
companies providing remedial education programs has increased five-fold, rising from 4 
percent in 1989 to over 20 percent in 1994. For example, MCI Communications 
Corporation, which spends about $75 million per year on training, devotes 10 percent of 
that total to basic educational skills. 

• Corporate universities are increasing. We are seeing a dramatic growth in corporate 
"universities." There are now over 1,000 company universities, up from a level of 400 in 
1 989. These institutions commonly train the employees of suppliers, contractors, and 
service companies in addition to training their own employees. Some better known 
examples include: McDonalds, Motorola, Xerox, Disney, Intel, General Electric, and 
Sprint. 

• Business involvement in community coalitions for education reform is up. Business 
has increased its involvement in community partnerships to improve local schools. The 
number of formal state and local coalitions of business, educators, public officials, parents, 
and administrators has increased to over 240 nationwide that the Alliance has been able to 
document so far. 
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• Smaller companies are linking to form learning consortia. For smaller companies, the 
cost of training is a major concern and economy of scale is a practical problem The 
importance of training for economic success has produced innovative arrangements 
Companies in similar economic sectors pool resources, define common curricula for job 
skills and quality standards, and work with training institutions or community colleges to 
share costs. The employer defines the curriculum and pays for Individual tuition; the 
institution provides teacher training, facilities, equipment, and certification. 

Direct Benefits from Education and Training 

There is a direct payoff to both the company and the employee for the investments in education 
and skill development 

For companies , studies show that productivity directly increases based on the educational 
level of the comapny's workforce A 10 percent increase in the education level of a 
corporation's workforce (about 1 year of additional education) increases productivity by 
8 6 percent By contrast, a 10 percent increase in investments in plant and equipment 
increases productivity by 3 4 percent [National Center on the Educational Quality of the 
Workforce, University of Pennsylvania.] 

For individuals , the clearest basis for economic success is education and skills. Estimates 
for U.S. workers suggest that an individual's earnings increase about 8 to 9 percent for 
each year of educational achievement beyond high school. 

• According to 1994 data a high school graduate (including GED) earns 64% more 
than a high school dropout. A person with 1 to 3 years of college (including 
associate or vocational degrees) earns 21 percent more than a high school 
graduate A college graduate with a BA degree or higher earns 52 percent more 
than a person with 1 to 3 years of college. [U.S, Census Bureau] 

• The benefits for individuals are not just in dollars There is a direct correlation 
between education levels and reemployment rates, job tenure, and participation in 
benefit plans Unemployment also decreases with greater education. Individuals 
with more education and training have more stable employment compared to those 
with less And more educated workers are likely to be covered by, and participate 
in, a pension or health plan 

The New Social Compact 

The social compact, which traditionally defines the relationship between employer and employee, 
is not dead, as the media would have us believe, but there is a change in what in contains While 
the old compact was founded on adversarial assumptions about the roles of individuals and 
companies, the new compact is built on maximizing life-long learning for the benefit of employees 
and employers 

The success of the social compact in the new economy requires new ways of looking at the roles 
of companies, individuals, and the government 

.4 New Role for Business. Companies have responsibilities for continuous growth and 
profitability of their business in a complex and changing world market But, they also have 
responsibilities to their employees. They are responsible to provide employees with 
portable benefits like health care and pensions, and with credentialed skills that are world- 
class, and therefore portable to other jobs These factors comprise the foundation of 
worker security in the new economy, and employers have a responsibility to help provide 
them 

A New Role for Individuals. Individuals will take on added responsibilities for pursuing 
additional learning, for making key decisions about investments for health care and 
pensions, and sharing in higher level decision making at the workplace Individuals will 
have a responsibility for pattern of life-long learning 
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A New Role for Government The role of government becomes very different in this new 
environment Government must provide strong policy leadership, encourage flexibility so 
companies can adjust rapidly to competitive needs, and, at the same time, ensure the 
security of workers in this environment by facilitating the portability of benefits and 
increasing investments in training. Most current government programs and institutions are 
not structured to respond to changing labor market needs Our challenge is to build a new 
foundation for worker security that embraces change, renovates laws and regulations to 
accommodate new realities, and equips workers with the tools they need for the economy 
ahead Policies must reflect the new labor market realities, not the old ones. Government 
officials must work with, not against, market forces 

The Commitment to Learning 

At the heart of these new economic realities and social relationships lies an increased demand for 
education and life-long learning It is a fact that job security, mobility, portability of skills, and 
gains in standards of living rely on increasing levels of education and continuous training This is 
why business sees education as important. 

Education is such a critical foundation for economic success that the marketplace will become a 
place of absolute discrimination for those without it Recognizing education as the core of our 
social and economic strength, business has also been involved in opportunities that bring schools 
and academic curricula into close coordination with work site learning curricula. That is why 
business has been dedicated to education reform for over 10 years and continues its involvement 
in everything from the recent education summit with the governors to the more than 240 state and 
local coalitions That is why business leaders and governors have committed themselves to 
establishing higher academic standards, meaningful assessments of educational progress, 
reviewing transcripts and academic achievements in making hiring decisions, and other activities 
to encourage state and local reforms. 

The corporate value placed on education is also why more and more companies are increasing 
investments for in-company training that meet the life-long learning needs of employees 

Proceedine as Partners 

Mr Chairman, the new economy requires increased investments in education and skill 
development on a life-long basis Not all of it can be financed by government, particularly at the 
federal level, nor should it be Success will require the joint efforts of business, government, and 
schools working together None of these can make it happen by themselves New partnerships 
that ensure all parties are working together toward the same goals are essential 

1 would be happy to answer any question you may have. 
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Chairman Crane. Thank you, Mr. Jones. 

Mr. Litow. 

STATEMENT OF STANLEY LITOW, PRESIDENT, IBM 
FOUNDATION, ARMONK, NEW YORK 

Mr. Litow. Thank you very much, Mr. Chairman and Congress- 
man Rangel. I am delighted to be here. 

You have our written testimony. I would just like to highlight a 
couple of points, because IBM is one of those companies that thinks 
education, and education and adult training included, are the 
primary issue that we should focus our attention on. 

And we came to that conclusion after doing a fair amount of our 
own research. We asked our employees, since IBM is the leading 
company in terms of corporate social responsibility in the country, 
what issue do you think is most important in your community? 
Where would you like to see the IBM company involved? 

They identified education as issue number one. In five cities 
around the country where we did surveys of community leaders 
and our customers, we asked them what issue they felt was most 
important, where should we focus our effort and our attention; they 
said education, kindergarten through 12th grade. 

We looked at the CNN poll that demonstrates that Americans 
overwhelmingly believe that the quality of our schools is the major 
issue facing the country today. 

So, we have focused our contributions program within the IBM 
company on ener^zing our people, our cash, our technology and 
our technical assistance in finding ways to use technology to 
improve our schools. 

We have moved beyond join-a-school and adopt-a-school to work- 
ing in two States and eight cities around the country to identify 
ways where technology can eliminate some of the key barriers that 
have stood in the way of reaching those high standards that we 
want to achieve. 

So for example, in Charlotte, North Carolina, we have put our 
technical ability to work on the gap that exists between home and 
school. Many parents cannot or are not involved in their children’s 
education. 

IBM has designed a system, grounded in IBM technology, that 
will permit parents in the Charlotte school system to view their 
child’s academic records and portfolios, to talk to their child’s 
teachers, electronically, through access points at public libraries 
and community centers, and housing authority projects, so that 
they can be involved in their child’s education on a day to day 
basis. 

It does not have to be between the hours of 9 a.m. and 3 p.m., 
it does not have to be once a year at a parent-teacher conference; 
it can happen on a regular and steady basis. 

We think, by this example, not in one school but an entire school 
system, we can demonstrate to other school systems some construc- 
tive ways to involve parents in their child’s education, and it does 
not have to depend upon technology in the home to be able to do 
that. 

In Cincinnati, Ohio, we are experimenting with a system that 
will extend the school day and the school year, by allowing stu- 
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dents to work on independent projects through the use of tech- 
nology and distance learning. 

In Dallas, Texas, we are working on a program that will combine 
the teaching of math and science in a technology base, so that we 
will not have to segment the school day in a 45-minute math 
period, or a 45-minute science period. 

And through technology, in the Philadelphia schools, we are cre- 
ating electronic teacher mentor programs, so that teachers can 
have steady and regular access to experienced teachers, who can 
advise them, work with them, and sharpen their classroom 
techniques. 

In tWs way, through a program that we call reinventing edu- 
cation, we have identified 25 million dollars’ worth of IBM talent 
and technology, to be able to create these systems, and then make 
them available to school systems and states around the country, 
who want to reach high standards, but need the technology and the 
help to be able to do that. 

We would agree that we are never going to attain any level of 
achievement unless we have an agreed upon set of high academic 
standards, a regular system of measuring and assessing how we 
are doing, and some way of holding people accountable for the 
results. 

The question was asked earlier about the status of grades 
kindergarten to 12. In some cases we are doing all right, in some 
cases we have lost ground, and by and large we have been treading 
water, while many other countries are improving dramatically. 

And if we want to improve, there is no way that is going to get 
us there faster or better than by having a system of high academic 
standards, quality assessment, and some measure of accountability 
for performance, that holds people accountable for results. 

Now, we have extended our work in grades kindergarten to 12, 
working with adults and those people who are out of school, be- 
cause the challenge is to see to it that technology is not something 
that creates a gap between haves and have-nots, but closes the gap. 

So, we have identified 12 projects around the country where we 
are using IBM technology to simulate work experiences, so that 
people can be trained through technology, that connects training 
sites to work sites, so that people can have access to the high qual- 
ity training materials that they need, and that we can use tech- 
nology to create a network of programs that can help meet people’s 
educational needs, and skills training needs. 

IBM is a company that offers its technology to paying customers. 
In our philanthropy we are treating school systems and adult train- 
ing providers as if they were valued customers. We are sitting 
down with them, with our resources, and we are designing the 
systems that can help take them to the next level. 
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That is what this company is doing. We are doing it largely out 
of self-interest, because we cannot be a successful company if com- 
mimities are not successful, and communities will not work unless 
their schools work. 

So, thank you very much for inviting me. I have left you with our 
written testimony and a lot of materials that we have developed, 
and I would be happy to answer any questions at a later point. 

[The prepared statement follows:] 
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STATEMENT OF STANLEY S. LITOW, PRESIDENT 
IBM FOUNDATION 


Chairman Crane and members of the Trade Subcommittee, my name is Stanley Litow, 
President of the IBM Foundation. We appreciate the opportunity to discuss our education and 
training programs with you. 

These programs are designed on the belief that the same information technology innovations 
that are revolutionizing business can provide important breakthroughs for public and nonprofit 
organizations. Technology has the power to help these organizations deliver higher quality 
services, manage costs, maximize effectiveness and implement exciting new programs. 

IBM's commitment to solutions-oriented innovation requires that we go beyond simple 
checkbook philanthropy to more comprehensive programs of corporate citizenship. 

Our primary focus for our corporate citizenship efforts are K- 1 2 education and adult 
education and training We focus on the issues of education and training because our 
employees, shareholders and customers tell us they think education is the number one 
challenge facing our country, and also because we know that no business can succeed in an 
unsuccessful community; and the most important factor in determining the success of a 
community is its education program. The American public agrees since the latest CNN poll 
suggests Americans rate education as our number one challenge. Moreover, all research 
indicates that educational attainment is the greatest and most reliable predictor of economic 
success and a stable work life. 

One way we are using IBM expertise and corporate contributions to improve education is to 
help school systems solve some of their toughest challenges through the use of technology. 

We are investing S25 million through IBM's Reinventing Education initiative in 10 school 
districts and states over the next three to five years. This program reflects our belief that 
technology solutions can redefine and improve how our schools function. To be selected for 
an IBM Reinventing Education grant, school districts or slates had to commit to setting world 
class academic standards, but we did not select only the highest performing districts. In fact, 
we selected some of the most challenging geographies in the nation. We wanted to find 
locations where there was a commitment to change and a desire to use the power of 
technology to bring that change about. The nature of this initiative is best demonstrated by 
describing the sites in which we are working. 

In Charlotte, North Carolina we are using technology to get at the serious question of parent 
involvement. As the Charlotte schools struggle with the challenges of parent involvement and 
fight to overcome the twin barriers of time and distance that oftentimes keep parents 
(especially working parents) from full involvement in their children's education, we are 
building a "parent friendly" computer network to bridge the gap between school and home. 

In Charlotte's new Governors Village complex of schools due to open next month, computers 
will connect parents to their child's school via access points at community centers, public 
libraries and homes. In these locations, parents and community caregivers will be able to 
review information about current classroom activities and homework, view test papers and 
examples of student work. In addition, "electronic" parent-teacher conferences will keep 
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parents connected to the process of education and teaming. If successful in Charlotte, this 
system can be replicated in other districts and slates and applied to increase connections 
between teachers and teacher, parents and other parents, etc. 

In Dallas, Texas educators are struggling to overcome the segmentation of the school day 
which often frustrates learning, especially in areas such as math and science. The typical 45 
minute class period stands as an impenetrable barrier to the teaching of advanced math, 
especially problem solving and laboratory and hands-on science. Working together, IBM and 
the Dallas Public Schools will create the first ever interdisciplinary math and science 
software. Initially focused on the middle schools (grades 4 - 8), it will provide more time on 
task in math and science. All of this is designed to help students meet new, tougher math 
and science standards. Obviously, the software can be utilized by a host of school districts 
and states. 

In the other areas such as Vermont, West Virginia, San Francisco, San Jose, Philadelphia, 
Chicago, Broward County, Florida and Cincinnati, Ohio, technology is helping rethink teacher 
training, lengthen the school day and year, improve smdent assessment and develop better 
information for school-based decision making. 

Just as technology can be vital in the education of our children, it can also be a powerful tool 
in education and job training for those who are out of school. Contrary to the view that 
technology deprives people of jobs and deepens the divide between society’s "haves" and 
"have-nots" we have discovered through organizations we support through IBM's new 
Workforce Development Technology grant program that technology can help broaden 
opportunities and strengthen programs and services available to those in need of new skills 
and education. By simulating real work conditions it can make the acquisition of education 
and skills more effective. Moreover, technology can bridge the gap of time and distance 
connecting people to training and then to available jobs. 

Unfortunately, while technology can provide a vital set of solutions, for the most part adult 
education and job training programs currently use technology in very limited ways, i.e. simple 
keyboard training or the teaching of basic office skills. At a leaders forum that IBM 
sponsored a year and a half ago for those involved in adult education and training programs 
certain key barriers were identified, standing in the way of the more effective use of 
technology in adult education and training. They are: cost, knowledge of technology, staff 
expertise, equity, poor practices and the need for clear standards. To develop the practical 
experience base to help eliminate those barriers we targeted our technology and technical 
expertise on programs that deal with the core elements of effective training and education. 
These elements are: Recruitment and Assessment: the central and critical first step in adult 
education or training. Program Content and Education: i.e. increasing the scope, and quality 
of the tools used in adult education and training. Job Development and Placement: i.e. 
developing the right match between skills and jobs, the A ' er Placement Process: ensuring 
that people succeed on the job and, lastly. Staff and Professional Development: i.e. ensuring 
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that staff who work in adult education and training programs are able to meet the demands of 
their jobs. In each of these five areas, we agreed to support programs that use our technology 
to eliminate barriers and resolve systemic issues. 

In March, after sponsoring a nationwide competition, we awarded a dozen technology grants 
valued at a total of $2.5 million. 

Let me give you a sense of the scope of this initiative by running through the organizations 
that have been selected to receive IBM equipment, software and technical support: 

Veteran's Leadership Program (New York) — The Veteran's Leadership Program (VLP) 
provides interactive modules of education and training that enable participants to translate 
their military skills and experience to the job market and entrepreneurship. VLP will use 
IBM technology to provide on-line access to curriculum modules, individualized education 
and employment planning, job development and placement services, communications lines 
with employers and one-to-one training and consultation for staff and trainees. 

Atlanta Regional Commission (Atlanta) — IBM will provide technology to ARC to create a 
regional technology model for case management, training, employment services and referrals. 
An innovative voucher program will allow clients to purchase education and training directly 
from a list of pre-approved institutions that will increase flexibility in client choice. 

El Centro College (Dallas) — IBM will provide technology to El Centro College to create a 
comprehensive career path in digital imaging. This program will provide leading-edge 
technology and training to all student populations, including the physically challenged. 

Faculty support and professional development will be accomplished through the use of 
interactive teleconferencing and on-line networking. 

F.E.G.S. (New York) - Since 1934, F.E.G.S. has been helping new immigrants and displaced 
workers enhance their job skills. Their grant from IBM will be used to establish a 
Technological Applications Learning Center to integrate technology into an array of existing 
programs and demonstrate effective uses of technology in training clients. The Center will 
also provide a valuable link between job listings and employment listings. 

Na Ghana Ho omalamalama (The Hawaii Collaboration) — IBM will fund a collaborative 
adult basic skills and workforce training program that links Alu Like, a local multi-service 
community-based non-profit organization, with the Governor's Council for Literacy and 
Lifelong Learning and the Hawaii Literacy Policy in Action Academy. The technology from 
IBM will help this collaboration use telecommunications and create multiple access points for 
clients for distance learning, on-line services, a referral system for job training, and resources 
for clients and practitioners throughout the four islands of Hawaii. 

Jobs for Youth (Boston) — Jobs for Youth is a nationally recognized school-to-work transition 
program. IBM multimedia technology will be used by Jobs for Youth to convert their 
environmental industry instructional materials to computer-based instruction that will enable 
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Chairman Crane. Thank you, Mr. Litow. 

Mr. Reddy. 

STATEMENT OF LEO REDDY, PRESmENT, NATIONAL 

COALITION FOR ADVANCED MANUFACTURING, WASHING- 
TON, DC 

Mr. Reddy. Thank you very much, Mr. Chairman. 

I would like to congratulate you and your colleagues for having 
the insight to recognize the direct relationship between our trade 
competitiveness and the importance of having a skilled work force, 
able to produce the goods and services we need to compete globally. 

It is a connection that people have needed to make more firmly 
than in the past. 

For our part, our organization, which represents a broad coalition 
of companies, trade associations, and technology centers around the 
country, focuses on introducing advanced teclmologies into our fac- 
tories. Our coalition has taken a very close and hard look, in the 
last year, at what the public policy climate should be to accelerate 
the movement and transition of our industrial base into the third 
wave, if you will — into the information age. 

We will distribute our report, which we published this year, sep- 
arately to all the Members of the Subcommittee. The report is 
called “U.S. Industrial Strength for the 21st Century.” 

I can confirm Mr. Rangel’s observation earlier this morning that, 
indeed, work force training and education is now up front on indus- 
try’s agenda, and I think you have already heard that from my 
colleagues here at the table. 

The reason for that is quite evident. Companies are facing a 
growing shortage of the kind of work force they need to be competi- 
tive, and it is hitting the bottom line. 

As one example I could give you — there are many examples — I 
am going to distribute to the Members of the Subcommittee a chart 
which one of my members just gave me, which describes the advan- 
tages of a career as a precision machinist or tool maker, where 
many experienced tool makers are making in the $40,000 to 
$60,000 range annually. 

And basically they are no longer working in gloomy rooms and 
on greasy machines. They are working with computers and high 
technology machinery. 

It is a wonderful career. The problem is, there are now 20,000 
jobs in this particular area that cannot be filled, in a $25 billion 
industry. There is a real problem. Our data show that 4 out of 10 
companies are unable to adopt advanced technologies to improve 
their productivity because they lack sufficient skilled workers. 

After looking into and debating this issue carefully, we came to 
the conclusion that the Federal Government indeed plays an impor- 
tant leadership role. The government can act as a catalyst. It has 
done some excellent things. I think the skill standard projects that 
Mr. Jones mentioned are a good example. 

We certainly support School-to-Work, Tech Prep, and other pro- 
grams — Job Corps, JTPA — ^these are all worthy programs. How- 
ever, the Federal Government is limited in its resources in this 
area. 
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Our basic feeling is that the only way we are going to begin to 
close the gap between what schools are providing and what the em- 
ployer community needs is far-reaching structural reform — a 
change in priorities, a change in philosophy — that goes well beyond 
individual programs, that goes far beyond individual tax credits. 

It is a fundamental change in priority. 

To illustrate that, let me very briefly go over the four principal 
recommendations in our report. The first, in the area of priorities, 
is the Charlottesville Education Summit — you may remember that 
in 1989, between the President and the 50 Governors. 

They put out a communique that said the purposes of education 
are threefold. First, responsible citizenship; second, further learn- 
ing; and third, productive employment. 

We would submit that these priorities should be reversed, that 
productive emplo 3 Tnent should be put at the head of the class. Our 
view is perhaps too much of a business oriented view, but it is a 
practical one, and I think it goes back to another point Mr. Rangel 
made earlier this morning. 

Without a good job, it is very difficult for an individual to dis- 
charge the responsibilities of citizenship, or to afford further learn- 
ing. It really is the starting point. 

The next recommendation we have is that, again, to close the gap 
between what schools are doing and what the employer community 
needs is to place much greater emphasis on the development and 
use of standards — skills standards— -for people coming out of the 
school system. 

The key to the success of skills standards — and we hear a lot 
about skills standards these days — is they must be employer driv- 
en. The starting point has to be the employer community. They 
first have to use those standards themselves in their own work- 
place, and when they do that, then they can communicate effec- 
tively to the broader community what they are seeking. 

Our third recommendation is to place much greater emphasis on 
beginning career awareness and preparation at a much earlier 
stage in a student’s development. Begin even in the primary grades 
to get people used to developing some of the skills they need in the 
workplace, and to begin to think at a much earlier age about future 
career directions. 

In our perspective, the whole dialectic about college-bound and 
noncollege-bound and work-bound is entirely wrong. There should 
be only one question, namely whether all individuals — not an ex- 
clusive, but inclusive approach — whether all individuals graduating 
from school or leaving school, are prepared for productive employ- 
ment. 

If they can get that preparation in grades kindergarten through 
12, so much the better. The idea that everybody has to go into 2 
more years of school, misses the point. That is a process point. 

The substantive point is that everybody should be prepared for 
productive work, and should be thinking much earlier in life about 
their careers. They should not be going to college just for its own 
sake, but to go to college to get additional skills they may need for 
special areas of employment. 
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students to learn at their own pace. Sofhvare training applications will be based on the most 
current industry requirements, and will be developed in close consultation with industry 
experts and with the MIT Media Lab. 

Michigan Career Technical Institute (Plainwell, Mich.) - MCTI will coordinate the Michigan 
Workforce Support and Development Network, which is a collaboration of six non-profit 
organizations. IBM technology will be used to create on-line training and employment 
systems for Michigan's workforce, especially workers with disabilities. It is anticipated that 
this program will enable persons with physical disabilities to gain access to quality training 
and appropriate services regardless of where they are located. Emphasis will be on training 
for the automotive, pharmaceutical and food service industries. 

National Center for Adult Literacy (Philadelphia) ~ Based at the University of Pennsylvania, 
the National Center for Adult Literacy with technology from IBM will significantly expand 
the national capabilities of the Adult Literacy Technology Innovation Network, which will 
provide hands-on training, as well as on-line training and technical support to the adult 
literacy community. 

Rebuild LA/Los Angeles Trade-Technical College (Los Angeles) -- IBM technology will be 
used to create a "teaching factory" trxxiel for technical training of students studying the 
apparel, fashion and textile industries. A high tech apparel production line and simulated 
work environment will help students learn to operate in a real-time computerized production 
mode. The program, based at Los Angeles Trade-Tech College, will also offer seminars and 
courses to employers interested in learning about technological developments in the fashion 
design and production industry. 

SER Jobs for Progress National (Dallas) - SER Jobs for Progress, the largest Hispanic 
service-oriented non-profit corporate in the United States, provides extensive employment 
training. SER will use IBM's technology to create new instructional English-as-a-Second 
Language (ESL) and Adult Basic Education (ABE) training materials and distance learning 
programs geared specifically to high-growth occupations such as those found in health care, 
insurance, travel and pharmaceutical industries. 

Tennessee Urban League Affiliates (Memphis, Chattanooga, Nashville, Knoxville) - Working 
in partnership with the Tennessee Valley Authority and the University of Tennessee- 
Knoxville, the Tennessee Urban League Affiliates will use IBM technology to develop a 
model to analyze local economic data to identify industry-specific job opportunities, profile 
local industry requirements for these jobs and then develop computer-based training for staff 
and clients. Using on-line communications, all offices will be involved in project design, 
development and testing of an industry- specific career path training program which moves 
from entry level through advanced skills. It is expected that distance learning programs will 
also be established to provide training at the workplace and at multiple training site 
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Training, Inc. (Boston, Indianapolis, Newark) — IBM will provide technology to three 
Training, Inc. Affiliates to help redesign and upgrade student assessment, training, 
employment services and staff development. Training, Inc./Boston will create a database of 
individualized student portfolios for assessments, personalized education and employment 
plans and outcomes. Training, Inc./Indianapolis will enhance existing workplace simulations 
by adding interactive communications between customers and other entities outside the 
simulated business environment. Training, lnc./Newark will develop new workplace 
simulation models for the security and surveillance industry and for computer aided 
manufacturing and design (CAD/CAM). 

All grants consist of the outright donation of IBM equipment and software, as well as IBM 
consulting assistance to develop the systems and know-how necessary to use technology 
effectively in workforce development and training. 

The issues in K-12 education and those in adult education and job training are different, but 
the applications of technology to the core operating questions have in fact more similarities 
than differences. 

What is most vital to us, however, is our conviction that the technology that is driving change 
and economic growth in the private sector can, if used properly, help us cope with the 
educational challenges in front of us. As a technology company we take our responsibilities 
in this regard very seriously. 

In cash and technology valued at market rate, we will contribute over J90 million this year. 

It goes to a host of programs and projects in the United States and around the world targeted 
on technology as a problem solving tool in education and training. This makes IBM's 
contribution efforts in education and technology one of the nation's largest -- and we think 
one of the best. 



Our final point is that we need much stronger engagement by 
the business community in this whole process, and I am delighted 
with Bob Jones’ report about the growth of business school consor- 
tia. 

We are very encouraged by IBM’s leadership in forming and con- 
vening the summit meeting in Palisades, New York, earlier this 
year. We think those are encouraging steps in the right direction. 

But all of these are essentially moving around deck chairs on the 
Titanic and putting Band-Aid solutions on the problem, unless we 
really look at the need for structural reform and change in priority 
and philosophy. 

Thank you. 

[The prepared statement follows:] 
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U.S. TRADE COMPETITIVENESS AND WORKFORCE EDUCATION 
AND TRAINING 

Testimony bv Leo Reddv> President 
National Coalilion for Advanced Manufacturing (NACFAM) 

Before the Subcommittee on Trade« 

Committee on Ways and Means 
U.S. House of Representatives • Longworth Building 
July 25, im, Washington, D.C. 


Mr. Chairman: 

I would like to congratulate your committee on its foresight in organizing this 
important hearing on U S. trade competitiveness and workforce education and training. 

You have recognized that global competitiveness and growing exports exert added 
pressures on the American workforce. 

The only way in which our workforce can withstand those pressures is to 
continuously improve the skills it needs to produce globally competitive products and 
services. 

No sector of our economy understands this better than manufacturing. 

Manufactured durable and non-durablc goods represent over 80% of our nation's exports. 
Employment in the manufacturing sector together with nonmanfacturing industries directly 
related to manufacturing accounts for about 41 percent of the nation's workforce. 

I would like to focus my remarks, therefore, primarily on the manufactunng 
workforce-aJihough much of my analysis and recommendations could apply equally to the 
services sector. 

Industry Perspective 

The National Coalition for Advanced Manufacturing is a non-profil, non-partisan 
organization of companies, technology and training centers, and national trade and technical 
education associations that are working on and around the factory Door to improve the 
quality and competitiveness of products made in America. We are committed to developing 
and helping to implement national programs and policies designed to accelerate the use of 
advanced. Information Age technologies by all tiers of the U.S. domestic industrial base. 

This year. NACFAM published a comprehensive While Paper, U.S. Industrial 
Strength for the 21st Century, that represents our industry-led view of the public policies 
measures needed over the next five years to maintain the U.S. lead in global industrial 
competitiveness well into the next century. We will distribute copies of this paper to all the 
members of the Subcommittee. 

One of the principal sections in that White Paper is on workforce education. 1 will 
use the analysis and recommendations in that paper as the basis for my testimony today. 

Changes in the Workplace 

The aggressive development and deployment of Information Age manufacturing 
technologies offer immense opportunities for expantted economic growth and 
competitiveness. Yet the key to the practical use of these technologies is the availability of 
a highly skilled workforce. 

The pace of technological change is transforming the manufacturing workplace. 
Advanced production technologies have replaced large quantities of unskilled, low'SkilJed 
jobs and single-craft jobs with positions requiring multi-skilled "techno-professionals" able 
to deal flexibly with information-based, computer-integrated technologies and to participate 
in decisions related to process and product improvements and scheduling. 

In a flatter, "high performance" manufacturing environment, these workers must 
have the personal attributes, communications and business knowledge to work in teams, 
accept responsibility for customer satisfaction, and be fully accountable for their own 
actions. 


Industry is discovering that it can not enjoy the full flexibility offered by advanced 
manufacturing technologies without a skilled workforce. The demand for techno- 
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professionals is growing. Technological change leads to a shift in favor of workers with 
higher levels of location. 

Shortage of Skilled Workers 

The supply of techno-professional workers, however, is insufficient, sometimes 
dramatically so. For example: 

* Twenty percent of our adults arc functionally illiterate, compared with only 
one percent in Japan. 

* Four in ten business executives say that they can not modernize their 
equipment because their workers do not have the appropriate skills. 

• Many employers have to work their way through 40 to 60 interviews to fill a 
single position. 

• The lack of basic job skills also compels firms to invest heavily in remedial 
training, leads to higher wastage races, and increases downtime. 


This gap has grown so wide that many companies have given up on the school 
system, the traditional source of preparedness for entry level workers; 

• A 1992 study by the National Association of Manufacturers, based upon a 
series of 14 CEO-level focus group meetings tu^ross the U.S. concluded that 
"school systems have failed.. .All groups felt that the school systems are 
providing neither adequate basic skills nor an adequate understanding of 
business and the necessary work ethic." 

• The 1993 report of the Competitiveness Policy Council concluded, "we will 
have to dramatically improve ^e education and training for new, young labor 
force entrants if we hope to compete effectively." 

The Root Problem: Wide Gap Between School and Work 

The root cause of this shortage of techno-professionals is the yawning gap between 
what schools are leaching and what the workplace is demanding. 

Many of the nation's high school graduates move to low paying, low skills stop 
gap jobs, usually in the retail and service sectors, and have to wait several years before they 
are even considered for a job with decent prospects. It is with reason that this large 
population of the nation's youth has been dubbed "the Forgotten Half." 

The problem of transition from school lo productive work is not confined to 
secondary school graduates. Many college gradu^es also finish school without a clear 
career direction. Large numbers ckift into assorted jobs, experiment with postgraduate 
courses, remain living at home, and postpone family responsibilities until they arc in their 
late 20s and early 30s. According lo recent research findings: 

• Even seven years after high school graduation, less than half of our young 
adults can correctly predict the occupation they will be in five years later. 

• Twelve years after high school graduation only 28 percent of young adults 
followed a pattern of either full-time school followed by full-time work or had 
worked the entire 12 years. 

• By age 30 only a third of working adults in the U.S. have been in their jobs for 
more than one year. 

A very substantial research challenge wtHiid be to assess the enormous cost and 
productivity loss to the national economy and to our global competitiveness of: 

• the years spent by both secondary school and college graduates between the 
completion of their studies and entry into their pnncipal place of future 
employment 


• the cost to employers of remedial tnuning needed to educate entry level 
workers in basic math and communications skills that they should have learned 
in K-12 
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• the cost to parents of sending their children to schools that do not prepare their 

graduates for productive employment. 

This disconnect between school curricula and workplace needs is a basic structural 
problem that will only grow more serious as schools, as they arc presently organized, are 
unable to modernize rapidly enough to keep pace with the dynamics of technology. 

Federal Programs: Only Partial Solutions 

In parallel with growing concerns the 1980's over the ability of the U.S. to compete 
effectively in the global marketplace, there was a heightened awareness of the need to focus 
more strongly on developing the skills and knowledge of the American workforce. This, in 
turn, led to various federal initiatives. These programs, however, represent only partial 
solutions that do not address the underlying structural gap between school and work. 

The Job Training Partnerships Act, JOBS, and the Perkins Vocational Education 
Act are worthy programs and deserve support, but they are focused heavily on special 
populations. The Tech Prep and subsequent School-to-Work programs enable the federal 
government to stimulate local initiatives to close the gap between school and work, but their 
funding levels are modest. Indeed, in a 1993 NACFAM study of all federal education 
programs, we found that less than 10% of the funds were allocated for all forms of 
vocational-technical education. 

The federal government has an important leadership and direction-setting role. Even 
modest federal funding can have a strong catalytic effect at the local and industry level. As 
noted in the recommendations below, the federal role in supporting industry-led. voluntary 
national occupational skill standards is on example of this federal leadership role at its best. 

Tlie principal responsibility for educating and training America's industrial 
workforce, however, rests with employers, teachers, schools, and state and local 
government. In keeping with our national culture, the major resources for this purpose 
also reside with states and localities, not with the federal government. 

As suggested in the recommendations that follow, more fundamental reform is 
needed far beyond what the federal government can accomplish. These reforms go to the 
heart of the school culture and business-school relationships and would give the employer 
community more leverage, but they do not require ^ditional resources. Indeed, they will 
lead to greater efficiencies and cost savings. 

In preparing NACFAM's recommendations in this field, we thus went on the 
assumption the education improvements would have to be effected through re-direction of 
resources and organizational change, not in additional dollars or school hours. This U.S. 
already scores high among OECD countries in both categories. 

NACFAM Recommendation 1: A Basic Change in Priorities; Make 
Productive Employment for All Students the First Goal of the Nation's 
Schools 

The starling point for genuine school reform must be at the level of basic priorities. 
Current priorities are embodied in the "National Education Goals” adopted by the President 
and state governors at the Ch^lottesville Education Summit in 1989. which staled that 
students should be prepared for "responsible citizenship, further learning, and productive 
employment.” 

This paper recommends that "productive employment’’ be put at the head of the 
class. Under this approach, the first priority of schools should be to prepare Its graduates 
to move promptly into a rewarding career field that is commensurate with the student’s 
interests and abilities. 

This change in pnonties does not signify indifference to education for "responsible 
citizenship” and "further learning," but rather niiakes the simple point that rewarding 
employment is the foundation stone upon which the other benefits of education rest. A 
citizen without a good job is less likely to meet his civic responsibilities and to afford 
"further learning” than is a citizen who is productively employed. 

Under this new approach, the measure of a school's success and of student 
achievement would be the placement of all graduates onto a clear track toward a productive 
career either immediately following school or through more specialized training at post 
secondary level. 

With career placement as the driver, the distinction between ''college-bound," 
"vocational," and "work bound" students would be irrelevant, since all students will be 
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viewed as bound for productive employment. fndeetl< if a student can move quickly to 
satisfying, economically rewarding work without the time and expense of college, this 
should be viewed as a more successful model than a student going on to college without a 
specific career objective. 

The focus on preparation for work would give greater motivation and recognition 
than is presently the case to students who are gift^ in team-building and applied learning 
and technical skills. In addition, schools would have greater accountability for the 
employment of all its students and give far mtm emphasis to career preparation than is 
presently the case. 

This shift in priorities would require a far closer interaction between the employer 
community and the schools. In particular, employei^ would need to take greater ownership 
of the schools and communicate their own workforce skills requirements more clearly. 

Some of the succeeding recommendations point to how this basic change in 
priorities could be accomplished. 

NACFAM Recommendation 2: Use Employer-led Standards as an 
Important Tool for Curriculum Planning and Student Learning 

One key to ensuring that students can gain productive employment is to base the 
school curriculum on employer-led standards. The employer is, after all, the "customer" of 
the school system. Employers will become better "customers" if they communicate clearly 
their specifications for Job skills-and follow up by employing individuals with those skills. 

Fortunately, new methods are now available to facilitate this communication 
process. States and communities are beginning to make employer-driven skill standards, 
often in connection with School-io-Work programs, an integral pan of their education 
systems. 

They arc aided in this connection by innovative work done by industry groups since 
1992. In that year, the U.S. Departments of Education and Labor began providing federal 
matching funds to leading national trade groups to identify voluntary national occupational 
skill standards for their respective industry sectors. 

(n supporting this program, the federal agencies wisely let the national associations 
design (he standards according to their own perceptions and needs, thus making them more 
authentically employer-led. These are thus national, not federal, skill standards. 

The main value of these pilot projects is that they provide useful national 
benchmarks against which states, communities, and companies can develop standards of 
their own that fit into their individual economy and labor market conditions . 

States, colleges and schools must take these skill standards and integrate them into 
broader curriculum frameworks and performance standards. In addition, each slate must 
decide at what level (secondary, post secondary or incumbent worker) they will be targeted 
for instruction. 

While the employer community should take the lead in initiating work on skill 
standards, participation in the standards setting process by school, state and local 
governance, parent, and labor organizations will also be needed. Standards must be 
updated on a regular basis and should be cross-checked against national standards. 

This requires a higher level of employer-school collaboration and partnering. 
Business-school skills standards councils, co-chaired by employer representatives, might 
be the appropriate formal. This process is beginning: In several stales, schools are 
required by law to work with business advisory committees to assure that school programs 
meet local employer needs. 

In basing curriculum and student learning on demanding employer-driven 
standards, the school systems would take a major step towards shortening the time between 
school and productive employment. There would be another major benefit: making the 
high school diploma meanin^ul again for all students. 

This would reinforce the efforts in some states to do just that and would help 
elevate the skills of the entire national workforce, not just those who go on to college. To 
participate successfully in an information age economy, all students should perform at the 
1 2th grade (not the 9th grade) level before receiving their high school diplomas. 

NACFAM Recommendation 3: Strongly Emphasize Career 
Preparation 
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Another requirement for effecting a basic shif^ in school priorities towards 
productive employment is to place much stronger emphasis on career guidance. Most 
students are not well informed about the world of work and have few guideposts to steer 
by. As a Competitiveness Policy Council report observed. "Students not immediately 
bound for college get little in the way of occupational counseling or know anything ^>out 
career opportunities and requirements and their rights and responsibilities on the job." 

Career orientation and preparation for work in an Information Age economy should 
start should start in the primary grades and continue throughout secondary school--not be 
postponed until graduatior> lime. 

An effective system of career orientation would require that teachers also become 
more familiar with the employer community in their areaiS. Teachers and employers should 
create increased opportunities for teacher summer training within local firms and for 
company experts to offer instruction at schools. Teacher interning, job shadowing and 
career mentoring are invaluable tools in furthering student learning and workplace 
awareness. Provision should be made to fund the release time for teachers to engage in 
these activities. 

Some of the same practices described above could also be applied to good effect at 
(he college and university level. In particular, these institutions are weak at helping 
students with job placement and tracking their progress after graduation (except for alumni 
contributions). Industry-university ties should be greatly strengthened for this purpose. 

In sum, meaningful career preparation requires a seamless web of orientation from 
the early grades through technical schools, community colleges and higher education 
through which youths and young adults can obtain information about; 

• careers and the qualifications needed to enter them 

• the academic and occupational skills needed to enter the field 

• post secondary systems that offer more advanced programs, and 

• employer programs that offer opportunities for greater expertise. 

This continuum of opportunity will provide students a chance to ' be all they can 
be'’--a slogan that the military did not choose by accident. 

NACFAM Recommendation 4: Increased Employer Engagement and 
Leadership 

The work-based school system described above would require a major culture 
change in most school distncis. Yet even employers who take a direct interest in the 
schools feel that their ability to change the system is limited. 

Perhaps the most effective way for employers to increase their influence over the 
schools is to tecome actively involved at the community level, following the lead of 
employers that already do. A more vigorous role by industry underpins all these 
recommendations in the field of workforce education. 

The employer community must communicate its needs in specific terms through 
leadership in creating skill standards, preferably benchmarked against national standards. 
They should strongly support those educators and trainers who undertake change to meet 
those needs, and insert the concept that "all students can learn" into every discussion. Most 
importantly, when individuals who have met employer-driven specifications are prepared 
for work, employers should give them good jobs. 

An investment of human resources and leactership in helping to re-direct the schools 
towards preparing individuals for productive employment will provide companies with 
workers with the skills needed to increase productivity, improve quality, and response to 
customer needs. 

This investment will also enable companies to enjoy substantial cost savings in 
recruiting and screening entry-level workers, remedial training, and re-training of 
incumbent workers. In addition to helping students find rewarding employment, employer 
leadership will also assist schools and teachers in gaining the support of the employer 
community in meeting their resource needs. 

For these reasons, NACFAM is highly encouraged by the meeting this spring in 
Palisades, New York, organized by industry leaders. The focus of responsibility was 
correct: on employers and slate governors. The strong emphasis on standards was also 
right. The key requirement is follow through to ensure that those standards are, in fact, 
employer driven and that the schools use these standards as the foundation for curriculum 
at the classroom level. 

Mr. Chairman, the challenge of educating and training the American workforce to 
meet the pressures of the global competitiveness challenge of the 2 1 st Century is vast. As 
the recommendations I have cited suggest, the starting point for rising to this challenge is to 
make productive employment for all of our students the first priority of the nation’s 
schools. 



83 


Chairman CRANE. Thank you, Mr. Reddy. 

I commend all of you for your presentations, and the information 
you have provided the Subcommittee. 

Let me throw out a generic question, and that has to do with 
even better integration than we have now between the private sec- 
tor and our government sector, if you will, referring to govern- 
ment’s involvement in education. 

You people are in the frontlines, in the trenches, so to speak. Is 
there any impediment to the advancement of the initiatives that 
you have all made already, and want to see continue and expand 
with any of our exiting government programs? 

Mr. Litow. We selected 10 school systems and states to operate 
in. There are 15,000 school districts in the United States. We se- 
lected those districts that were willing to make systemic and fun- 
damental changes. That assumes that there were thousands of 
school districts that were not. 

I think that largely the structure of education, grades kinder- 
garten through 12, is a vestige of the 19th century; we are getting 
ready to go to the 21st century. 

The length of the day, the length of the year, the training of 
teachers the jobs people have in the school system, the total ab- 
sence of any new technology, is basically, the way that schools were 
operated decades before. 

And we need to create incentives for school systems to change, 
and obviously to reward those incentives, but also to have some 
sanctions for those that do not, or will not, change. 

I think that this is not an industry that is going to change by 
the few shining examples, and then allow the overwhelming num- 
ber of schools and school systems to exist the way they existed be- 
fore, whether that pressure comes from one level of government, at 
the Federad level, or from the State level, which has most of the 
responsibility for education. 

I think it has to come from all levels, of government and the pri- 
vate sector, to let people know that the current way that we oper- 
ate our schools is just not satisfactory, and parents and citizens 
overwhelmingly agree. 

If you read the latest public agenda poll on what people think 
about education — we had a speaker earlier who said that people 
are largely happy with their neighborhood or local school. I would 
wake up and read the latest polls, which indicate that is no longer 
the case. 

People are not so happy or content with the schools the way they 
are, and they do not think that their children are going to graduate 
with the skills to be able to work in the workday today. 

So, I would think that we need to get a consensus among govern- 
ment and business that there are going to be some serious and sys- 
tem changes. That is what people began by a^eeing to at the 
National Education Summit in the Palisades, but it is going to take 
a lot of work to make it happen. 

Chairman Crane. Well, something that I do not begin to grasp 
is our sophisticated computer technology, and I have seen studies 
that indicate that in a lifetime you tend to, on average, make five 
career changes. 
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And, since I am 65 years of age, and I was a traveling salesman, 
a university professor, a headmaster of a private school, and then 
a politician, I am going to have to go back to school before I make 
that next shift. 

I thank you for your presentation. 

Mr. Rangel. 

Mr. Rangel. I knew today was going to be one of the most excit- 
ing days in my legislative career, and your testimony has proven 
it. 

I would hope that before I set up this conference that I would 
have the opportunity just to meet with the three of you, to make 
certain that we do not have a waste of time. And when you said 
that your firm, IBM, was doing this for the company, you meant 
the broader community, and that there has to be change. 

What is really working against us is the system that allows local 
property owners, and state legislators, to fund the schools. The 
schools are not funded according to need, they are funded according 
to equality. 

And so each legislator has to go back home saying he got just as 
much as someone else did, or the bill is not going to pass. And 
since the majority of the legislators do not have the same problems 
that a few of the districts have, we do not have a system that is 
based on the needs of our country, it is based on the political needs 
of our legislators. 

One of the things that has been missing is that the private sec- 
tor, recognizing this, could not find a forum to express the issues 
in the way that the three of you have today. 

If we met with the people who set the policy, and if indeed this 
Subcommittee, that not only deals with tax policy, can provide in- 
centives, we can provide ways that in every town and every village 
it would not be just the local legislator, it would be people sajdng, 
“Well, what about America?” 

And so, as you said, Mr. Jones, so eloquently, I am out of doinfe 
social work. I am with Mr. Crane, I want to broaden the economy; 
economic wealth is the only answer, and reducing our national defi- 
cit, and reducing taxes, and providing more incentives for those 
people with money to invest with little or no risk, so that we’ll be 
more productive. 

And while we are doing those things, you will be also a part of 
the national group that are saying, “And do not forget that invest- 
ment in human productivity, because we need them both.” 

And so, I am out of social programs, and I think what we say 
is three things. One, we have to find out from you what your speci- 
fications are going to be, not just for your balance sheet this year, 
but for the decades after, and what you need. 

Two, we cannot just merge our companies, and say that we do 
not need this human machinery, and so you are just dismissed. We 
have to find a way to make certain that these people are going to 
be trained for something, because they have mortgages, they have 
families, they have responsibilities, but for God’s sake, do not let 
them lose hope. 

Because there are some people who depend on taking advantage 
of their hopelessness, they do not make a positive contribution. 
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Finally, and again staying away from social work, we have to 
make certain that we do not create economic problems for ourselves 
by having to invest productive money into programs that do not 
produce anything, and hardly contain the problems. 

I find this to be very exciting, not what we have done today, but 
to consider this a beginning, where nobody’s going to tell you to 
stop what you are doing, but it will give you an opportunity to see 
what the other partners and government can do to encourage and 
enhance your efforts. 

And Mr. Litow, people who do not see the advantage of doing 
what you are doing in selected communities can be made to under- 
stand better that those who produce get, and there is a nicer way 
to say it, and I will find that language. 

But you do not take Federal dollars and just say, in a general 
way, we have got scholarships. We want to be able to see what are 
the results of the investment that we are making, especially since 
the private sector has not come to the Congress and asked for the 
type of assistance which you do for research and development, and 
any other number of things that allow you to remain competitive. 

But I want you to know that I am going to be here, and recep- 
tive, when you start asking for those incentives to make a more 
educated and more productive America. 

We are not going to change anjdhing overnight, but I have an 
idea that more Americans are reading from the same page than we 
hear in the halls of the U.S. Congress. 

Let me thank you so much, for what you have been doing, but 
more importantly for what you are going to help me, this 
Subcommittee and this Congress to do for America in the future. 

Thank you very much. 

Thank you, Mr. Chairman. 

Chairman CRANE. Thank you. 

Mr. Houghton. 

Mr. Houghton. Yes, thank you, Mr. Chairman. 

Gentlemen, I am sorry I was not here for most of your testimony, 
but in reading quickly over your papers, and some of the questions 
that you have suggested, let me just ask this. 

You know, we could talk about increasing governmental pro- 
grams, and you have said that that is really not the answer, al- 
though it is part of the answer. We can do a variety of different 
things in terms of our communities; businesses can increase the 
educational component. 

But doesn’t a change in attitude have to take place, because our 
problem is that there is a whole group of people here who are not 
getting educated at all, and those are the people who have the po- 
tential, but there is no incentive for them — ^there is no Sputnik out 
there, to enthuse them. 

How do we change that around? There are all sorts of things 
which businesses can do, but it cannot change the attitude outside 
of the corporation — peripherally in a community, but not that 
much. 

How do we change this attitude. 

Mr. Jones. Congressman, let me suggest that business does have 
a role on that issue, in conjunction with government. It may be one 
of the most important ones of all, in getting the American people’s 
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attention, to understanding a very significant shift in the ultimate 
American value. 

That was the belief that you could get a job in this system, and 
you could work your way up to be president of the company, or in- 
deed President of the country, and that simply is not true any 
longer. 

Without basic education skills, the ability to get in, and to main- 
tain wage equity, has changed forever, and the American public — 
parents, teachers, students-^o not understand that. It goes to the 
heart of the financing issue, it goes to the heart of the way we run 
schools, it goes to the heart of the public policy structure, and how 
we work within companies. 

But we need to make the public, business, parents, teachers 
more and more aware of the impact of this shift that we are seeing, 
and its growing impact over the next few years, and I think we all 
have a role in it. 

But if we do not do that, all the programs we pass, all the struc- 
tures we engage in, are only going to have minimal impact on this 
discussion. 

Mr. Houghton. Would anybody else like to make a comment on 
this? 

Thank you, Mr. Jones. 

Mr. Litow. Well, I think it comes back to this issue about stand- 
ards. We are the only country that does not have a set of clear aca- 
demic standards, that people are held to, and are accountable for. 

Again, the latest public opinion poll indicates that while people 
have a lot of different opinions about what to do about the edu- 
cation problem, the thing that they all have consensus on — rich, 
poor, black, white, north, south — ^is that they would support high 
academic standards, and they are actually quite frustrated that 
there are no standards in the schools — a clear expression of what 
children should be able to know and do, by grade level. 

So, I think if you are looking to get at the issue of attitude and 
motivation, I do not think that there could be anything that would 
contribute more to that than having a clear set of standards, as- 
sessments that tie to them, and some sense of accountability for 
performance. 

Mr. Houghton. Mr. Reddy. 

Mr. Reddy. Just a couple of points, Mr. Houghton. Some of our 
research has indicated that — I can cite a couple of points here that 
you will find in more detail in my written testimony — even 7 years 
after high school graduation, less than half of our young adults can 
correctly predict the occupation they will be in 5 years later. 

Related to that, by age 30, only one-third of working adults in 
the United States have been in their jobs for more than 1 year. 

This is what we have come back to in our analysis. There is an 
enormous yawning gap between what the education system is pro- 
viding and what the workplace is demanding. The best solution 
that we have been able to come up with on that is for companies 
and employers of all kinds to communicate more clearly, to parents, 
schools, and to students, what the workplace needs. 

And the school system needs to respond. That means that when 
people move out of school, they are prepared to move into produc- 
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tive employment. So far that is really not happening, and we are 
very far from that. 

So, I just want to reemphasize the importance of that point. 

I shy a little bit away from the fact that people place a lot of this 
blame at the feet of teachers and say that schools are “failing.” I 
do not really think so. I think that most of our teachers really do 
want to teach young people, knowledge and skills they will need for 
their future. 

I do not think we have some kind of an evil school bureaucracy 
out there, that is really trying to undermine our young people at 
all. 

I think one of the larger failings comes from the fact that the em- 
ployer community has not addressed this question effectively 
enough, and has not made clear enough to the schools what it is 
they are seeking, and we hope that the standards movement will 
help to close that gap. 

Mr. Houghton. Could I just ask one more question, Mr. 
Chairman? I know my time has run out. 

You know, there are many issues out there that you cannot quite 
tie together, the many different solutions to those issues, and I 
suppose we have just got to peck away at it, and the greatest ex- 
ample, probably, is better than a lofty sermon or a set of principles. 

But there is one approach that has been used in the area in 
which I live. Upstate New York, It is the relationship — and maybe 
you have talked about it, and I am sorry if you have, and I missed 
it — of businesses and secondary schools, high schools — summer pro- 
grams for people to come in — coming in and understanding what 
the manufacturing, retail, or the service process is. 

So that the business leaders in the community have this sense 
of responsibility, and all of a sudden opened up to many others who 
never would have that opportunity, other than just going and 
knocking on the door and asking for a job — an introductory expo- 
sure to what the business is all about. 

It seems to be working, and I do not know whether that is so in 
other parts of the country, or what your experience has been. 

Mr. Jones. There are several programs. Congressman Houghton, 
around the country that are designed to bring teachers and admin- 
istrators into the workplace during the summer, on a rotating 
basis, and vice versa — ^bringing businesspeople into the school 
system. 

It is a piece of this equation, there is no question about it. It 
helps a great deal. Standards become more real if they can relate 
them to such an experience, but the standards issue still is at the 
heart of the debate. 

There is no question that putting these together, along with the 
recognition that standards are not created for the final outcome. 
Twelfth grade is a little late in life to solve this problem. 

The standards movement is really designed because the major 
impact on education in this country, with young people, is up to the 
fourth grade. If we do not keep them at standard by the fourth 
grade we lose them; it is hard to ever recapture it after that fact. 

Putting teachers in workplaces together, getting this message 
across to them, in that place, but the real meaningfulness of stand- 
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ards and assessments and impacts — and it is not just teachers, it 
is administrators 

Mr. Houghton. OK, let me interrupt you for a minute. I mean, 
let us cut to the chase for a minute. Is this something business 
should do? Is it something government should do? Should we do it 
together? 

What has to happen in order to make your vision come closer to 
the goal? 

Mr. Jones. Business has to take the leadership for stepping up 
in these communities to do what we talked 

Mr. Houghton. OK, so is that going to happen by spontaneous 
combustion? Do we do something about it? What happens? 

Mr. Jones. It is happening now, almost by spontaneous combus- 
tion. It is growing at a rate that we cannot even keep up with 
across the country, these kinds of programs, and it is growing be- 
cause, if you will, of the bankruptcy of the debate in Washington. 

This is a real, underlying economic issue in communities, in fam- 
ilies and companies, and it is happening out there, in business 
leadership and school leadership, and we have all said to you, 
teachers are not the problems, even schools are not the problems — 
it is getting people together to sit down and understand what is 
going on, what its impacts are, and then how you do business. 

Now, it happens that there is a role for the government, in the 
sense that there are a lot of things that need to be supported and 
put into this system that are not there, that can help in the new 
way we are going to go. 

But you cannot dictate that from here, in terms of behaviors of 
people; It has already moved far beyond where the Congress is. 

Mr. Houghton. OK. 

Thank you very much, Mr. Chairman. 

Thank you. 

Chairman Crane. Mr. Coyne. 

Mr. Coyne. Thank you, Mr. Chairman. 

I thank the panelists for all your testimony; it was very inform- 
ative. 

Mr. Reddy, you called for structural changes if we are to address 
the problem of matching training for job opportunities. 

Mr. Reddy. Yes. 

Mr. Coyne. I wonder if you could expand on that. Where would 
you make these structural changes? 

Mr. Reddy. Mr. Co3me, the concept we would have is that — and 
we are working in some communities to try to develop this con- 
cept — is that using the concept of standards as sort of the keystone, 
if you will — the core idea. 

We would start with a series of companies and have them use 
national standards as a benchmark to draw upon, essentially to de- 
velop standard-based work force skills. We are actually working in 
some factories right now. 

We think the starting point has to be to use standards in your 
company. I mean it is easy to come to the Palisades and talk about 
standards; it is different, however, to actually use those standards 
in your company, and to use standards as the basis for your work 
before they are conveyed to the school system. 
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Once a company sets its standards, they will have a much clearer 
idea and be able to define more systematically the skills they are 
seeking from the work force. 

Then we will collate these skills, and discuss them in com- 
munitywide groups, in order to try to find commonalities that 
schools can deal with. But it is really a bottoms-up approach. 

By the way, I should mention that when we do factory floor 
standards, those standards are defined by the workers, not man- 
agement. People actually using the skills define the standards. 

Then that gets interpreted back into the community, and through 
meetings with school boards and teachers, then it is up to the 
schools to reexamine their curriculum, reexamine their classroom 
instruction, and make sure that there is a greater correlation be- 
tween those requirements and what the schools are actually doing. 

I am not just talking here about the factory floor, by the way, 
I am talking about the work force generally. This would apply as 
well up through white collar, up through management — the same 
kinds of principles. We are thinking of doing the same thing with 
engineers, for example. 

With the concept of employer driven standards being the driver, 
the schools then would adjust their curriculum appropriately, and 
then there is an obligation back on the employer community to give 
those people jobs. 

The key thing is that employers use the standards themselves, 
so that when people come back prepared with those skills — which 
have to be revised continuously, by the way, to make sure they are 
still relevant — ^then they will get the work. 

But if that happens, then you can see a very close correlation be- 
tween what people are getting at school and what they are taking 
to work. 

In drafting this part of our report, we got involved in a very vola- 
tile argument, with people who thought that we were taking a 
grossly utilitarian approach, and were attacking the whole concept 
of liberal arts, that we were attacking the whole concept of learn- 
ing for its own sake. 

Of course we are not really saying that. However, I think we 
would agree with the observation, from my friend from IBM, that, 
when you really look at it, the way our school structure and philos- 
ophy is currently organized, it is a very old kind of philosophy. 

It has its roots in a society where people really did not need to 
get an education for a job. They already had wealth. I mean, they 
had aristocratic lineage, or they were the gentry, they did not need 
to work. Therefore learning for its own sake, and dabbling in var- 
ious areas of knowledge was enough, and perhaps appropriate for 
that particular time in history. 

But at a time when our work force is in a globally competitive 
environment, where their skills are being tested every day, by 
countries that are fiercely competitive in the global marketplace, 
we think we are not doing a service to our own people unless we 
much more consciously prepare them to be prepared for the work- 
place, using the kind of approach we mentioned. 

I am sure there are other approaches, but that is really more or 
less what we mean by structural change. 



90 


What I am describing, by the way, bears no relationship to any- 
thing that is actually going on, that we have seen at the present 
time. This is really quite different. 

Mr. Coyne. You had mentioned that at the present time there 
are 20,000 job openings for, I believe you described them as some 
type of machinist — tool 

Mr. Reddy. Sure, this is just one example of what employers 
mean when they talk about a shortage of skilled workers. We will 
hand copies of this out. This has been produced by Charmilles, Inc., 
an advance technology company, talking about career opportunities 
in tooling and machining. 

In this example entry level toolmakers average $27,000 a year. 
Experienced precision metal workers earn $40,000 to $60,000. The 
industry has thousands of unfilled, high paying, secure jobs that do 
not require a 4-year degree. 

Gloomy rooms and greasy machines are replaced by computers 
and high technology, and so forth. These are highly desirable jobs — 
well-pa 3 dng, solid jobs — in the information age. They have 20,000 
openings that they cannot fill; they cannot find the people with the 
skills to fill these jobs. 

That is just in one industry, and if you have been out in the Mid- 
west recently, the common figure there is that “the Big Three” are 
going to need to fill over 250,000 jobs in the next 5 years, because 
the work force is graying, and the old work contracts are ending. 

We have got all kinds of people in their fifties or sixties who are 
going to go to Palm Springs, and companies just do not see the sup- 
ply of skilled workers coming in to take their place, at a time when 
they are adding more and more technology to their plants. This is 
causing very serious and deep concerns out there in U.S. manufac- 
turing. 

So, there really is a shortage of people with the right skills, and 
the only way we can figure out to close that gap is, first of all, for 
employers to say what are those skills. I mean, companies complain 
to schools and say we need good workers, but the schools do not 
know what they mean when they say they need good workers. 

Exactly what are companies looking for, when they are asking for 
good workers? 

That is the kind of structure, at least, that we have in mind. 

Mr. Coyne. Thank you. 

Chairman CRANE. Well, I want to thank all of our panelists for 
your presentations, and Mr. Rangel wants to make one final 
commer/ 

Mr. Rangel. Yes. First of all, I hope that the three of you would 
agree that we could meet when it is convenient, to see how we can 
better form a closer relationship with business and the govern- 
ment, so that the type of changes that have to be made can be 
made in a way that you do not find the heavy weight of the Federal 
Government, but you find the encouragement of the Federal 
Government. 

And also, I have heard from some very high tech companies that, 
in order to do these jobs, as Mr. Reddy said, you do not really need 
the Ph.D.’s. We do have master teachers, and videos, and so many 
things, that we can take someone almost from zip to the tlmeshold. 
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as where the company can take over from there, and do what has 
to be done. 

And I have 36 videos in my office that were sent. I have not the 
slightest idea what to do with them, but I will have a chance to 
listen to New Yorkers. 

When we see all that you have done, believe me, I am excited 
about the possibilities. You will have an opportunity to express to 
those people who are restricted constitutionally, but have the same 
goals that you have, to say how we can do it. 

You have spent more time on this than the public sector, and it 
is not, Mr. Reddy, that the teachers are not dedicated, or the school 
system is falling apart, it is that, as somebody said, they were 
taught to deal with the nuclear family — mother, father, and a dog, 
and go to church on Sunday, and to have reasonably sized classes 
that they could teach. 

They were not prepared to go into communities where the par- 
ents are more of a problem than the kids — the kids bring in prob- 
lems of neglect and abuse and addictions and weapons, and the 
teachers are 40 and 50 years old. The teachers are appointed by 
seniority now. 

They pick where they want to go, and the least experienced can 
burn out when they do not have the proper equipment to teach the 
kids. 

So, they find one or two students who are going to make it, and 
they stick with that, in order to survive. 

But I think what you are saying, and I totally agree, given the 
opportunity for them to do what they were trained for, they will be 
excited about change. Just do not mess with their pension, and we 
can take care of that too. 

But they are wonderful people, and we will be meeting, and I am 
going to ask that Ms. Whittaker just take your cards, and find out 
when it is convenient for you, and then we will plan that bigger 
meeting, with a structure, because the three of you is all I need, 
since where you want to go is where I want to go. 

And I think that your companies are going to have more persua- 
sive power than my Secretary of Education. I have got that feeling. 

Anyway, thank you so much for what you have done, and for 
sharing it with us today. 

Chairman Crane. And I want to thank you all again, and I take 
an offense. Maybe I misunderstood what Mr. Rangel said, but I 
have got a Ph.D., and you just said we do not need those Ph.D.’s. 

Mr. Rangel. Oh, no, I am sorry. [Laughter.] 

Mr. Rangel. I have a half dozen of them that I have not earned, 
but no, we were saying everybody does not need a Ph.D. to be pro- 
ductive. 

Chairman Crane. Oh, very good, Charlie. Thank you. 

And thank you all. 

I would like to call our next panel: Howard Rosen, executive di- 
rector of the Competitiveness Policy Council; Thomas Bailey, direc- 
tor of the Institute on Education and the Economy, and professor 
of economics and education — ^undoubtedly another Ph.D. 

And Howard Samuel, senior fellow on the Council on Competi- 
tiveness. 
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And gentlemen, we will proceed in the order I introduced you: 
Mr. Rosen, Mr. Bailey, and then Mr. Samuel. 

STATEMENT OF HOWARD ROSEN, EXECUTIVE DIRECTOR, 
COMPETITIVENESS POLICY COUNCIL, WASHINGTON, DC 

Mr. Rosen. Mr. Chairman, thank you very much. 

My name is Howard Rosen, and I am with the Competitiveness 
Policy Council, which is one of a rare and becoming almost extinct 
breed of bipartisan Federal advisory commissions. The Council was 
established by the wisdom of Congress, to bring together represent- 
atives from business, labor, the public and the government, to de- 
velop policy recommendations to enhance U.S. competitiveness. The 
group makes reports to the President and Congress, and is chaired 
by Fred Bergsten, the director of the Institute for International 
Economics. 

I cannot resist the opportunity to comment that Congressman 
Houghton was instrumental in setting up this Council. In fact, 
when Fred Bergsten was appointed Chairman, he and I visited 
Congressman Houghton. He was one of the first people to whom we 
spoke, and his insights that day have been a very important part 
of the way we have been running the Council. 

With your permission, I would like to request that my full formal 
statement be entered into the record, and I would also like to in- 
clude some of the Council’s reports, which directly addresses these 
issues. 

I also want to commend this Subcommittee for holding these 
hearings. First, we have not had much discussion, on these issues, 
and I think it is very important to continue having these discus- 
sions. 

Second, I have had the privilege, and honor to testify before this 
Subcommittee in the past, in my role as a trade economist, to talk 
about trade issues, and the one important thing that I think needs 
to come out of this discussion today is that we can no longer just 
look at these issues discretely and separate. We have to see them 
as linked. The fact that this Subcommittee is holding hearings on 
the relationship between education and training to trade, is an ex- 
ample of this point. 

This morning I have heard a lot about the issue of competitive- 
ness. Let me just say, that competitiveness is not a static. It is not 
something you have today and is gone tomorrow. It is an ongoing 
challenge. I get quite concerned when I hear people saying that the 
United States is the most competitive economy in the world. We 
are, and I am very proud of that. It is due to a lot of the effort by 
the business community, and by workers in this country. But it 
does not suggest that we can just sit back and rest on our laurels. 
It does not mean that we have won the battle. Competitiveness is 
an ongoing and we have to continue thinking about it that way. 

We have heard some very successful individual stories today. 
They are great cases, and one of the great parts of this hearing 
today is to get these stories out. But we have to ask ourselves, why 
is it that they are doing it and others are not? 

Part of the I'eason is because people do not know about these 
great stories. We have to share these success stories and that is 
part of the function of these hearings. I think that you should be 
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congratulated for that. But, at the same time, we have got to make 
sure not to lose sight of the fact that these are individual stories; 
these are the trees, and there is a very big field out there, with not 
many trees. There is no great forest to look at. There are many 
great, individual stories and we need to capitalize on them. But 
they do not really reflect what is going on in the whole economy. 

If we do nothing else today, I would like to leave you with one 
question, which I think we ail need to answer. Mr. Chairman, if 
training is so good, why do we do so little? 

Let me turn to the real issue which brings us here today, which 
is the anxiety over wage competition. That is what this is all about. 
We are afraid that we are going to have to compete against wages 
from lower wage countries, which will hurt our jobs and hurt our 
living standards. 

I have two responses. First, overtime labor costs are becoming in- 
creasingly less important in deciding who wins markets. 

Second, it is really competition over wages and productivity, not 
wages alone. If we were competing purely on the basis of wages 
then the United States would not produce anything, because our 
wages are higher than those in other countries. But it is the fact 
that we have higher productivity that allows us to enjoy higher 
wages. And so the real question becomes, if we want to preserve 
our higher wages, how do we enhance productivity? 

The only way I know how to do that is through investment in 
physical and human capital — ^no great surprise. And here I want to 
just pick one example: Personal computers. At some time we have 
all sat in front of a personal computer, and I am sure there has 
been some frustration in terms of our own skills and using that 
personal computer. A computer is an investment. That is an invest- 
ment in physical capital, but it really cannot enhance our produc- 
tivity unless we know how to use it. Putting it a different way, the 
ability of that computer to improve our living standards is limited 
by our ability to use it. 

And that is why we have to have a trained work force. Workers 
have to be trained to use the equipment — not just physical equip- 
ment, but also used to produce goods and to provide services. 

Training in this country is ad hoc and inadequate. In fact, the 
major ingredient to training in this country is luck. A person’s edu- 
cation and training depends on what school district you are from, 
on which indust^ you go into, and on which state you live in, if 
you are eligible for a Federal program or not. And in the case of 
programs for dislocated workers, it even depends on the cause of 
your dislocation. 

Luck is at the center of our system, and in fact we really do not 
have a “training” system per se. 

Mr. Chairman, we know why we should train, we know how we 
should train. In fact, we have heard many good examples this 
morning. The key question is, who is responsible for providing the 
training, and who should be trained? 

Should the worker or the employer be taking on that responsibil- 
ity? Or, is it some shared coalition between workers, employers, 
and other institutions in our society? 

There is one other thing I want to leave with you. There is a lot 
of talk today in Washington about the level of government spend- 
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ing. I believe we need to move beyond discussing the level of spend- 
ing and focus on the composition of spending. 

We are spending more on training, but it is going to the same 
people. We are not training the people who really need it. We are 
still not training the low-skilled workers, These people need the 
training and if trained, can make a contribution to society. 

There is a lot of rhetoric on the issue of training, and if only we 
could just turn some of that rhetoric into actual action, I think we 
would not only have a more productive economy, but we could re- 
turn to the time when our living standards were rising. 

Again, I want to end where I began: Competitiveness is an ongo- 
ing challenge. There are no simple answers, there are no magic 
bullets. It is going to take a lot of things, being done by a lot of 
people, together, and a shift in the way we think about things, in 
order to solve these problems. 

I look forward to our discussion. Thank you. 

[The prepared statement and attachment follow:] 
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INVESTING IN EDUCATION AND TRAINING: 

SIMPLE RHETORIC OR THE KEY TO US COMPETITIVENESS? 

A Survey of US Efforts 

Statement by 

Howard Rosen 

Executive Director, Competitiveness Policy Council 
before the 

Subcommittee on Trade 
House Committee on Ways and Means 

July 25, 1996 


Thank you for the opportunity to appear before the Subcommittee this morning to present 
the views of the Competitiveness Policy Council on the issue of education and training and US 
competitiveness. The Council is a 12 member, bipartisan advisory commission comprised of 
three business CEOs, three labor union presidents, three representatives of government, (both 
federal and state), and three representatives from the public. (Complete membership list is 
attached.) The Council reports its findings and policy recommendations to the President and 
Congress. Dr. C. Fred Bergsten, Director of the Institute for International Economics, chairs the 
Council. 

The Council defines competitiveness as "the ability to produce goods and services that 
meet the test of international markets while our citizens earn a standard of living that is both 
rising and sustainable over the long run." Thus the Council's work focuses on ways to raise US 
living standards in an environment of increasing international competition. Sustainable 
improvements in living standards, in turn, must be based on gains in productivity, and 
continuous investment in human and physical capital are key to achieving those gains in 
productivity. 

Investment in human capital - developing an educated workforce, equipping workers 
with relevant skills and strengthening the science and technology base — is now considered to be 
as important, if not more important than traditional forms of investment in plant and equipment 
in terms of contributing to economic growth and raising incomes. In a competitive environment, 
firms must continuously invest in maintaining the most up-to-date equipment to produce goods 
and provide services at the highest quality, although at a price people are willing to pay. But 
equipment can only be as useful as the skills of the people who use it. This awareness has 
brought businesses and workers to appreciate the importance of continuous investment in their 
workforce. 

Until recently, there has been a tendency to view human capital development as a series 
of separate and discrete stages. By contrast, building and maintaining a world-class knowledge 
base demands continuous investment with the various pieces feeding into one another. Instead of 
discrete, unrelated programs, continuous investment in human capital should be viewed within 
the context of a system of "lifetime learning," 

Lifetime learning begins with basic education at the primary and secondary level. Some 
students may continue onto higher education at colleges and universities. Others will attempt to 
immediately find jobs in the workplace. Efforts at facilitating this "school-to-work" transition 
may include apprenticeship programs, vocaiioiuil training, skill certifications, business-labor 
compacts, co-op education and professional mentoring programs. These programs are designed 
to ensure that youngsters learn the kinds of skills they need to enable them to find and maintain 
productive, rewarding and stable employment. 
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It is not enough to just acquire skills in order to enter the workplace; it is also important 
for workers to maintain a high level of skills in order to continuously contribute to improvements 
in productivity and facilitate labor force flexibility. Thus the next stage in the lifetime learning 
continuum is ongoing training for active workers. The final stage of the continuum is training to 
assist workers who move from Job-to-job, fi'om occupation-to occupation. 

THE WHAT, WHEN, WHY, WHO AND WHERE OF TRAINING 

WHAT 

Training is undertaken in order to improve workers' skills with the aim of increasing 
productivity and economic efficiency. Consequently, training is seen as an investment in the 
workforce, i.e. an investment in "human capital.” 

There are both private and public returns to training. By improving workforce skills, 
raising economic efficiency and contributing to the creation of wealth, benefits from training are 
expected to be widely shared throughout the economy. Accordingly, investment in education 
and training is viewed as a classic "public good." Training also produces private returns to both 
firms and individuals. By improving worker productivity, training should result in reducing 
costs and raising profits for firms (holding everything else constant) which in turn should lead to 
higher wages for workers.' Thus training has qualities of both public and private goods. 

WHEN 

Training has traditionally been viewed as primarily acquiring skills for a new job and has 
concentrated on people either entering the labor force or voluntarily or involuntarily changing 
jobs. In recent years, a more comprehensive view of investment in human capital has 
emphasized the role of training in the system of lifetime learning. This broader view of human 
capital development includes basic education, the transition from school to work, active worker 
training to improve skills, and training for dislocated workers in order to assist them move from 
job to job. This understanding of training has expanded beyond acquiring skills to also include 
skill enhancement. 

WHY 

Training is usually undertaken for five reasons’; (1) Training is viewed as a response to a 
labor market failure. Individuals are physically constrained from diversifying their knowledge 
base, thereby constraining labor flexibility. Publicly supported training is seen as a means of 
offsetting this market failure, (2) Training facilitates labor market flexibility, which in mm 
contributes to improving economic efficiency and increasing economic growth. (3) Investing in 
human capital is believed to improve the marginal product of labor (raise labor productivity) and 
enable workers to warrant higher wages (higher living standard). (4) Training is sometimes 
provided to compensate for lower wages or job loss. For example, as a response to massive 
layoffs, the government or individual firms may provide some training to assist workers find 
new jobs. (5) Training is simply undertaken as part of one’s quest for more knowledge. 

WHO 


According to the lifetime learning model, training should be seen as part of an ongoing 
process, for which everyone is eligible and continuously participating in order to expand their 
skills and knowledge. Returns to training are based on an individual's potential for using the 
newly acquired skills. Basic education is geared toward children and adolescents, school-to- 


' Under conventional free market economic models, the price of labor is set at the marginal 
product of labor (the change in labor productivity). 


■ This list is not intended to be comprehensive. 
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work transition programs are generally provided to older adolescents and younger adults, and 
training for active and dislocated workers is usually provided to adults. 

Those undenakine training lend to differ from those financing it. Basic education has 
traditionally been viewed as having high public and private returns. Furthermore, based on the 
premise that the public returns from basic education outweigh its private returns, the costs tend to 
be shared throughout society (a classic "public good”).’ The balance between public and private 
returns shifts at later stages in the lifetime learning model, and the ratio between private and 
public returns increases. Accordingly, costs for school-to-work programs tend to be shared by 
government, firms and unions, active worker training tends to be financed primarily by firms and 
unions, and training for dislocated workers tends to be financed by the government and 
individuals. 

Government support for training is divided into national, regional and local efforts. 
National governments generally aim to achieve full-employment and therefore have the greatest 
interest in labor market flexibility. Regional and local governments tend to be more concerned 
with raising living standards. Thus national governments tend to focus their efforts on programs 
geared toward unemployed workers and state and local governments tend to focus their resources 
on attracting high wage jobs into their regions. In this sense, regions should be concerned with 
workforce skills in order to attract investment. Firms are more concerned with increasing 
economic efficiency in order to raise profits rather than labor market flexibility. Accordingly, 
firms tend to care more about the complete complement of skills within a firm rather than the 
skills of individual workers. Individuals, concerned about Job and income security, obviously 
have the most to gain through training. 

WHERE 

Basic education takes place in public and private primary and secondary schools. School- 
to-work programs take place within schools, firms, and community facilities. Active worker 
training can take place at the firm (on-the-job training), at public or private educational facilities, 
like secondary schools, community colleges, or universities, or at community facilities like 
churches, adult education centers or public libraries. Individuals may perform independent 
study, working on their own at home or at work. Training for dislocated workers can occur at 
any of the places mentioned above. 

THE MISSING PIECE 

Many assertions are made concerning its value, yet very little is known of the acmal 
returns to training. This is primarily due to the fact that very limited evaluations are performed 
on the effectiveness of training programs and their short and long term effects on workers and the 
economy. Methodologies to determine the impact of training on productivity are inadequate and 
almost non-existent. Accurate evaluations would entail labor-intensive and costly studies over a 
lengthy period of time. Many variables may also be involved, beyond the actual training 
program, which would require additional e.xpertise. To date, there has not been much 
collaborative work between those who study human capital and those who study broader 
business and economic issues such as productivity, investment and business management. 

This lack of information is convenient for those who expound on the virtues of training. 
Thus there is no evidence to contradict the common sense view that the marginal returns to 
education are always positive (i.e. more education is better than less). 


’ This view has been changing in recent years and there is a movement to subsidize private 
education. 
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A SURVEY OF TRAINING IN THE UNITED STATES 

Outside of basic education, the United States tends to invest less in formal training 
programs than other nations (see Tables 1 and 2). For the most part, government programs are 
limited and targeted toward select populations. This is due in part to the fact that the labor force 
is growing, which relieves pressure felt by firms to have to train their workers. In addition, 
beyond basic education, Americans tend not to place a high value on skill enhancement, 
especially for one's current job. 

To compensate for this lack of training, over the last thirty years the federal government 
has developed an array of labor market programs, primarily designed to assist unemployed 
workers move into new jobs (see Table 3 and Graph 1). 

Basic Education and School-to-Work Transition 

There are two important developments relating to government support for basic education 
which have occurred over the past few years. One development is the move toward subsidizing 
private education and allowing more choice in where to send children to school. The second 
development is the establishment of academic standards and assessing the achievement of those 
standards. In 1993, the US Congress passed and President Clinton signed into law the Goals 
2000 program which established national educational goals and provided funding to those states 
interested in implementing them.' 

It appears that federal school-to-work programs may face a similar fate. Approximately 
fifty percent of all US high school students enter college or university. Of those, only fifty 
percent complete four years of schooling. Spending on basic education is directly related to the 
amount of schooling, but inversely related to the number of students (See Graph 2). The United 
States has a consistent history of investing very little, particularly in the transition from school to 
work.* 


Several experiments are currently underway with different types of school-to-work 
transition programs in the United States: apprenticeship programs, compacts where employers 
guarantee jobs to students who do well in school, cooperative education where seniors work part- 
time in areas connected to their training specialty, and career academies where students develop 
skills around a specific field. Several elements are essential whatever technique is followed: 
provision of mentoring and jobs by local employers, integration of academic and vocational 
learning, protection against exploitation of student-workers, and the provision of broadly 
recognized certificates of occupational skill mastery that will be readily accepted by employers. 

The federal government, despite its historically limited role in easing the school-to-work 
transition, has recently initiated several steps to expand its efforts in this area. One of the 
centerpieces of President Clinton's initial legislative agenda included expanded financing for 
pilot school-to-work programs and the creation of a national youth service corps (Americorp).* 


' Since 1993, the House of Representatives and the Senate have tried unsuccessfully to 
terminate the Goals 2000 program. 

’ In contrast. 20 percent of German students who qualify for college participate in the 
government-sponsored apprenticeship program, and German companies contribute about 3.5 
percent of payroll to national training accounts which back a wide range of employment and 
training institutions (including the apprenticeship program). The results are stunning: uvo thirds 
of the German workforce has completed an e.xtensive apprenticeship program compared with 
three-tenths of one percent in the United States. 


" There have also been several Congressional attempts to terminate or significantly cut-back 
funding for both of these initiatives. 
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Unemployment Insurance 

Unemployment Insurance (Ul) is the primary labor market adjustment program in the 
United States. It is clearly the largest and most far reaching. Under the existing unemployment 
insurance scheme any unemployed worker on whose behalf contributions have been made to the 
Ul trust fund is eligible to receive 26 weeks of benefits, equal to, on average, between 35 to 40 
percent of his previous wage. The program also allows for an additional 13 weeks of benefits 
under certain conditions during periods of considerable economic downturn. Workers must 
show evidence of an active job search in order to receive benefits. 

Reflecting a reluctance for large government-supported income maintenance programs, 
the US unemployment insurance program is shorter and less generous than similar programs in 
other industrialized countries. Advocates claim that the shorter program has resulted in less 
long-term unemployment in the United States relative to Europe, where unemployed workers 
receive benefits for longer periods. On the other hand, only about one-third of unemployed 
workers collect benefits under the US program, due in large part to restrictive eligibility criteria. 
Only half of the total number of unemployed workers in the 1980s were eligible for these 
benefits, as Ul does not cover new entrants, re-entrants, disgruntled job-seekers and voluntary 
job leavers.’ 

Unemployment insurance aims primarily to offset income loss during spells of 
unemployment. Only limited attention is paid to making job search assistance available, and 
there is no training provided under this program . The program is structured around previous 
wages, and is not sensitive to difficulties which individual workers might experience in finding a 
new job, such as age, family status, education level or location. 

Job Training Partnership Act 

Dislocated workers receive job search and training assistance under the Jobs Training 
Partnership Act (JTPA), and more recently under the Economic Dislocation and Worker 
Adjustment Assistance (EDWAA) program. The Reagan administration proposed JTPA in 1982 
as a replacement for the Comprehensive Employment and Training Act (CETA). JTPA contains 
many of the same activities which were available under CETA, except for public service 
employment, but funds allocated for JTPA are substantially lower than the level of CETA 
funding. JTPA is a decentralized program, providing states with increased benefit delivery and 
oversight responsibilities. JTPA covers traim'ng services for economically disadvantaged youth 
and adults (Title II-A), the summer youth employment and training program (Title II-B), 
employment and training services for dislocated workers (Title III), employment and training 
services for native Americans and migrant and seasonal farm workers (Title IV-A), the Job Corps 
(Title IV-B), and veterans' employment and training programs (Title IV-C). 

Title III of JTPA authorized state programs to provide job search assistance, classroom 
training, on-the-job training, relocation assistance, and pre-layoff assistance to dislocated 
workers, defined as those people laid off and who are unlikely to return to their previous industry 
or occupation. This includes workers who lose their jobs as a result of a permanent plant closing, 
and long-term unemployed who have substantial barriers to employment, such as age and lack of 
skills. States received three-quarters of the Title HI funds according to a formula based on 
unemployment and long-term unemployment rates. 


’ It is becoming increasingly evident that the traditional survey of the labor force is missing 
many people. For example, the survey does not follow people if they move. In addition, 
individuals can decline to be interviewed and only people actively looking for a employment arc 
counted in the survey. It is unclear how this affects the survey, but some have suggested that it 
results in under-counting the long-term unemployed. 
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In addition to decentralizing the distribution of the program's benefits, the Federal 
government also delegated data collection and program monitoring to the states, making it more 
difficult to evaluate the program's effectiveness. An early review of the program by the US 
General Accounting Office (GAO) suggested that less than 10 percent of the eligible displaced 
workers received benefits under Title III of JTPA in the first three years of the program.’ 

.‘’mother early evaluation of the program suggested that older workers and those with less 
education are less likely to be served by JTPA than would be expected by their representation in 
the population of displaced workers. These findings suggest that those individuals who are most 
in need of assistance are the ones least likely to receive it under JTPA programs for displaced 
workers.’ 

Economic Dislocation and Worker Adjustment Assistance Act 

Two important developments relating to JTPA occurred in 1988. The Worker 
Adjustment and Retraining Notification Act (WARN), enacted in July 1988, requires certain 
firms to provide 60 days advance notice to workers prior to a mass layoff or plant closing. In 
addition. Congress enacted significant changes in Title III of the JTPA program uttder the 
Economic Dislocation and Worker Adjustment Assistance Act, which passed Congress as part of 
the Omnibus Trade and Competitiveness Act. These changes call for: (1) the creation and use of 
state rapid-response units: (2) states to pass on at least 60 percent of JTPA/EDWAA ''unds to 
sub-state areas; and (3) half of those sub-state funds to be spent on training rather than job search 
assistance and related activities. 

Under JTP.AlEDWA.'k. the federal government provides most of the program's funding, 
but benefits are distributed locally. This separation of responsibilities reflects recent evidence 
that locally provided programs are better suited for reaching targeted populations. On the other 
hand, it is difficult to measure JTPA/'EDW.AA's true effectiveness at helping workers adjust 
because only a small percentage of eligible workers participate in the program. The number of 
people who participated in JTP.A between 1985 and 1989 represented only 18 percent of the 
number of dislocated workers during that period."’ Although this program may be successful in 
assisting those workers who participate, it appears to be much too small to make any difference 
in addressing any overall adjustment pressures in the economy at large. 

Trade Adjustment Assistance 

The third major labor market program is the Trade Adjustment Assistance program 
(T.A.A). Created in 1 962, T.AA was an attempt to gamer labor support for the Trade Expansion 
Act of 1962, authorizing US participation in the Kennedy Round GATT negotiations. Under 
T.A..A. workers identified as losing their jobs because of trade concessions could apply for income 
maintenance payments and training benefits. Strict interpretation of eligibility requirements 
prevented anyone from receiving benefits under the program from 1962 until 1969. Even after a 
more liberal reinterpretation of these requirements, only 46.000 workers received benefits over 
the following five years. 


“ US General Accounting Office. Dislocated Workers: Local Programs and Ouicnme.s Under 
the Job Training Partnership Act . GAO/HRD 87-41. Washington, D.C.: US General .Accounting 
Office. March 1987 

’ Margaret C. Simms, "The Effectiveness of Government Training Programs," paper 
prepared for the US Department of Labor, Commission on Workforce Quality and Labor Market 
Efficiency. 

See US Department of Labor, "Summary of Title III Program Performance for Program 
Year 1989," mimeo, and Herz, Diane, "Worker Displacement Still Common in the Late 1980's," 
in Monthly l abor Review . Vol. 1 14, No. 5, May 1991. 
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Congress made significant program changes in the Trade Act of 1974, once again as a 
means for gaining support for another round of trade negotiations, this time the Tokyo Round. 
Eligibility requirements were liberalized and the benefit package was enriched. Workers no 
longer had to prove that their job loss was due to a trade concession, but only that increased 
imports "contributed importantly” to their job loss. Income maintenance payments (Trade 
Readjustment Allowances, or TRA) were set at 70 percent of the worker's previous wage, but 
could not be more than the national average wage in manufacturing. TRA payments were made 
in addition to regular UI payments, although both benefits together were capped at 80 percent of 
the worker's previous wage. The eligibility period remained 52 weeks, with a possible 26 week 
extension for workers over 60 or enrolled in a training program. Workers could also be 
compensated for 80 percent of their job search and relocation costs, up to a maximum ot S500. 

Less restrictive eligibility requirements and a more than doubling of merchandise imports 
between 1974 and 1980 resulted in a significant increase in petitions for TAA benefits. The 
number of workers receiving TRA grew from 62,000 in 1976 to over half a million workers in 
1980. Likewise, TRA outlays grew from $71 million in 1976 to $1.6 billion in 1980." The 
number of workers receiving training under this program never went above 5 percent of the 
workers receiving TRA payments. Coupled with administrative problems, which resulted in 
many workers receiving lump-sum benefits after they had found new jobs or returned to their old 
jobs, TAA was not seen as contributing to long-run labor market adjustment. 

This criticism, together with the administration's efforts at reducing non-military 
government expenditures, led President Reagan to recommend abolishing TAA in 1981, The 
administration argued against any rationale for maintaining a separate program for trade- 
impacted workers, and instead supported a revised, although smaller, economy-wide training 
program.’’ Congress accepted JTPA but also insisted on maintaining TAA, albeit with certain 
revisions. As a result of the Omnibus Budget Reconciliation Act of 1981, TRA payments were 
reduced and the emphasis of TAA shifted from providing income maintenance to training and 
other reemployment benefits. TRA payments were reduced to the same level as standard UI 
benefits, and payment could begin only after workers exhausted their UI benefits. UI and TRA 
payments were capped at 52 weeks, except if a worker was enrolled in training, in which case 
benefits could continue for another 26 weeks. 

Following the 1981 changes there was a noticeable decline in the number of TAA 
petitions received and approved, and accordingly a decline in the amount of government outlays 
under the program." Even so, the Reagan administration continued in its efforts to abolish the 
program and bring these workers under the umbrella of JTPA. Congress refused every attempt, 
although it agreed to several program changes. The Consolidated Omnibus Budget 
Reconciliation Act of 1 985, which extended the life of TAA, required workers to be enrolled in a 
job search program as a condition for receiving TRA benefits. 

Under the Omnibus Trade and Competitiveness Act of 1988, T.AA was extended to 
September 30, 1 993, and eligibility was e.xpanded for a one-time inclusion of workers engaged in 
oil exploration and drilling. Injury determination criteria and the benefit package were left intact, 
although enrollment in training as a condition for receiving TRA payments was strengthened. In 


" Some critics claim that the Caner administration used TAA in an attempt to win union and 
other labor support in its 1980 reelection bid, resulting in a large increase in benefit outlays in 
that election year. 

'■ See the previous discussion concerning the JTP.A and its replacement of CET.'k. 

" When the percentage of petitions certified for benefits fell below 10 percent in 1981, there 
were some charges that the Department of Labor was being more restrictive in its certification 
process. This criticism was never proven, and the percentage of petition approvals since 1983 
has returned to their pre-1980 levels. 
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1993 the program was extended for another 5 years, with declines in funding to become effective 
in 1997. 

The training component of TAA remains rather small, with expenditures equalling only 
one fifth of the amount allocated for TRA payments. Outlays for job search assistance and 
relocation benefits are even smaller. For the most part, TAA's primary function remains income 
maintenance, even after several attempts to change the program's focus. 

Other Targeted Programs 

The development of US labor market adjustment programs has simultaneously taken two 
paths. The federal government supports programs with broad eligibility criteria. These 
programs include the UI scheme and programs such as CETA, JTPA and EDWAA. At the same 
time, the government also supports smaller programs targeted at specific populations. The T.AA 
program is the largest among these targeted programs. Other such programs include assisting 
workers adversely affected by the Clean Air Act, by defense conversion and by North American 
Free Trade Area agreement. Most of these programs follow the TAA model, which includes 
rather generous income support (cash benefits), limited training benefits and other employment 
services such as job search and relocation assistance. 

Two reasons are traditionally given for these targeted programs. First it is argued that 
those workers covered under these programs face a more difficult adjustment process and thus 
deserve additional public assistance. For example, it has been argued that workers adversely 
affected by trade liberalization tend to be older and less skilled than other dislocated workers. In 
the case of defense conversion it has been argued that workers in defense-related industries tend 
to be geographically concentrated, thus placing them under a higher adjustment burden. 

The second motivation for these targeted programs is more political. There is evidence 
that a willingness to assist those people adversely affected by government action (i.e. trade 
liberalization, regulation, defense cut-backs), makes it easier for politicians to vote in favor of the 
action itself. Thus these targeted programs are often used to "buy" votes in Congress. 

One of the problems with the proliferation of smaller programs is that it has resulted in a 
maze of discriminatory government programs which workers must navigate themselves. This 
has proven to be particularly confusing during periods of higher general unemployment, when 
workers from the same firm, or even plant, may be eligible for different benefits. This confusion 
has contributed to calls for greater harmonization among government supported programs. The 
fact that the benefits offered under these programs differs widely are usually more generous in 
the targeted programs is a major impediment to efforts toward consolidation. 

Workforce Development Act of 1995 

A recent report by the General Accounting Office found that the US government is 
supporting 163 separate programs, across 15 federal agencies, and costing more than S20 billion 
a year to assist workers. This finding has led to calls for better coordination and consolidation of 
federal training and labor market adjustment programs. In addition, continuing a trend begun 
during the Reagan administration. Congress has been advocating transferring more responsibility 
for these programs to the states. The result of these two objectives, program consolidation and 
transferring more responsibilities to the states is the Workforce Development Act of 1995. 

The legislation provides S7 billion per year in the form of block grants to the states over 
the period 1998 to 2001. This amounts to a 15 percent reduction from current spending levels on 
the programs in question. The block grants are to be made available based on the following 
formula; 60 percent of funds based on a state's percentage of the population aged 1 5 to 65 years; 
10 percent of funds based on percentage share of individuals ages 1 8 to 69 who are at or below 
the poverty line; 10 percent based on the state's percentage share of the unemployment rate for 
the previous 2 years; and 20 percent based on each state's percentage share of adults receiving 
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Aid to Families with Dependent Children (AFDC). Of the total authorization, 93 percent will be 
distributed to the states and the remaining 7 percent will be reserved for national activities. 

States must meet four conditions in using the block grant funds: (1) a minimum 25 
percent of funds be used for workforce employment activities and 25 percent be used for 
workforce education activities; (2) job training centers must be based on the one-stop-shopping 
centers; (3) school-to-work activities must be supported; and (4) performance benchmarks must 
be developed. 

Both the original House and Senate versions of the bill called for repealing the training 
component of TAA begitming July 1, 1998, while maintaining the program's cash benefits. The 
full Senate adopted an amendment maintaining the program at current funding levels as a 
separate initiative and not be consolidated with the other programs ($119 million was 
appropriated for TAA in FY 1995, and that would decrease to $92 million in FY 1999). 

Under the legislation JTPA will be repealed as of July 1 , 1 998, along with the Adult 
Education Act, the Carl Perkins Vocational Education and Applied Technology Act, the School- 
to- Work Opportunities Act, the Wagner-Peyser Act, Title V of the Older Americans Act, and 
Title VII of the Stewart McKinney Homeless Assistance Act. According to the block grant 
formula, a minimum of 25 percent of funds would be devoted to work force employment 
activities. Training activities covered under the JTPA would be covered under the block grant. 
For FY 1996, Congress has appropriated $3.2 billion for JTPA, a reduction of $750 million from 
FY 1995 appropriation and a reduction of $2.3 billion from the administration's request. Final 
Congressional action on this consolidation proposal remains in doubt. 

One-Stop Centers 

In addition to the problems of eligibility and inadequate programs and funding, workers 
are also confronted with a maze of state and federal programs. Many of these programs, while 
aimed at addressing the same problem, actually work at cross purposes, and end up only serving 
to further confuse the worker in serious need of assistance. This cacophony of programs is 
particularly unfortunate during times of limited public funds for such efforts. 

One idea that has been circulating is to use federal funding to encourage states to develop 
"one-stop" centers which bring together all government programs to one location, making it 
easier for workers seeking assistance. In order to establish such centers, state governors would 
be asked to submit a plan to the Secretary of Labor detailing how they intend to bring together 
(or have already brought together) the various resources available to unemployed workers. This 
could range from establishing actual centers housing representatives of all relevant state and 
federal program to creating a automatic bank teller-type system of providing written material on 
various programs to a phone-information system. This coordination effort would be jointly 
financed by the Pubic Employment Service (ES) and the JTPA/EDWAA funds. In those states 
where these centers already e.xist, the Labor Department would review their effectiveness and 
make recommendations of how they may be improved. 

These "centers" would bring Unemployment Insurance (Ul), ES and JTPA in-take 
services and program information and referral under the same roof. Most people who receive UI 
intend to return to work and they should have access to ES and JTPA services. 

Employment Services would include skill assessment, job search assistance, including 
resume writing and interview skills and identification of employment. JTPA should focus on the 
need for and availability of training. In order to provide these services, these offices must have 
access to qualified counselors and the adequate information concerning potential jobs and 
training programs. Centers could choose to contract out for counseling services. 

In addition to UI. ES and JTP.VEDWAA (which in some states are already combined), 
these "centers" would also bring together representatives from other worker-oriented programs, 
including EDWAA, TAA. all defense convergence programs and other targeted programs (Clean 
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Air and Spotted Owl, where applicable, and NAFTA, etc.) Initially, representatives from each 
of these programs would be on hand to provide information and possibly assist eligible workers 
to apply for benefits. Eventually, state counsellors would each become informed of these 
programs so that a worker need only speak with a single person to learn about all of the programs 
available to him. 

In addition to traditional worker-related programs, representatives from other public 
assistance programs should eventually be brought into these "centers." This includes Aid to 
Families with Dependent Children (AFDC), Veteran’s benefits, state economic development 
programs, etc. Centers could choose to provide information on each of these programs, or in 
some cases provide in-take services. Federal and state guidelines would be reviewed to 
encourage maximum coordination of benefits into a single package. States could choose to train 
individuals to represent several programs, in order to prevent having one person for each 
program at these centers. This would be particularly important in smaller localities. 

States would also choose to house representatives from the school-to-work programs and 
National Service program at the centers. In addition, centers could also provide information and 
assistance to employers and employees on training programs for active workers. 

Under the current JTPA program. Private Industry Councils (PICs) are responsible for ’ 
developing the strategy and overseeing its implementation. Each Service Delivery Area (SDA) 
has a PIC, established by the lead elected official in that SDA, made up of representatives from 
private business, unions and public assistance agencies, including the ES, welfare, and education. 
The responsibilities of the PICs would be expanded to oversee the coordination of these various 
programs as well as setting priorities and managing these centers. Membership on the PICs 
would also be expanded to include at least one representative from each program participating in 
the centers. 

In addition to bringing together all job-related services, these "one-stop centers" would 
also be conveniently located, accessible, and have hours which meet the needs of employed and 
unemployed workers. 

States could include private service providers in the "centers." One primary candidate 
would be to contract out to private companies to provide career counselling services. These 
contracts would be competitively bid, based on some kind of outcomes-based performance 
record. A voucher system could be used to help measure customer preferences and outcomes. 

As with all programs, adequate provision for proper evaluation should be written into 
any program changes. This should include short-term evaluation of response and 
appropriateness of services. In addition, attention should be given to evaluating the long-term 
effects of such programs. This means tracking workers through the program as well as how they 
are faring three or four years after. These evaluations are probably best performed by private 
consultants. 

Private Efforts 

Anecdotal evidence suggest that those firms which invest in their workers, primarily 
through training and the creation of "high performance workplaces," tend to outlast and 
outperform firms which do not. Unfortunately, it appears that only a minority of firms seriously 
invest in training. One of the by-products of this under-investment is a lack of credible data 
about how much training takes place, who does it, and what is tire remm. 

The American Society for Training and Development estimates that US companies 
currently devote approximately S55 billion annually for formal training.'" Although the private 


Laurie Bassi. "Expenditures on Employer-Provided Training," American Society for 
Training and Development, mimeo, July 1996. 
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sector may spend more on worker training, less is know about these efforts - both in terms of 
program design and participation and effectiveness. Averaged across the nation, US firms spend 
slightly more than one percent of payroll on training and most of this investment is concentrated 
among a handful of firms -- one-half of one percent of all employers spend 90 percent of the 
formal training dollars. (Graph 3 presents data comparing private training efforts in Japan and 
the United States). 

Based on a 1991 Current Population Survey, the Bureau of Labor Statistics reports that 
only 16 percent of the workforce participate in some kind of employer-provided formal training. 
This includes on-the-job training (15 percent of workers), schooling (13 percent of workers), and 
other (7 percent or workers). 

Training is highly concentrated by industry: Twenty-one percent of all training is 
performed in professional and related services, 20 percent is performed in manufacturing 
industries, 12 percent in finance, insurance and real estate, and 1 1 percent in transporation, 
communications and utility industry. 

Almost two-thirds of those workers who receive some kind of employer-based formal 
training have had at least some college education. Thirty-eight percent of workers in receiving 
training are college graduates. An equal percent of workers receiving training have high school 
or less education. Thirty-one percent of the workers receiving training were between 35 and 44 
years old and 29 percent were between 25 and 34 years old. 

According to another smdy by the US Small Business Administration, there is a 
relationship between firm size and training. Firms with greater than 500 employees are more 
than twice as likely to provide formal training to new hires than are firms with less than 25 
employees. 

The key requirement is to induce more companies to devote considerably expanded 
resources to continual skills development. All firms need to participate, partly to obviate the 
concerns of those who already do that workers they train will go elsewhere. This "free rider" 
problem is used by some to argue in favor of broader government-sponsored training programs. 

One proposal to foster increased training, made popular by candidate Bill Clinton in 
1 992, would require all firms with more than 50 employees to invest 1 Vi percent of payroll for 
training (for all employees, not Just top managers as in many current cases). Such a requirement 
would represent a training guarantee, under which the firms either conduct the training 
themselves or contribute the equivalent to a national training fund ("play or pay"). 

Currently, only very weak incentives are in place to encourage individuals to undertake 
continuous retraining on their own. In fact, under existing tax law, individuals can only deduct 
from their taxable income expenses for training for their current job, and not for future jobs. The 
Clinton administration has suggested expanding this tax deduction to include any training 
expenses for a current or future job, but no final action has been taken yet. In addition, the 
United States is the only industrial nation without a formal system for developing and 
disseminating skill standards. There have been recent efforts to develop such standards, but 
proposed budget cut-backs could significantly curtail this exercise. 

Concluding Thoughts 

Training should he seen as a means towards an end, and not an end in and of itself. The 
primary objective should be to assist workers meet the challenges of productive work. To do so, 
workers must have access to good and timely information concerning employment 
opportunities, skill requirements, and availability of training programs. 

evidence suggests that those firms willing to make serious investments in their workers are more 
likely to succeed in the globally competitive world market. While there are still many questions 
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concerning what constitutes a "high performance” workplace, one thing we do know is that there 
is a high return to firms which spend more than the national average on worker training.” 

It is also difficult to measure the returns from investing in training. Contrary to most 
evaluations which compare a worker's salary immediately before and after training, in fact, the 
returns to individuals and the economy from investing in worker training must be seen over a 
longer period. 

What should be the federal government's role in providing training and adjustment 
assistance? US workers are increasingly being asked to shoulder the burden of economic change 
in the economy. Technological change, defense conversion and trade liberalization, while each 
resulting in long-run benefits for the economy as a whole, also bring some concentrated costs in 
the short-run which threaten our willingness to accommodate these changes. The challenge to 
public policy is to minimize the short-run costs in order to preserve the long run benefits. 
Furthermore, government assistance is warranted in cases where dislocation may result from 
changes in government policies, like in the cases of defense conversion and trade liberalization. 

The United States needs a comprehensive adjustment program which assists dislocated 
workers regardless of cause to encourage labor market flexibility and improve our nation's 
competitiveness. It is increasingly difficult to disentangle the actual causes of economic 
dislocation in our economy. Workers face pressures from the introduction of new labor-saving 
technologies, increased competition from foreign producers both at home and in third markets, 
and reductions in defense-related production. Any new program should be expansive enough to 
provide assistance to all workers, regardless of cause of dislocation, yet flexible enough to enable 
tailoring benefits to best suit an individual worker's needs. Benefits should be determined by a 
person's prospects for re-employment, not cause of unemployment and should include income 
maintenance during the period of transition, training and job search and relocation assistance. 

Such a program should combine various aspects of existing programs. As in the current 
EDWAA program, all workers in need would be eligible for benefits. But the level of benefits 
should go beyond those provided under EDWAA, and be more similar to those provided by the 
TAA. The complete set of benefits would include job search assistance, skills assessment, 
counseling, referral services, adequate income support (covering at least 50 percent of lost 
wages), payments for retraining programs and extended income and benefit (including health 
care) payments through the training period. 

The various worker training programs need to be coordinated at the local, state, and 
national levels in order to better serve our training needs. The United States needs to create a 
comprehensive network of one-stop centers for students, workers and firms which provide a full 
range of services: skills assessment, career counselling, training, job search assistance, job 
placement, recruitment and referral assistance. Training programs should also be flexible enough 
to meet the needs of individuals. 

.Most importantly, structural changes in the US economy require new thinking about how 
to preserve labor market flexibility. These changes are significant enough to require new 
thinking concerning adjustment policy and not just changes in existing programs. Current 
discussions seem to be primarily motivated by reducing budgetary expenditures rather than by 
what works. It is ironic that at a time when American workers are facing more pressure than ever 
before, due to changes in technology, globalization and corporate down-sizing, the current 
buzzword in Washington concerning training and labor market programs is ''consolidation," If 
enacted, these efforts at consolidation could lead to less goverrunent resources for training, and 
possibly less effective programs, overtime. 


” For example, some departments within Motorola spend approximately 6 percent of 
payroll on training as compared to 1 percent of payroll for the majority of US companies. 
Motorola is certainly not sorry about its investment, on the contrary, other companies are Uying 
to learn how to emulate their success. 
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A new model of labor market adjustment should be based on three pillars; 

(1) Labor market policies must be viewed within the context of a system of lifetime 
learning. Training for active and dislocated workers should be able to be built upon a 
strong foundation of basic education and schooTto-work transition. 

(2) For too long American workers have shouldered most of the costs associated with 
labor market flexibility. These costs should be more evenly shared by the private sector 
and the government. Where appropriate, the government should finance labor market 
programs delivered to the workers by the private sector. 

(3) Training must be linked to employment in order to be effective. The ultimate 
objective is for American workers to be gainfully employed in high skill, high wage jobs. 
Although labor market flexibility is important in order to respond to the current economic 
challenges, this flexibility should not come at the expense of earning an income through 
employment. 

Labor market flexibility depends on training and climbing up the skill and wage ladder is 
especially difficult for workers who lack basic skills. In spile of the fact that the Clinton 
Administration and Congress often sneak about the virtues of training, this attention has vet to be 
translated into adequate programs and funding for those proerams. Any new program for 
dislocated workers should be an integral part of a strategy of lifetime learning which includes 
improved performance at the K- 12 level, substantially increased resources devoted to the school- 
to-work transition, and access to continuous training for all active workers. 

A more flexible labor market is crucial to meeting the current economic challenges in the 
international economy. The US government should follow a policy of encouraging this 
flexibility at the least cost to American workers. Existing US labor programs are too small, 
inadequate, and short-sighted to support this flexibility. Any serious adjustment program must 
provide adequate income maintenance to enable workers to undertake the kind of retraining they 
need to fully adjust to the changes currently taking place in the US labor market. Most 
importantly, the government's commitment to labor market adjustment must be backed up with 
secure and adequate funding if there is any hope for serious adjustment to take place. 
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Tabic 1 

Government Expenditures on Labor Market Programs 

(Percent of GDP) 


Country 

Training 

Unemployment 

Compensation 

All Labor 

Market Programs 

Canada 

0.22 

1.58 

2.09 

France 

0.28 

1.34 

2.87 


Qja 

UO 

232 

Japan 

NA 

0J6 

0.52 

United 

Kingdom 

0.22 

as4 

L62 

United States 

0.10 

038 

0.62 


Source: Orgaaizatioa for Ecoaomic Coopcratioa and Development, Labor Market Policies for the 
Paris* 1990. Table 14. Data reA:r to the period 1988 to 1990. (U5 data inclode Perkins Act vocational 
training,) 
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NAFTA Transicioii AdjusliuctU Workers ailverscly afroclcd by Expanded TAA benefils $2 niilliou for benefus and $8 

Assisliincc NAI- FA niillioii for Irnining in FY 1994, 

$33 inillioii for benefils and S32 
million for (raining in FY I99S 
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Graph 2 

Public Spending Per Person Age 16 to 24 
on Education and Training in 1988 Doiiars 


$24,700 



Percent of School-Age 
Population 


School Dropout High School 


1 to 3 years 4+ Years 

College College 


Source: US General Accounting Oftice and Department ol Education 
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Chairman Crane. Thank you, Mr. Rosen. 

Mr. Bailey. 

STATEMENT OF THOMAS BAILEY, DIRECTOR, INSTITUTE ON 

EDUCATION AND THE ECONOMY, AND PROFESSOR, 

ECONOMICS AND EDUCATION, TEACHERS COLLEGE, COLUM- 
BIA UNIVERSITY, NEW YORK, NEW YORK 

Mr. Bailey. Thank you, Mr. Chairman, and especially our 
Congressman, Mr. Rangel. I am also happy to see that we have an- 
other New York Congressman here. Congressman Houghton, being 
from New York myself. 

I am very pleased to have been invited to speak to you today. I 
have devoted most of my professional career to looking at the rela- 
tionship between education and economics, both in terms of indi- 
vidual well-being, as well as the economic strength of the country 
as a whole. 

I, think it is certainly timely and very important that you con- 
duct these hearings. 

I would like to say that much of my research is funded by the 
Federal Government, through the National Center for Research 
and Vocational Education, which is in the Department of 
Education — a function in education for the Federal Government 
that I think is extremely important, and want to emphasize. 

I am the director of the Institute on Education and Economy at 
Columbia, and we have done research in many areas having to do 
with how education can enhance work, as well as how we can bet- 
ter use educated workers on the job. 

I want to emphasize today one aspect. We have been doing re- 
search on School-to-Work, transition, funded by the School-to-Work 
Opportunities Act, and I am enthusiastic about that program. One 
reason is because it does provide skills for workers and for young 
people. 

But I am particularly enthusiastic because more and more I have 
come to believe that School-to-Work, especially if it is linked 
strongly to employers, has the potential to engage many students 
in academic learning, in ways that traditional approaches to edu- 
cation cannot. 

We are talking about using the School-to-Work strategy to em- 
phasize academic learning, not only vocational skills. 

One thing we have learned, in the last 15 years, about employ- 
ment and about work is that, in general, business was not really 
using the full potential of its work force. 

Workers were expected to come to work, to leave their brains at 
the door, and to follow orders. Over the last 10 or 15 years, many 
businesses realized that. Through the use of teamwork, and other 
types of employee involvement, through development of what is 
called high performance work organizations. Businesses have tried 
to engage fully the creativity, energy and imagination of their 
workers, and I think this is an important reason why we have had 
solid gains in productivity, especially in manufacturing, over this 
period. 

Now, what does that say about education? Well, I think parts of 
our educational system are indeed second to none in the world, but, 
in far too many cases, schools also fail to fully engage their stu- 
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dents in the activity of learning. Just as workers are not engaged 
in their work, students are not engaged in their work. 

Many students find their schooling boring, and they fail to see 
the relevance or importance of what they are learning in school. 
They see no reason to work hard. 

But this is a tremendous waste. Increasing education, which I 
think many people agree is necessary, by increasing the hours or 
days of schooling, is probably a good idea, but it is also tremen- 
dously expensive. 

Increasing education by increasing the focus and engagement of 
our students, and the hours that they work, perhaps on their own, 
or with their parents, has much less of an impact on the taxpayers. 

I think that is an unexploited resource that we need to focus on. 
Learning is a demanding activity, and we need to get our students 
to work more at that activity. 

Now, how do we do this? 

Several previous witnesses have presented several good examples 
of how we can do a much better job of connecting school and the 
school experience to the adult world, to the broader community and 
to the world of work. 

Through this we can exploit students’ interests and aspirations 
to enhance their academic learning. Why is it that in almost all 
cases, outlets for student interests and passions are found outside 
the classroom? 

One of the key objectives of education reform is to try to take 
those interests, and incorporate them into a student’s academic 
learning. 

Of course, I want to stress that many students do not have the 
slightest idea what their interests are, or what their aspirations 
are, and I think we can do a lot more to help them think about 
that. I am not saying that students must make a decision about 
their futures at the age of 16. 

None of us could probably have done that, but we must help stu- 
dents think systematically about what their interests and aspira- 
tions are. That is the only way that we can then use those inter- 
ests, to engage them more in their education. 

Another important finding from our research is that many young 
people who are engaged in internships find it useful and motivat- 
ing to be treated like adults, and given responsibility. 

It is an interesting thing about our society, that just when we 
are preparing our young people to enter the adult world, we isolate 
them from adults in a youth world. And I think one of the real ad- 
vantages of internship programs is that they give an adult role to 
young people, but in a situation in which they can also receive 
guidance. 

I agree with the previous speaker that much of our knowledge 
about successful education reforms is based on stories. Stories are 
useful, but they do not give us a rigorous measurement of the effec- 
tiveness of programs. At Columbia, we are carrying out a rigorous 
evaluation of career magnet schools in New York City, many of 
which have strong contacts with employers, including internships. 

And just to highlight a few of our findings, we found that, 2 
years after graduation, career magnet graduates were more likely 
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to have declared a college major, and earned more college credit, 
than their counterparts who went to regular area high schools. 

WTiat is particularly important is that we found that magnet 
schools had a positive effect on social behavior, including reduction 
in teen pregnancies, alcohol and drug and tobacco use. 

We often ask what schools can do to enhance business, to en- 
hance our competitiveness? We also have to ask, what is it that 
business can do to enhance education? 

Schools and colleges can only be effective in preparing a skilled 
work force if they have a strong partnership with employers. 

I will end here. I would be happy to talk about how I think that 
can be brought about. 

Thank you. 

[The prepared statement follows:] 
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the College Bound. New York: Institute on Education and the Economy, Teachers College, 

Columbia University. 

Mr. Chairman and distinguished members of the Committee, I thank you and your 
colleague, our Congressman Mr. Rangel, for inviting me to testify before you on the importance 
of education and training for our country’s’s competitiveness and economic growth. I have 
devoted most of my professional life to the study of the role of education for work and the 
economy, as a professor of economics and education at Teachers College, Columbia University 
and for the last four years as the Director of the Institute on Education and the Economy. I am 
also on the board of the National Center for Research in Vocational Education, a education 
research center funded by the Office of Vocational and Adult Education in the Department of 
Education. Much of my own research and the research of my colleagues at the Institute has been 
made possible by this funding from the Department of Education. 


During the last few years, our Institute has been devoted primarily to looking at how 
skills and human resources can be more effectively used to promote productivity and 
competitiveness and how schools and employers can more effectively teach those skills and 
abilities to the country’s young people. I can only mention a few of the things that we are doing, 
but 1 think that our research on initiatives funded by the School-to-Work Opportunities Act of 
1 994 might be particularly relevant to your interests. The school-to-work strategy combines high 
standards with career guidtmce and exploration, and stronger links between schools and the 
community, especially employers. 1 have become increasingly enthusiastic about this approach, 
not only because students learn useful skills, but even more because 1 believe that school-to-work 
has the potential to engage many students in academic learning in ways that more traditional 
approaches to education cannot. And I believe that the problem of student engagement in 
learning is a crucial educational issue, especially as it relates to competitiveness and growth. 

While economists disagree about many things, all agree on the importance of education 
for economic productivity and for individual economic well being. Thousands of studies have 
shown that individual earnings rise with education. Studies of macro economic growth show that 
as much as 60 percent of the growth in per capita output can be attributed to increases in 
education. Studies that we have done at the Institute have shown how the increasing pace of 
technological change is increasing the importance of flexible skills in both service and 
manufacturing industries. 

One of the most important lessons that businesses have learned over the last 1 5 years is 
that in general they do not use the potential of their employees. Many employees were asked to 
come to work, “check their brains at the door,” and follow orders. Recently through the use of 
teamwork, modem human resource strategies, and so-called “high performance work 
organizations” many employers have tried to engage fully the creativity, energy, and imagination 
of their workers. This is an important reason why we have had important productivity gains over 
the last decade at least in manufacturing. 

In far too many cases, schools also fail to engage their students in the activity of learning. 
Many students find their school boring, and they fail to see the relevance or importance of what 
they are learning in school. They see no reason to work hard. But this is a tremendous waste. 
Increasing education by increasing the hours or days of schooling is expensive, but increasing 
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education by increasing the focus and engagement of students, and the hours that they work on 
their own or with their parents, has much less impact on taxpayers. Our job as policy makers is 
to make those more modest investments needed to promote the greater engagement and 
motivation of our students. 

How do we do that? One important way is to hold all students to high academic 
standards. This has already received a great deal of attention. 

Case studies that we are carrying out in schools and workplaces are beginning to suggest 
that we can also do a better job of connecting school and the school experience to the adult 
world, to the broader community, and to the world of work. Through this we can exploit student 
interests and aspirations to enhance their academic learning. Why is it in almost all cases, outlets 
for student interests and passions are found outside the classroom on the athletic field, in 
extracurricular activities, or in activities with their fiiends. A key objective of education in 
general, and the schoohto-work approach in particular, should be to try to connect those 
interests to academic learning. 

Of course, many students have not the slightest idea what their interests or aspirations are. 
Certainly if we are going to try to cotmect student interests to learning we also have to help them 
think about where they are going and what might interest them. Students with a coherent plan 
and goals do have higher academic achievement. 

When we talk to high school students who are involved in internships, we often find that 
they get a tremendous amount out of the opportunity to take responsibility and to be treated like 
an adult. In our society we prepare students for adult life by isolating them in youth enclaves, 
and often by giving them little to compete with a youth culture that does not value academic 
achievement. 

Coherent-education, well connected to the adult world can have many benefits. We are 
conducting a rigorous evaluation of career magnet schools in New York City, many of which 
have significant similarities to the school-to-work model outlined in the legislation. We found 
several important effects. Among other findings, the project concluded that two years after 
graduation, career magnet graduates were more likely to have declared a college major and 
earned more college credits when they went to college than their counterparts at area 
comprehensive high schools with no career focus or exposure. Attendance at a magnet school 
also had positive effects on social behavior including reductions in teen pregnancy and alcohol, 
drug, and tobacco use. 

Increasing productivity and improving education are closely linked, but a key to both is to 
engage the energy, imagination, creativity, and commitment of both workers and students. By 
failing to do so, we waste human resources on the job and prevent their full development in 
school. A growing body of research, including our own, suggests that the school-to-work model 
and other types of education reforms can improve that crucial motivation and commitment of 
students. But this is an extremely difficult task because we are asking that the entire community 
be involved in education. 

Mr, Chairman and Congressman Rangel, thank you again for this opportunity to discuss 
this important issue, I would be happy to elaborate on any of the points that I have raised or to 
discuss the role the Congress could play in the types of changes that I think are necessary. 
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Chairman Crane. Thank you, Mr. Bailey. 

Mr. Samuel. 

STATEMENT OF HOWARD D. SAMUEL, SENIOR FELLOW, 
COUNCIL ON COMPETITIVENESS, WASHINGTON, DC 

Mr. Samuel. Mr. Chairman, my name is Howard Samuel, and, 
since my retirement in 1992 as president of the Industrial Union 
Department of the AFL/CIO, I have served as a senior fellow at the 
Council on Competitiveness. 

The Council on Competitiveness, unlike the Competitiveness 
Policy Council — ^we are two different groups — is a private, non- 
partisan organization, consisting of business leaders, labor leaders, 
and leaders from the field of higher education, which is dedicated 
to improving our ability to raise the standard of living, at the same 
time meeting the demands of the global marketplace. 

Mr. Chairman, as the final witness in a day which has been dis- 
tinguished by outstanding witnesses, I have been looking for ways 
in which to earn your approval, and I thought perhaps the best 
thing to do is really not to look very carefully at my testimony, 
which will appear in your record, I understand, but to summarize 
very briefly two or three points that have not been raised. 

Second, and perhaps more important, to be brief. 

Let me raise these issues first. The issue of training and the 
worker in the work force must be regarded much more holistically 
than we have. 

One term which has not been heard today is low birth weight ba- 
bies, and I suggest to you that the problem of low birth weight ba- 
bies has an impact on our educational system, and therefore on the 
ability of our work force to meet the challenges of the global 
marketplace. 

In short, what I am suggesting is that we have got to look at the 
problem of the worker, holistically, as part of a continuum, starting 
with the mother’s prenatal care, moving through the early health 
issues, obviously through early education, and then into the work- 
place. 

We have got to look not only at training, but at the climate with- 
in which training occurs. One of the things we have learned, and 
I think this has been agreed upon by both the business organiza- 
tions, such as the NAM and the NAB, and by the AFL/CIO that 
is that training is far more effective when it is undertaken in a cli- 
mate of cooperation and partnership, when workers feel that they 
are able to participate in the decisionmaking process, where there 
is possibly some system of gain sharing, when workers have a 
sense of security on a job. 

Training, by itself, is not as effective as when it is done under 
that kind of a climate. 

The second issue is an issue which has been touched on here, but 
which I would hope this Subcommittee would look at more care- 
fully, and that is the role which technology, learning technologies, 
will play in the spread of training and education in the years 
ahead. 

Computer based training, the Internet, electronic distance learn- 
ing, interactive systems, and and electronic performance support 
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systems, these are the terms of art which I think are going to rule 
the world of training and education in the years ahead. 

They hold the promise of making training faster, cheaper, and 
more accessible to even the smallest companies. The small and me- 
dium sized companies are the furthest behind in undertaking train- 
ing activities. 

The Council on Competitiveness has initiated a major research 
project on training, with an emphasis on the development of learn- 
ing technologies, with the belief that they may be the key to im- 
proving the ability of the work force to meet the challenges of the 
future. 

Finally, let me mention the role of the government, which has 
been touched on briefly today. The government has a role to play, 
obviously, in the creation of a capable work force. There is an effort 
in Congress and the administration to rationalize government 
training programs, which would surely be of benefit to dislocated 
workers. 

The Goals 2000 Program, which was initiated by a Republican 
administration, and endorsed by a Democratic, should continue to 
serve as a guidepost for improving our educational systems. 

The National Skills Standards Initiative, and the School-to-Work 
Transition Program, both of which were endorsed by our Council 
in 1993, should be maintained at a level which will assure their ef- 
fectiveness. 

The Manufacturing Extension Partnership, in the National Insti- 
tute of Standards and Technology, is the only institution today 
which is systematically reaching out to small and medium sized 
firms, and should continue to be supported. 

And finally, an area which we have not touched on at all — 
perhaps this Subcommittee would be interested in studying it fur- 
ther in the future — the training experience of numerous govern- 
ment agencies should be shared with the private sector. 

This applies particularly to the Department of Defense, where 
training for readiness is a major budget element, and which has 
been in the forefront of developing new learning technologies. 

At the Council we are now working with several of these govern- 
ment agencies, and with a number of business, labor and profes- 
sional organizations, to bring about a closer association. I would 
urge the Subcommittee to develop this issue further. 

[The prepared statement follows:] 
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TESTIMONY OF 
HOWARD D. SAMUEL 

SENIOR FELLOW, COUNCIL ON COMPETITIVENESS 
BEFORE THE 

COMMITTEE ON WAVS AND MEANS 
JULY 25, 1996 


Mr. Chairman and Members of this Committee: 


My name is Howard D. Samuel, and since my retirement in 1992 as president of the 
Industrial Union Department of the AFL-CIO. 1 have served as a senior fellow of the Council 
on Competitiveness. The Council, which was founded ten years ago, is a non-profit, non- 
partisan organization of chief executives from business, labor and higher education dedicated 
to improving the nation's ability to build a rising standard of living while meeting the demands 
of the global marketplace. 

The Council has formed a Task Force to benchmark best practices in on -the-job 
training, with a special focus on the deployment of learning technologies to improve workers* 
skills. Chairing the Task Force arc Richard Notcbaert. chairman and CEO of Ameritech. 
George Becker, president of the United Steelworkers of America, and Harold Ravech6, 
president of Stevens Institute of Technology. 

It has become clear to the leadership of the Council-as it has to much of the nation- 
that growing global competition and rapid technological change would require major changes 
in the American worlq>lace if the nation were to maintain and enhance its standard of living. 
Indeed, it has become apparent that in today's world, when capital and technology move easily 
from continent to continent, the smicture of the workplace and the ability of the workforce to 
meet changing conditions may be one of the principal determinants of industrial survival and 
success. 

The company of yesterday usually based its workplace on the principles espoused by 
Frederick Taylor and Henry Ford at the beginnii^ of the century: divisions of labor and 

narrowly designed jobs,” in the words of MIT Professor Paul Osterman. The auto worker was 
classified as an installer of front seats or rear seats and didn't switch from one to the other. 
This eased the responsibility of the supervisor, and gave a certain job security to the relatively 
unskilled and untrained worker-but It is a far cry f^m what is required in today's rapidly 
changing industrial scene. 

Today's challenges are different, and (onmrrow's will be more so. These challenges 
include constantly changing tectmologies and an increasingly demanding customer base, which 
can shop tbe world for quality products at a good price. A successful company today must 
build a flexible work organizacioa. capable of meeting changing customer requirements and 
taking advantage of changing processes. 

A key factor in achieving such a workplace is a well-trained workforce, motivated to 
commit itself to contiiiuous leaming. 

The creation of a motivated worker doesn't start at tbe factory door. A secure family, 
an effective educational experience in earlier years, and a program which eases tbe transition 
from school to work all play vital roles in producing a worker capable of meeting today's 
challenges. On the job, skill training may not be enough to produce a commitment to 
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continuous learning. Numerous studies have demonstrated that providing workers the right to 
participate in the decision-making process is a key element in the high performance workplace. 
Other practices which bolster the training function may include organizing work through teams 
in place of the assembly line; a system of gain-sharing or skill-based pay; an assurance of job 
security; and a reduction of layers of supervision. 

Although every company must meet its own special competitive circumstances, there 
seems to be little controversy over many of these workplace practices. A number of studies, 
by the U.S. Department of Labor, by numerous scholars at a number of universities appear to 
demonstrate conclusively that the introduction of high performance practices in the 
organization of work produces improved productivity and financ ial returns. Statements by the 
National Alliance of Business, which is focussed on workplace practices, by the American 
Society for Training and Development (ASTD), the chief professional organization, and by the 
AFL-CIO all endorse the need for workers and management to be "partners in change" (NAB) 
in the high performance workplace. 

In addition, numerous case studies have called attention to the success of individual 
firms which have adopted some or all of these practices. Such companies as Motorola, Xerox, 
Coming Inc, Hewlea Packard, AT<ftT and several of the regional ^Us, Johnson & Johnson, 
Eastman Kodak, Magma Copper have been studied and cited as examples of companies which 
have reaped the rewards of workplace practices which have resulted in a workforce committed 
to continuous learning. These and other companies which have organized workforces have 
usually found that their trade union relationships have eased the transition. 

But there is another side to this story-a record of companies which have failed to 
recognize the challenges of today and have not instituted the practices, including training, 
which underlie business success in our modem age. According to a study by the ASTD in 
part based on a recently released study by the Bureau of Labor Statistics, in 1983 the U.S. 
private sector spent $47 billion (in 1995 dollars) for formal, employer-provided training. 

In 1995. the amount was $55.3 . The ASTD points out that with ai^uttmenu for inflation, the 
amount employers spent on training rose a bit less that 20 percent, while the BLS reports that 
the workforce has risen by 24 percent. 

Business in general appears to be increasing its investment in training, but the increase 
is slower than the growth of the workforce. 

The decline has occurred not so much among large firms, but among small and 
medium-size business. Firms with 50-100 employees spend about a third less per employee 
than larger firms. The same studies disclose that workers with less education and fewer skills, 
as in the past, receive less training. In other wonls, employer-provided training appears to 
continue to be focussed more on management and supervision-usually employees with a 
college education-than on hourly workers on the shop floor. 

The BLS/ ASTD report occasioned little surprise. Six years ago, the Commission on 
the Skills of the American Workforce, co-chaired by two former Secretaries of Labor (Bill 
Brock and Ray Marshall) undertook an exhaustive study which demonstrated the failure of 
most firms to adopt training and other high performance practices. That study has been 
substantiated by a number of other studies by numerous university scholars, all testifying that 
although a growing number of firms have awakened to the need to adopt best workforce 
practices, there still remain a shockingly large number of companies which have not adopted 
them at all, or have done so minimally that they are off the charts. 

An international conqMdson. published last year by the Council in its Human 
Resources Competitiveness Profile , substantiated Che problem. The U.S. govemmeat spends a 
far lower proportion of its GDP on job traiaing than many other industrialized countries. 

In Japan, the percent of workers who receive training is almost 3-5 times higher than it is in 
the U.S. In Japan, training starts when a worker is hired and continues through his career; in 
the U.S. training starts later and only increases with a worker's tenure. 
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Finally, high school graduates receive much less training in the U.S. that they do in France, 
Germany and Japan. 

What of the future? What will be the challenges of the years ahead, when more nations 
will enter the global economic fray, when technology change will increase its pace, and when 
both phenomena will be complicated by a U.S. workforce which will probably include more 
groupS‘*minoritie$, immigrants-whose disadvantaged background will challenge management? 
Let me summarize a few of the problems and oppominittes that will face all of us in the period 
ahead; 


1. There is ample evidence, statistical and anecdotal, that the educational preparation 
of our population does not meet the needs of the modem workplace. As a result many 
companies have difficulty in recruiting adequately educated workers, and more and more 
companies are obliged to sponsor remedial training programs. There is some evidence that 
this situation is improving, through the efforts of both the public and private sectors, a 
partnership that should be encouraged. 

2 . The changing demography of the workforce could add a burden on American 
business. A growing number of immigrants will have language problems. Members of 
minority racial and ethnic groups often face major educational handicaps, and their numbers 
are increasing. Women have now become a major part of the workforce in virtually every 
industry, but many women still face the conflicting demands of work and family. 

3. Much of American industry, in every major sector, has felt it necessary to impose 
sharp reductions on its workforce in order to cut costs. At the same time, wages and salaries 
have remained stagnant for most workers for a number of years. And finally, more and more 
companies arc substituting part-time or temporary workers to fill what used to be full-time 
permanent positions. Downsizing, stagnant pay envelopes and contingent workforces have had 
and will continue to have an impact on the ability of managers to maintain morale among their 
workers and make it more difficult to maintain an environment which encourages a 
commitment to quality and continuous learning. 

4. There is a growing awareness that training and skills are no longer static. New 
technologies require new skills; training must develop the ability to acquire them. And the 
effectiveness of training must be measured not by the amount of inputs (hours or money 
spent), but by the performance improvements of those trained. 

5. A factor which will surely have a substantial effect on education and training will 
be the development of learning technologies. Computer-based training and the Internet, 
electronic distance learning, interactive systems and performance support systems are the 
terms of art of the future. They hold the promise of making training faster, cheaper and more 
effective, and bringing it within the reach of even the smallest companies. As I indicated 
earlier, the Council of Competitiveness has initiated a major research project into training best 
practices, with an emphasis on the development of learning technologies, in the belief that they 
may be the key to improving the capabili^ of the workforce. 

1 suggested above that some of these challei^es can best be met by a partnership of the 
private and public sectors. Government has an important role to play in assuring that our 
workforce is equipped to meet the challenges of the future. 

For example, there is an effort in Congress and the Administration to rationalize 
government training programs, which would surely be of benefit to dislocated workers. 

The Goals 2000 program, which was initiated by a Republican Administration and endorsed 
by a Democratic, should continue to serve as a guidepost for improving our educational 
systems. The National Skills Standards initiative and the scbool-to-work transition program- 
both of which were endorsed by the Council in 1993— should be n^tained at a level which 
will assure their effectiveness. The Manufacturing Extension Partnership, in the National 
Institute of Standards and Technology, is the only institution systematically reaching out to 
small and medium size firms, and should continue to be supported. 

Finally, the training experience of numerous government agencies should be shared 
with the private sector. This applies particularly to the Department of Defense, where training 
for readiness is a major budget element, and which has been in the forefront of developing 
new learning technologies. The Council is now working with several agencies and with a 
number of business, labor and professional organizations to help bring this about. 
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Chairman Crane. Thank you, Mr. Samuel. 

Mr. Rosen, Motorola has its corporate headquarters located in 
my district, and they are currently investing about 6 percent of its 
payroll in training employees, and that, I have been told, is one of 
the highest levels in the entire country. 

What would you suggest to encourage other companies to follow 
that kind of an example? I mean, I have heard nothing but high 
compliments back home on what Motorola has been doing. 

Mr. Rosen. Yes, Mr. Chairman, I note that example in my writ- 
ten testimony, in the context of the term high performance work- 
places. This is a term of art which has been used over the last 2 
years, and I am reminded of the Supreme Court Justice, who said, 
when asked about pornography, “I do not know how to define it, 
but I know it when I see it.” Well, that is a “high performance 
workplace.” There are many explanations of what it really is, but 
Motorola just puts its money where its mouth is, and trains its 
workers. And it pays off, the company is better because of it. 

Now, the key question, as you ask, is, by now everyone should 
know that story, so why are not other companies following 
Motorola’s example? And in part, I think it goes to a bigger set of 
issues, which is that not all corporations share Motorola’s, 
committment to investing in their workers, and their long-term vi- 
sion for the company. It takes a lot to try to change that, and I do 
not know who is responsible for changing that kind of thinking. It 
really should come from within the company. 

But again, I would have to say we need to keep getting that mes- 
sage out there, and bringing out the success stories. You have pro- 
vided an opportunity to do that today. I applaud you for having 
these hearings today but I do not think we have heard anything 
new. The key is we have to get this message out to the people. 
Maybe what needs to be done, as an example, is for the Business 
Round Table to devote one of its meetings to this issue, and Mr. 
Weill to tell his story. Then another CEO may ask himself why 
don’t I do that? And he calls his aide over and he says, “look into 
that, I want to do that — I want to be like that guy.” 

Unfortunately, there are not many people here today to hear Mr. 
Weill’s story, and to congratulate him for his efforts. There are no 
TV camera crews, and he will not get recognition, outside this 
room. Please do not misunderstand me. I applaud the Subcommit- 
tee for what you are doing — and we need to have more of this kind 
of meeting. 

And like I said, the Motorola example is clearly documented. It 
is there, we know it works, and it is something that I would think 
every businessman who is interested in the future of their company 
should want to emulate. 

Chairman Crane. Thank you. 

Mr. Rangel. 

Mr. Rangel. Mr. Rosen, I do not know at what point of the hear- 
ings you arrived, but in the opening statement, and throughout the 
hearings, I have been trying to stress that the chairman has agreed 
to have these hearings as exploratory hearings, not only to hear 
what is happening out there, but to see how we can have them all 
come together, to hear what each other is doing, and what way, if 
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any, the Federal Government policymakers can be of more assist- 
ance to them. 

And also to make certain that they have a forum to applaud 
what is working, and to share with us any of there own accom- 
plishments. 

This is really a beginning. We are going to have the opportunity 
to get together with educators, as well as producers in the private 
sector, and if I said it a million and one times, it is that I am con- 
vinced that it will be the voice of the private sector that v/ill be far 
more effective than those of us who have to be concerned about 2- 
year terms, and whether this vote appears to be fair for all of our 
constituents, as opposed to, what does our Nation specifically need, 
and how can we provide that service. 

Mr. Rosen. Mr. Rangel, I would like to offer all of the resources 
of the Council to help you in your efforts, in the meetings that you 
want to hold in the fall. 

We are certainly prepared, because this is exactly what we are 
all about. 

Mr. Rangel. Accepted. 

Mr. Rosen. And anything we can do to help you, we would be 
more than happy to. 

Mr. Rangel. Accepted. 

Mr. Rosen. But if you were to ask me what the government 
should do, I would say “be consistent.” The problem has been that 
the government steps in and then steps out, in and then out. For 
example, we heard a big cry about a “Nation At Risk” in 1984. 
Nothing has really changed since that report was published, and 
yet the policy has gone back and forth since then. 

Mr. Rangel. Mr. Rosen, you are the only person here that is 
more excited than I am. I am not concerned about what we have 
tried to do and have failed, because you and I are agreeing that we 
are doing a political thing. 

What I want is for businesspeople — I mean, it is just like with 
research and development — I want it to be that important that 
when you plan what you have got to be there for you. 

But I would want — I am a politician, so I want all of the voices 
in business to be saying this, and not just you and not me. 

Mr. Rosen. Right. 

Mr. Rangel. And I am convinced that when they know it is not 
only good for their balance sheet, good for their company, good for 
the industry, but good for the country, that we will find what you 
are talking about — consistency — ^because their voices will not only 
be in the education community, and talking with administrators, it 
will be here, where tax and economic policy is set. 

So, I welcome 

Mr. Rosen. But my point is that they are not getting a consistent 
message. Right now we are being told that the economy is doing 
well, and we do not have any problems. So why would we need to 
do anything if we do not have any problems? The message keeps 
changing. The challenge of raising living standards is a continuous 
challenge. It is not something that will go away tomorrow, so we 
have to keep working at it, and always keep improving ourselves. 
That is the message we should be sending out. 



127 


Mr. Rangel. Well, we are not sending any messages out today, 
we are just trying to find a solution to a very serious problem, and 
I hope you would at least recognize that those Members who are 
here do recognize there is a problem, and you will be hearing from 
us. 

Mr. Bailey, in your research — Columbia is not only in an 
empowerment zone, but has contributed a great deal to make cer- 
tain that our proposal was in shape in order to be designated — in 
your research in bringing the public school system closer in line 
with the needs of industry, have you been able to fold in the tax 
incentives that are involved in empowerment zones? 

Mr. Bailey. Well, the research that we have done has not so far, 
analytically, included that. 

Mr. Rangel. Well, whom can I get from Columbia who is a part- 
ner to include that, to see if it works in empowerment zones, 
whether or not it could work in other communities. 

Mr. Bailey. Sure. Some of the schools that we are looking at are 
involved in the empowerment zone, and that is an ongoing aspect 
of the research. 

Mr. Rangel. Would you know any of those schools that would be 
in my congressional district? 

Mr. Bailey. I am not sure which ones, exactly, are in your 
district. 

Mr. Rangel. Could you find out. 

Mr. Bailey. I could find out, absolutely. Yes. 

Mr. Rangel. Good. 

Mr. Bailey, That is no problem. 

Mr. Rangel. And I want Columbia to be working very closely 
with us, not just in studies, but in implementing what we are going 
to come out here with. I would like for Columbia to play a big role 
in this. 

Mr. Samuel — and I will need your organization, because you 
transcend the whole thing. You have problems — I mean, you are 
dealing with policy, but you are also dealing with policymakers. 

And we hope to have such an impact that we are going to be in- 
cluded as policy makers, because you are going to have the largest 
firms in the world, the largest bureaucracy in the world, and a 
Congress, at least this Subcommittee, we are going to have to work 
together, all of us. 

So that is the good news. But if you have not done any work on 
it, would you consider how unions would be able to — we will be 
able to ^ve assistance to unions, and union leaders, to get what- 
ever training and support they need, when they know that their 
primary job is to protect the workers who have paid dues to them 
to protect those jobs. 

Now, there comes a time when everyone will know that, not only 
have those jobs been exported through sound treaties, but that low- 
skill jobs are just not going to exist. 

And of course, a lawyer has to know when to tell the client that 
he has done the best he can for the client. And we have to politi- 
cally be able to tell the labor leaders that there is no turnaround 
with the direction in which the world and this country is going. 
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But that does not mean that you should just give up on your job, 
or your clients, or your members, because we are going to do some- 
thing to make certain that you can continue to be productive. 

Mr. Samuel, I do not know what that something is, but in the 
course of your work and study, has that question ever come up? 

Mr. Samuel. Mr. Rangel, I spent 45 years in the labor movement 
before I retired in 1992, and I can tell you that even by that time, 
much less by this time, I do not believe there is a single responsible 
trade union leader in the country who is not fully aware that global 
competition and technological advances have changed the work- 
place forever. 

My own union — it used to be called the Amalgamated Clothing 
Workers, and it is now called UNITE, Union of Needletraders, In- 
dustrial, and Textile Employees — in 1975 started a program with 
Professor John Dunlop of Harvard University, to improve the tech- 
nologies in the apparel industry, which for years had been consid- 
ered to be immune to technological change. 

And the leadership of my union understood that if we did not 
bring technology into that industry, even though we knew it would 
cost jobs, that eventually there would be no jobs at all, there would 
be no industry. 

That is true in every single major industry today, whether it is 
a service industry or a manufacturing industry. You will find in 
many of the major ones, like communications and auto and ma- 
chinists and others, that there are joint training programs under- 
taken to ease the change of workers from an old fashioned sys- 
tem — the old Taylor, scientific management, assembly line sys- 
tem — to the system of today and tomorrow, which involves organi- 
zation of work into teams, employee involvement, employee 
information. 

That is happening throughout the labor movement, and inciden- 
tally, has been endorsed by the AFL/CIO itself — I think it was back 
in 1991. 

Mr. Rangel. I am going to staple you to some of these trade 
bills, because my mother was a member of International Ladies 
Garment Union, which united with your union, which became 
UNITE, and it was a door for all immigrants. It is a low-skill job, 
it provided to hope — ^you could send your kids to CCNY, and now 
those low-skill jobs are not there. 

What would you tell Jay Mazur today? 

Mr. Samuel. What could I tell whom? 

Mr. Rangel. The president of UNITE. The question is, that the 
jobs are going to go, and it is a question of time, in competing with 
the Caribbean and China and the rest of the countries, can we not 
offer a cushion, a transition or something, so that those who are 
working, and young, can be trained to do something else? 

Mr. Samuel. Oh, by all means, and I think you will find 

Mr. Rangel. What should we do? 

Mr. Samuel. As you well know, the labor movement has been in 
these halls of Congress for many years, urging the strengthening 
of our unemployment insurance system, of our dislocated training 
programs, and trade adjustment assistance; urging the strengthen- 
ing even of such laws as the minimum wage, which just took place 
here. 
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So, I think there are a number of ameliorating factors which can 
take place. And as a matter of fact, in looking at trade, although 
this meeting does not deal with trade, we have also made sugges- 
tions regarding allowing the industries to adjust to major changes 
in trade, a major loss of internal markets. 

And we have also urged very strongly that we take stronger ac- 
tion to open up foreign markets, which are closed to our products, 
to improve exports. 

Mr. Rangel. My time has expired. Are you in New York or in 
Washington? 

Mr. Samuel. Most of the time I was in New York; I came here 
20 years ago. 

Mr. Rangel. I mean, where — ^you live in Washington? 

Mr. Samuel. Yes, I live in Washington now. 

Mr. Rangel. OK. I would like to make an appointment with you, 
because I am going to need your advice. If I am going to be as ag- 
gressive in promoting world trade, I know that we are going to lose 
a lot of jobs in the transition, as the newly created jobs are there. 

And you having thought it out from the union’s point of view, 
and now from the Nation’s point of view, I am going to need the 
benefit of your thinking as to how we can best do that. 

Mr. Samuel. Well, I will not spend too much time at this point. 
I would suggest to you that the Congressman who is sitting next 
to you and I have been — we used to be associated for many years 
in an organization called LICIT, the Labor Industry Coalition for 
International Trade, and one of the things LICIT has looked at are 
various ways in which the effects of trade can be cushioned, so that 
average workers can ease in the transition. 

I remember years ago, when they were calling it the Massachu- 
setts miracle, forgetting about the fact that when the Massachu- 
setts miracle took place, there had been about 25 years during 
which time there was no Massachusetts miracle, between the time 
the textile and the shoe companies had left Massachusetts, and the 
high tech companies came in. They were 25 years of misery. 

We have been doing better recently, and I think we can do better 
in the future. 

Mr. Rangel. Great panel. Thank you for your contributions. 

And thank you, Mr. Chairman. 

Mr. Houghton [presiding]. Thanks very much, Mr. Rangel. 

Mr. Coyne. 

Mr. Coyne. Nothing. 

Mr. Houghton. Nothing. 

Look, I have got a lot of questions, but I will get them to you 
gentlemen later. 

[The questions and answers were not available at the time of 
printing.] 
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Thank you so much for what you have done. I mean, I think this 
question that you brought up, Mr. Rosen, if training is so good why 
do we do so little? gets to the heart of this whole thing. 

Who does it, how do we get it done, and how do we incite? 

Thanks very much. 

Mr. Rosen. Thank you. 

Mr. Bailey. Thank you. 

Mr. Samuel. Thank you. Congressman. 

[Whereupon, at 3:04 p.m., the hearing was adjourned.] 
[Submissions for the record follow:] 
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Center for the Study of Economics 

2000 Center Plaza, #238 
Columbia, MD 21044 
Tel. (410) 740-1177 
Fax (410) 740-3279 

WHITTEN TESTIMONY OF STEVKI COSO 
BEFORE THE 

SUBCOMMITTEE ON TRSDE OF THE COMMITTEE ON WAYS S MEANS 
7/25/96, 11 A.M., 1100 LONGWORTH BLOG. 


STEVEN CORD Has no clients and Is appearing on his own 
behalf and that of the Center for the Study of Economics. 


The global trade competitiveness of the U.R. work force 
will he much Improved If the price of American exports is not 
increased by taxes. That is clear enough, but if taxes on 
producers are reduced, how then shall the federal government 
support itself? By taxing more something of value which is 
not humanly produced - l.e., the locational value of land. 

In fact. If land values are taxed more, land owners will 
be encouraged to develop their land-sites more, thereby providing 
new jobs and economic growth. Here, then, is a revenue source 
which promotes not hinders economic growth! It Is tax-free 
economic development (tax-free because only a tax shift from 
produced goods and services is shifted to something which is 
not produced). 

Why would land owners be encouraged to develop their 
land-sites more efficiently? Because that is the only way 
they could get enough Income to pay the higher land value tax 
(plus a profit for the enhanced improvement). 

It is possible for the federal government to levy such a 
tax to replace taxes on producers, and it is also possible 
for state and local governments to levy a land value tax. 

But Implementation problems are best handled by contacting 
this organization directly; we have closely studied the 
problems of the philosophy and implementation of land value 
taxation for many years. 

If we truly want U.S. workers to be more productive and 
if we truly want to enhance U.S. trade competitiveness, then 
we shouldn't tax production. We should tax the locational 
value of land instead. So also say seven recent American 
Nobel Prize winners in economics (see attachment). 
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November 1991 


^ttce*€Ut/ie ^€ixcUc99t 


Seven Nobel Prize Winners 
Endorse Land Value Taxation 

The headline is o>rTeci. If wc had eight, would you be ntore impressed, and even more iroportanl^nioved to action? 

MHtoo l-'nedaum: "I share your view (hat raxes 
would be best placed on the land, and not on improve- 
ments." 

llertMit SioKia: "Assuming that a tax increase is oec* 
cs.sary. it is clearly preferable to impose the adJitkmai cost 
on land by increasing the land tax. rather than u> increase 
the wage tax - the two alternatives open to the City (of 
Piilshurgh). It Is the use arui occupancy of property that 
creates the need fur the municipal services that appear as 
the largest item in the budget - lire and police proteetkur. 
waste removal, and public works. The average increase in 
lax hiUs of city residents will be about twice as great with 
wage lax increase than with a land tax increse.* 

nnl Saontelsoo: "Pure land rent is in the nature of a 
‘s urpius' which can be (axed heavify without dislortinf pro- 
duction incentives or cflktency.* A land value (ax can be 
caHod "(he useful lax on measorod btod suiplusJ* 

JaaaerToW»: T think m principfe ilV a good idea to 
tax uniffipinvod land, and pankuLar^ capital gains (wind- 
falls) on it. Useory says we siK>uld irydotax iicnw with 
200 or low dasricity, and tfioae adude siiei.* 

JaaMi Brliaaaw: *Tbe IiukIdwoct who withdraws 
land from productive use to a purety prrvah: use should be 
lequired to pay fugiiBr. not kmcr, hucC 

KraneoMadifliani: "Uaimpanantlhalthereator 
twJ be retailed as a amice of un nw neal revenue. Some 
pcTsonswfao ootdd make excdleot use of land wuuU be un- 
able to raae immey for the purchase pnbe. Cottecting rent 
annuaflirprovides aesea to land for persons with limited 
access to credit." 

Robert Solov: *Usefs of land should not be allowed 
to acquire righb of mdefliuie duration for single payments. 

Fur cOkicncy, for adoquatr revenue and forjostice, every 
wer of isial s^kt be required to make an amuri pt^nownt 
ti>thclixal giMcrruncnt equal h> the current rental vdue of 
the Imd that he or she prevents others horn using.” 

The current preskicm-cicct of (he American Ecofamics Asmeiatinn. WlltfaMi Vichreyf alH> endmes land value (axa- 
(ion: "U guaran(ccs ibaC m> one dispossesses fcniowciCixcns ^obtaining a disproportionate share of wbal na- 
ture pnwkha for humanity.* 

The cndorscmcnbi from the Iasi three ccononiists named idxrvc were taken fnwn a teller doled November 7. 19Md(o 
Mikhail Gorbachev signed by 3(1 prominent U.S. economists. 
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STATEMENT OF 
DR. EMMETT C. MURPHY, Ph.D. 
E.C. MURPHY, LTD. 


Please accept the following written statement in support of the U.S. Trade 
Competitiveness and Workforce Education and Training hearing which was conducted on 
July 25, 1996. 

This testimony is submitted on behalf of the proceedings of the Subcommittee on 
Trade of the Committee on Ways and Means for inclusion into the printed record of the 
above-mentioned hearing. Dr. Emmett C. Murphy, Ph.D. forwards this document as 
formal exhibit material on behalf of E.C. Murphy, Ltd., an international healthcare 
research, management consulting, ar:d educational services firm specializing in the 
quality improvement and work-redesign of organizations. 

* • • * * 

During the course of E.C. Murphy, Ltd’s (hereafter referred to as E.C. Murphy) 
25-year history, the con^any has worked with more than 400 hospitals and healthcare 
organizations throughout Canada, the United States, and Europe. E.C. Murphy has 
established a prestigious reputation built on the scientific inquiry and investigation of the 
nature of leadership and organizational productivity, particularly in the healthcare field. 

Perhaps the gr^est challenge facing today’s leaders - regardless of what 
happens with the various budgetary reductions in the near future — is the need to 
continuously improve and restructure business operations to keep their organizations 
competitive for the long-term. 

To maintain or improve their organization’s competitive position, today’s leaders 
must improve the eflSciency and cost effectiveness of their organization’s operations by 
educating their employees. This requires preparing the organization for change, assessing 
the organization’s current operations, diagnosing concrete opportunities for improvement, 
retooling their managers to implement change, taking action, evaluating the results and 
continuously improving the integrity of the woric-redesign process. 

Two major studies undertaken by E.C. Murphy and their findings ate detailed in 
this report, as well as supporting commentary on how the results of those analyses are 
being benchmarked to identify further opportunities to improve the competitive nature of 
tire American workforce. These studies have gained national attention and exposure in 
USA Today, Modem Healthcare arid Congressional Proceedings on Healthcare Reform. 

Dr. Murphy, an organizational psychologist by training, has spearheaded the 
development of an extensive database which contains input fix>m more than 280,000 
workers fiom a variety of U.S. and foreign organizations. Through data-driven research, 
E.C. Murphy has developed state-of-the-art management and technologies that provide 
leaders with concrete answers about work-redesign, operational restructuring and cost 
reductiotL 
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Dr. Muiphy has provided management development, executive selection, labor 
relations, crisis management, and operational reengineering advice to such Fortune 500 
companies as IBM, General Motors, AT&T, Sears, Xerox, Johnson & Johnson, and 
McDonald’s. He has also been retaLit d by a number of financial institutions (e.g., Chase 
Manhattan Bank and Chemical Bank}, and has consulted utilities (e.g.. Bell Telephone, 
Illinois Bell), transportation companies (e.g., American Airlines, Amtrak), federal, state, 
and municipal government (e.g., Defense Intelligence Agency, U.S. Centers for Disease 
Control, City of New York), insurance agencies (e.g., Massachusetts General Life), 
professional organizations (e.g., The American Management Association), and 
institutions of higher learning (e.g., M.I.T., Syracuse University, and George Washington 
University). 


* • • * • 


To gain an understanding of how American businesses, and in particular the 
healthcare industry, can become more cost-efficient and competitive globally, while 
advancing levels of quality and productivity, B.C. Murphy fiirst analyzed the inherent 
work inefficiencies of several hundred organizations through statistical analysis. It then 
developed tools to correct those work problems and finally, implemepted a solution that 
involved a continuous improvement strategy. 

The results of an October 1 993 study conducted by E.C. Murphy indicate that 
hospital downsizing may increase patient mortality. Although these findings are not 
unusual, the subsequent analysis found that hospitals that downsized their staffi without 
redesigning the work functions of employees actually had the potential to increase patient 
mortality and morbidity (emphasis added). 

The study compared the staffing structures of 281 general acute care hospitals 
nationwide with Medicare mortality and morbidity data fiom the Health Care Financing 
Administration for 1 990. Staffing levels (using tire standard industry measure of full- 
time equivalent employees per adjusted occupied bed {FTEs} and the methodology used 
in downsizing, if any) were identified through interviews with 502 financial and 
operational executives in these hospitals, 

The study determined that hospitals tiiat made across-the-board staff reductions of 
7.75 percent or more in response to financial pressures - 9.5 percent of the sample size - 
were 400 percent more likely to experience an increase in patient mortality and morbidity 
than other hospitals. 

A second part of the study examined the work practices of 72,250 healthcare 
workers to evaluate the relationship between the organization of work and the 
consequences of restructuring. 
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This research cleaiiy demonstrated that healthcare work systems are extremely 
complex and wasteful. In comparison with a control group of more than 1,300 workers 
and managers fiom business and industry, virtually every healthcare work role - from the 
CEO to the floor nurse - was found to be 100 to 800 percent more complicated, either in 
terms of the scope of resources to be managed or the work activities to be performed. 

The complexity of healthcare operations creates a great potential for waste and 
confusion, considering that the average healthcare worker reported that 3 1 percent of their 
time was wasted through paperwork, rework, duplicate work, or inappropriate work. This 
consumed more than S6S billion of the $384 billion spent for healthcare in hospitals 
alone, and this total today is much tigl er. 

Taken together, these results suggest a strong relationship ber.reen the 
organization of work and increased mortality and morbidity. When staff size is reduced 
without redesigning the work, waste is merely compacted, not eliminated. Fewer people 
are left to grapple with the same mefficient procedures and complexity, which leaves 
even less time for patient-focused activities. 

When E.C. Murphy completed its next study in March 1995, it clearly indicated 
that hospitals that used used “data-driven work-redesign” methods to reduce staff levels 
experienced sustained cost-savings, no increases in patient mortality and morbidity rates, 
improved percqjtions of the quality of care by patients and physicians, and produced 
higher rates of leadership retention. 

The study examined mote tl.'a.n 300 organizations, including 1 17 general acute 
care hospitals, with total employment in excess of 170,000 healthcare; workers. There 
were 23 hospitals in this group that reduced their annual operating coots by 4 percent to 
10 percent in a single year. The question: is it possible to cut costs and preserve — or 
actually improve - the quality of patient care? 

Across-the-board cuts eliminate a given number of positions to save money, 
leaving fewer people to do the same volume of work. On the other hand, work-redesign 
changes the sl^s mix in an organization or department, placing people with certain 
levels of training and pay to perform work at corresponding levels. 

Organizations which make across-the-board staff cuts not only put their patients at 
risk, but their leaders as well. In f xt, 48 percent of the CEOs in the March 1995 study 
who in:q)lementod an across-the-bcad downsizing strategy were no longer employed by 
their organization 1 8 to 24 mondis :f:er cutbacks. 

In contrast, the turnover rate for CEOs that initiated a process of work-redesign 
was 1 1 percent, and half of this turnover was the result of CEOs who were promoted or 
moved on to other favorable positions. 
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All of the organizations examined in the March 1995 study analyzed work 
processes across all lines and levels, and produced data that was benchmarked against 
nationwide best practices. This comparison identified specific role, cost center and 
organization-wide work-redesign, or staff reduction, opportunities. 

A year after completing this second study, 90 percent of the hospitals kept the 
costs out, while 70 percent were able to remove additional costs in the range of 3 percent 
to 8 percent of annual operating costs. Perhaps equally important, 80 percent of all of the 
hospitals in the study reported an improvement in the assessment of quality by patients 
and physicians, and more than 70 percent said their employee’s perceptions also 
improved. 

While sustained cost savings are attainable using work-redesign methods, this 
research shows that across-the-board staff cutting actually prevents long-term cost 
savings and impedes worker productivity and efficiency. 

Satongs generated by across-the-board cuts seem to be lost within 12 to 18 
months, because there is a “backfill effect” that occurs as managers and workers - 
including unions - fight back and cLaiienge the judgment of senior managers, especially if 
leadership has employed heavy-handed outside consultants. 

The research study in March 1995 has shown that leaders who followed a data- 
driven process to restructure their operations to become more efficient and cost- 
competitive were seen as more credible and obtained a much higher buy-in from their 
staff. These leaders were praised for insight, responsibility and toughness. By fostering a 
thorough analysis of their organizations, these leaders were seen as more courageous and 
more willing to face the challenge than those described as “cut and run types.” 

The findings of the October 1993 and March 1995 research studies suggest that 
business and healthcare organizations under fiscal pressure and budgetary constraints 
must be cautious of using any method of workforce downsizing that does not leave an 
organization with the right people, lomg the ri^t job, at the right time. 

To build and maintain a cost-competitive and dedicated workforce requires a 
specific set of tools and a thorough uirderstanding of the actual work performed by 
American workers. 

Using the above strategy, American businesses can become more cost-efficient 
and conrpetitive intemationaUy. This approach is a collaborative one, designed to 
empower business with concrete tools and techniques to become in-house experts in work 
redesign and change management 
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la addition to evaluating the organization’s cost structure, service delivery, and 
worka: productivity, training employees to become ageiSte of change is the key to the 
success of any business becoming more competitive. The most effective means to 
accon^lish this task is throu^ the application of a moral compass and sound leadership 
ability. 


As an outgrowth of the vast body of knowledge it has accumulated in helping 
hundreds of organizations successhilly restructure to reduce costs and improve 
productivity, E.C. Murphy has also conducted the most comprehensive empirical study of 
leadKship. Published in his third book. Leadership IQ Dr. Murphy reports the resulm of 
a five-year research study to determine the common characteristics of the world’s most 
accomplished leaders. 

Analyzing the beliefs and practices of more than 1 8,000 managers at 562 large 
and small organizations in the United States and around the world, the study identified 
1,029 individuals \sdio demonstrated exceptional leadership abilities and then isolated the 
qualities that made diose leaders great. 

Those leaders that are considered superior in the eyes of their colleagues and that 
produce superior levels of customer satisfaction, productivity and finardial performance 
are those that ^proach work very differently than average leaders. They master a core 
set of competencies including pragmatism, optimism, commitment, responsibility, 
humility, and an understanding of the importance of individual competence. 

It was also found in this five-: ear substudy, that average leaders, by contrast, 
tend to believe their achievements lay beyond their control, rely on others to lead 
them to success, and have a difficult time breaking fi^e from the bureaucracy of their 
organizational structures to focus on problem solving and instilling pride in their 
employees. 

To maintain the coiqpetitive edge it has in many areas (e.g., technology, 
corrununication and transportation) and to gain it m others, American business must 
continue to retool and restructure to meet ever-increasing competition flom abroad. 
Increasingly, they must also restructure their workers, especially their leaders. A key in 
each of these areas is a clear understanding of work at the individual, group and corporate 
levels. E.C. Murphy’s work with hundreds of businesses of every size and stripe hw 
given it some unique insights in this regard. 


ectestfy.doc 

8/6/96 
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Statement by 
Stephen E. Lamar* 

Before the Houae Ways and Means Trade Subcommittee 

in response to its request for comments on 

US Trade CompetitlTeness and 
Workforce and Education Training 

Thank you for providing an opportunity to submit a statement on the 
relationship between US Trade Competitiveness and Workforce and Education 
Training. 

Clearly, workforce training programs play an integral role In maintaining and 
enhancing US skills to meet international competitive pressures. Whether 
supported by the federal government, by Individual states, or by private 
companies, education and training programs serve as a tangible investment in 
human capital that is often among the most important investments made. 
When properly administered, training programs serve as a catalyst for 
entrepreneurship and provide the flexlbiiity necessary to help firms and 
individuals adapt to the marketplace. 

Unfortunately, a lopsided provision of US trade law the Trade Adjustment 
Assistance fTAA) program, which provides training for workers displaced by 
trade - actually undermines US competitiveness by distorting the public 
understanding of the benefits of free trade. If left unbeilanced, this provision 
could upset the trade agenda for years to come. 

To understand why. the TAA has this effect, one has to look at the character of 
the trade debate tn recent years. Assessments on the North American Free 
Trade Agreement (NAFTA) and the renewed debate over China s most-favored 
nation (MFN) trading status have focused considerable attention on the 
relationship between trade liberalization £uid the creation of American jobs. 
Although this relationship has long been accepted as the basis of a bipartisan 
trade agenda, it has also been soundly criticized by those who disagree with the 
notion that free trade is in the US national interest. 

During the past year, for example. NAFTA critics led by Pat Buchanan and 
Ross Perot, have angrily denounced that trade agreement by pointing to job 
losses, factory shut downs, and Mexico's growing trade surplus with the United 
States. NAFTA proponents have countered by making equily anecdotad claims 
of jobs that NAFTA has saved or created, factory openings, and Mexico's 
irreversible commitment to market-oriented economic rrform. 

Both sides have often backed up their claims with a well-used Reagan-era 
equation which holds that $1 billion In new exports generates roughly 20,000 
US jobs. NAFTA proponents look at In Increase of roughly $5 billion In exports 
to Mexico since NAFTA took effect and see 100.000 new American jobs. 
Applying the statistic tn reverse, which is not entirely accurate since Mexico's 
exports to the United States can displace Imports from other countries as well 
as domestic production, NAFTA opponents look at an increase of $22 billion 
wortfi of imports from Mexico during that same period and see 440,000 lost 
American jobs. 

Fair enough. But NAFTA critics have been able to employ another statistic 
with surprising effect. The NAFTA implementing legislation contains a 


Mr. Lamar is Vice President at Jefferson Waterman International, a government 
relations consultancy firm that advises foreign and domestic clients on US and 
international trade policy. 
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mechanism -- known as NAFTA trade adjustment assistance fTAA) -- under 
which the Federal Government actua% ccrtlhes the number of jobs lost or in 
danger of being lost because of increased Imports from Mexico (but not 
necessauily as a result of NAFTA). The provision is based on a similar TAA 
program that applies to Imports from all over the world. 

To be balanced, these TAA provisions are Intended to provide job retraining 
assistance and other benefits for Individuals who lose their jobs when the 
economy reorients itself to the disciplines of trade liberalization. Some in 
Congress have proposed abolishing this assistance as a way to save money. 
Such programs may be necessary, however, both to soften the blow that trade 
liberalization may hold for some highly-protected industries and to gain some 
political support for a pro-free trade agenda from organized labor interests. 

Unfortunately, a side effect is that these programs disproportionately highlight 
the job-destroying effects. Because US workers and employers have an obvious 
Incentive in reporting such job disruption to the Feder^ Government -- the 
displaced worker receives federal aid from the Government, in addition to 
unemployment insurance, to help locate a new job -- the TAA programs are 
used as a barometer of the kind and number of jobs lost through the effects of 
free trade. 

As a result, NAFTA critics can announce with stunning precision that imports 
from Mexico have resulted In 71,125 job losses from January 1994 to May 
1996. While NAFTA proponents can downplay the relevance and size of this 
statistic, they cannot avoid the fact that, with each passing month, the Labor 
Department is busily certiiylng more and more US workers as being threatened 
by US imports from Mexico. To make matters worse, no similar mechanism 
exists to certify the job-creating effects of NAFTA’s trade liberalization. This 
means that, according to official US Government certlftcations, NAFTA will 
always trigger a net loss of US Jobs. 

What's needed is a program to balance the TAA statistics and certify the job- 
creating effects of trade liberalization. By developing an incentive to report the 
creation of new export -related jobs, the government can more accurately record 
trade-related employment statistics - both the losses and the gains - 
nationwide. Without such a mechanism, free trade proponents will find 
themselves at a disadvantage as they seek to defend US trading relationships -- 
be they with Mexico. China, or other markets - for many years to come. 

One idea is to allow for US-based firms to receive a nominal tax credit for each 
export-related job It has created In the United States during the previous year. 
While it may be dllftcult to structure such a program to conform to our 
obligations under International trading regimes, which prevent most export- 
related subsidies, this kind of program would provide a clear incentive for US 
firms to report their export- related job growth. 

Similarly, the Government could Initiate a TAA-comparable program to provide 
training directly to employees who have recently been hired because of 
increased exports. In this way, we can help employees sharpen their skills to 
remain competitive and keep their jobs as they respond to inevitable changes in 
the world marketplace. 

Another possibility might be to establish a block grant program that can be 
used to support the export promotional or Job training efforts of states that 
can certify trade-related job growth. Under such a scheme, a state government 
would receive federal export or job training dollars based on the number of new 
export-related jobs that were created In the state during the previous 12 
months. Such a program may make budgetary sense as weU since it would 
channel export promotional and educational dollars to the states most able to 
use this assistance. 

Whatever the program. It is clear we need to fundamentally alter the way we 
view trade agreements. Current Congressional budgeting rules already 
overstate the fiscal cost of trade legislation. It is truly a shame that job 
retraining laws understate the employment benefits of trade initiatives as well. 
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U.S. TRADE WITH SUB-SAHARAN AFRICA 


THURSDAY, AUGUST 1, 1996 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Trade, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 10:10 a.m., in 
room 1100, Longworth House Office Building, Hon. Phillip M. 
Crane (Chairman of the Subcommittee) presiding. 

[The advisories announcing the hearing follow:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 


FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721 

June 28, 1996 
No. TR-26 

Crane Announces Hearing on 
U.S. Trade with Sub-Saharan Africa 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing 
on U.S. trade with the countries of Sub-Saharan Africa. The hearing will be the fourth in a 
series that the Subcommittee is holding throughout 1996 on the status and future direction of 
U.S. trade policy. The hearing will take place on Tuesday, July 16, 1996, in the main 
Committee hearing room, 1100 Longworth House Office Building, beginning at 
2:00 p.m. 

BACKGROUND : 

At present, 29 of the 48 countries in Sub-Saharan Africa are members of the World 
Trade Organization. Last year, overall U.S. exports to the region were valued at S5.4 billion, 
while U.S. imports totalled S12.7 billion. Prior to the expiration of the Generali 2 ed System of 
Preferences (GSP) on July 31, 1995, virtually all countries in Sub-Saharan Africa qualified for 
duty-free entry on a wide range of products. In 1994, however, the last calendar year in 
which the program was in effect, GSP imports from Sub-Saharan Africa totalled only S329 
million, a figure representing less than 2 percent of all U.S. imports under the GSP program. 

In 1994, Congress passed the Uruguay Round Agreements Implementing Act, which 
contained a provision requiring the President to produce a comprehensive trade and 
development policy for the countries of Africa. The first of the five reports called for in this 
legislation was submitted to Congress on February 5, 1996. Among other things, the 
President's report proposed the creation of the Africa Trade and Development Coordinating 
Group, an interagency group to be co-chaired by the National Security Council and the 
National Economic Council. 

In announcing the hearing, Chairman Crane stated: "With a combined population of 
nearly 600 million people, Sub-Saharan Africa has the potential to become a major export 
market for U.S. goods and services. Current foreign aid programs, however, have failed to 
establish the private sector foundation that is necessary to serve as the catalyst for Africa's 
development. I look forward to this o^^itunity to bear testimony on how we can initiate and 
pursue a mutually beneficial trade relationship with the countries of Sub-Saharan Africa.” 

FOCUS OF THE HEARING : 

The focus of the hearing will be to review the status of trade relations between the 
United States and the countries of Sub-Saharan Africa, including the Of^rtunities and 
obstacles that currently exist. In addition, the hearing will explore possible ways for the 
United States to expand and facilitate our tnule relations, as well as develop new trade 
opportunities, with Sub-Saharan Africa. 

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD : 

Requests to be heard at the hearing must be made by telephone to Traci Altman or 
Bradley Schreiber at (202) 225-1721 no later than the close of business, Monday, July 8, 

1 9%. The telephone request ^ould be followed by a forma) written request to Phillip D. 
Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representatives, 

1 102 Longworth House Office Building, Washington, D.C. 20515. The staff of the 
Subcommittee will notify by telephone those scheduled to appear as soon as possible after the 
filing deadline. Any questions concerning a scheduled appearance should be directed to the 
Subcommittee staff at (202) 225-6649. 


(MORE) 
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In view of the limited time available to hear witnesses, the Subcommittee may not 
be able to accommodate all requests to be heard. Those persons and organizations not 
scheduled for an oral appearance are encouraged to submit written statements for the record of 
the hearing. All persons requesting to be heard, whether they are scheduled for oral 
testimony or not, will be notified as soon as possible after the filing deadline. 

Witnesses scheduled to present oral testimony are required to summarize briefly their 
written statements m no more than five minutes. THE FIVE-MINUTE RULE WILL BE 
STRICTLY ENFORCED. Tbe fuU writtra statement of each witness will be included 
in the printed record. 

In order to assure the most productive use of the limited amount of time available to 
question witnesses, all wimesses scheduled to appear before the Subcommittee are required to 
submit 200 copies of their prepared statements for mview by Members prior to the hearing. 
Testimony should arrive at the Subcommittee on Trade office, room 1104 Longworth 
House Office Building, no later than 10:00 a.m. on Friday, inly 12 , 1996 . Failure to do 
so may result in tbe wimess being denied the opportunity to testify in person. 

WRITTEN STATEMENTS fN LIEU OF PERSONAL APPEARANCE : 

Any person or organization wishing to std)mit a written statement for the printed 
record of ^e hearing should submit at least six (6) copies of their statement, with their 
address and date of hearing noted, by the close of business, Tuesday, July 30, 1996, to Phillip 
D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representatives, 

1 102 Longworth House Office Building, Washington, D.C. 20515. If those riling written 
statements wish to have their statements distributed to the press and interested public at the 
hearing, they may deliver 200 additional copies for this purpose to the Committee office, 
room 1 1 02 Longworth House Office Building, at least one hour before the hearing begins. 

FORMATTING REQUIREMENTS : 
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Note: All Committee advisories and news releases are now available on the World Wide 
Web at ’HTTP://WWW.HOUSE.GOVAVAYS_MEANS/’ or over the Internet at 
’GOPHER.HOUSE.GOV’ under ’HOUSE COMMITTEE INFORMATION’. 
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***NOTICE - HEARING POSTPONEMENT*** 


ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649 

July 15, 1996 
No. TR-26-Revised 

Crane Announces Postponement for 
Hearing on U.S. Trade with Sub-Saharan Africa 

Congressman Philip M. Crane (R-ILX Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced a postponement of the hearing scheduled for 
Tuesday, July 16, 1996, on U.S. Trade with Sub-Saharan Africa. (See Subcommittee on Trade 
press release No. TR-26, dated June 28, 1996.) 

A new date for the hearing will be announced in the near future. 


***** 


Note: All Committee advisories and news releases are now available on the World Wide Web at 
'HTTP;/AVWW. HOUSE.GOV/WAYS_MEANS/' or over the Internet at 
■GOPHER.HOUSE.GOV' under 'HOUSE COMMITTEE INFORMATION’. 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 


FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649 

July 19, 1996 
No. TR-29 


Crane Reschedules Hearing on 
U.S. Trade with Sub-Saharan Africa 

Congressman Philip M. Crane (R'lL), Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee has rescheduled the 
hearing on U.S. trade with the countries of Sub*Saharan Africa. The hearing will be the fourth in a 
series that the Subcommittee is holding throughout 1996 on the status and future direction of U.S. 
trade policy. The hearing will take plaee on Thursday, Angnst 1, 1996, in the main Committee 
hearing room, 1 100 Longworth House Office Building, beginning at 10:00 a.m. This hearing 
was previously aiumoimced in the Subcommittee on Trade fness release No. TR-26, dated 
June 28, 1996. 


The focus of the hearing will be to review the status of trade relations between the United 
States and the countries of Sub-Saharan Africa, including the opportunities and obstacles that 
currently exist. In addition, the bearing will explm:e possible ways for the United States to expand 
and facilitate our trade relations, as well as develop new trade opportunities, with Sub-Saharan 
Africa. 

WRITTEN STATEMENTS IN UEU OF PERSONAL APPEARANCE : 

As indicated in press release No. TR-26, the final date for submitting requests to testify orally 
was Monday, July 8, 1996, and testimony will be raceived only from those public witnesses 
have already requested to testify. Any person or organization wishing to sulnnit a writteo statement 
for the printed record of the hearing ^uld submit at least six (6) copies of their statemeat, with 
their address and date of bearing noted, by tite close of busmess, Thursday, August IS, 1996, to 
Phillip D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Repceseotatives, 
1102 Loi^orth House Office Buildup, Wmhington, D.C. 20515. If those filing written statemcDts 
wish to have their statements distributed to the press and interested public at the bearing, they may 
deliver 200 additional copies for (his purpose to the Committee office, room 1 102 Longworth House 
Office Building, at least one hour before the hearing begins. 

FORMATTING REQUIREMENTS : 
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Note: All Committee advisories and news releases are now available oa the World Wide Web at 
’http://WWW.HOUSE.GOV/WAYS_MEANS/’ or over the Internet at ’GOPHERJIOUSE.GOV* 
under ’HOUSE COMMITTEE INFORMATION’. 
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Chairman Crane. Good morning. I want to welcome our wit- 
nesses and guests to this hearing of the Trade Subcommittee on 
trade expansion between the United States and the countries of 
sub-Saharan Africa. 

For many years the United States has supported a variety of for- 
eign assistance programs that have sought to aid the countries of 
sub-Saharan Africa. Unfortunately, traditional foreign aid has not 
led to the level of economic development that we would all like to 
see today on the African continent. In the long run, private sector 
investment and development must serve as the catalyst for the 
countries of sub-Saharan Africa to compete in the global market- 
place and to improve the standard of living for their citizens. 

With a combined population of nearly 600 million people, sub- 
Saharan Africa can and should become a major export market for 
U.S. goods and services. However, the region’s immediate potential 
does not seem to be reflected either in the investment decisions of 
individual businesses or in the U.S. Government’s export develop- 
ment priorities, including high-profile trade missions. 

In this context, I believe it is time for us to re-examine the na- 
ture of our relationship with sub-Saharan Africa and to focus our 
attention on ways to facilitate private sector trade and investment 
in the region. 

In 1994, Congress took an initial step in this direction by asking 
the President to develop a comprehensive trade and development 
policy for the countries of sub-Saharan Africa as part of the 
Uruguay Round Agreements Act. The first of the five annual re- 
ports required under this provision were submitted by President 
Clinton earlier this year. The President’s report, in turn, has gen- 
erated a broader discussion among many of my colleagues, the 
business community and the public, on the future direction of U.S. 
economic relations with sub-Saharan Africa. 

In this context, I have been pleased to work with my colleague 
on the Ways and Means Committee, Congressman Jim McDermott, 
toward developing a bipartisan proposal to facilitate the economic 
development of sub-Saharan Africa by expanding our trade rela- 
tions with the region. We hope to introduce a bill on this subject 
in September. 

I look forward to our witnesses’ testimony today and hope that 
it will help us to identify ways that we might elevate the priorities 
of business and government toward sub-Saharan Africa and pursue 
mutually beneficial trade expansion efforts. 

We do have a full schedule today, however, and I would like to 
remind our witnesses to try and contain their oral testimony — with 
one exception, if Mr. Jefferson will indulge Mr. McDermott — to try 
and summarize in 5 minutes and then submit your complete 
written statements for the record. 

We will break for a short recess after our first panel of private 
sector witnesses testify and reconvene at 2 to receive testimony 
from Assistant Secretary of State George Moose and our second 
panel of witnesses. 

[The opening statements follow:] 
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Opening Statement of Hon. Philip M. Crane 

Good afternoon. I want to welcome our witnesses and guests to this hearing of 
the Trade Subcommittee on trade expansion between the United States and the 
countries of Sub-Saharan Africa. 

For many years, the United States has supported a variety of foreign assistance 
programs that have sought to aid the countries of sub-Saharan Africa. Unfortu- 
nately, traditional foreign aid has not led to the level of economic development that 
we would all like to see today on the African continent. In the long run, private sec- 
tor investment and development must serve as the catalyst for the counfries of sub- 
Saharan Africa to compete in the global marketplace and to improve the standard 
of living for their citizens. 

With a combined population of nearly 600 million people, sub-Saharan Africa can 
and should become a major emort market for U.S. goods and services. However, the 
region’s immediate potential does not seem to be reflected either in the inv^tment 
decisions of individual businesses or in the U.S. Government’s export development 
priorities, including high-profile trade missions. 

In this context, I beueve it is time for us to reexamine the nature of our relation- 
ship with sub-Saharan Africa and to focus our attention on ways to facilitate private 
sector trade and investment in the region. In 1994, Congress took an initial step 
in this direction by asking the President to develop “a comprehensive trade and de- 
velopment policy for the countries of sub-Saharan Africa” as part of the Uruguay 
round Agreements Act. The first of the five annual reports required under this pro- 
vision was submitted by President Clinton earher this year, the President’s report, 
in turn, has generated a broader discussion among many of my colleagues, the busi- 
ness commimity, and the public on the future direction of U.S. economic relations 
with sub-Saharan Africa. 

In this context, I have been pleased to work with my colleague on the Ways and 
Means Committee, Congressman Jim McDermott, toward developing a bipartisan 
proposal to facilitate the economic development of sub-Saharan AMca by expanding 
oim trade relations with the region. We hope to introduce a bill on this subject in 
September. I look forward to our witnesses’ testimony today and hope that it will 
help us to identify ways that we might elevate the priorities of business and govern- 
ment toward sub-Saharan Africa and pursue mutuwy beneficial trade expansion ef- 
forts. 

We do have a full schedule today, however, and I would like to remind our wit- 
nesses to contain their oral testimony to five minutes and ask them to submit their 
complete written statement for the record. We will break for a short recess after our 
first panel of private sector witnesses testify and reconvene at 1:30 p.m. to receive 
testimony from Assistant Secretary of State George Moose and our second panel of 
witnesses. 


Opening Statement of Hon. Jim Ramstad 

Mr. Chairman, thank you for calling today’s hearing to discuss U.S. trade with 
the 48 countries of Sub-Saharan Africa. 

Since the end of the Cold War, we have witnessed great political and economic 
hberalizations by many countries throughout Eastern Europe and the former Soviet 
Union. 

While the efforts of many African nations have not commanded as much attention 
as the former Soviet-controlled countries, they too have taken steps to adopt demo- 
cratic political principles and market-bas^ economic reforms. 

as tnese Sub-Saharan Africa nations implement important economic reforms to 
encourage investment and trade development, we must review our relationship with 
them and ensure that our policies support their pro-growth initiatives, as well as 
promote American economic and security interests in the region. 

I look forward to hearing from todays witnesses about the future of U.S. trade 
with Sub-Saharan Africa and ways in which we can facilitate increased trade be- 
tween our nations. 

’Thanks again for calling this hearing, Mr. Chairman. 

Mr. Crane. I would now like to recognize Mr. Rangel for an 
opening statement. 

Mr. Rangel. Thank you, Mr. Chairman. I want to thank my 
colleagues for their interest in this subject and in calling attention 
to the potential market that we have in Africa and in sub-Saharan 
Africa. 
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I look forward to listening to the ideas that you have, and recog- 
nize that for so long they have been ignored in the United States. 
We also cannot forget the major thrust that Ron Brown had in not 
only recognizing the potential of African markets but, more impor- 
tantly, the need to remove the impediments that the private sector 
and others have in order to tap this emerging and dynamic African 
market. 

Ron Brown has done a lot and there is no question that Mickey 
Kantor and the dedicated staff that we have in Commerce would 
want us to move forward. With your leadership, Mr. Chairman, 
and that of Members of Congress who have focused on this area, 
it can only mean a more prosperous and productive United States, 
and a more meaningful partnership with a continent, especially in 
South Africa, that can be an engine to improve our trade relation- 
ships and improve the quality of life of all of the people in that re- 
gion. It is going to take this sound economic basis in order to make 
certain that we can have the relative tranquility politically that is 
so important for all nations if we are going to move forward. 

Mr. McDermott and his staff have worked constantly in trying to 
bring some balance to this issue, and Congressman Jefferson, as 
well as Don Payne and so many others who have worked hard to 
get us to focus attention on this. 

Mr. Chairman, as in so many other areas, your leadership will 
mean a lot, not only for our Subcommittee but, of course, for the 
Full Committee and, therefore, the Congress. So, I am very anxious 
to hear your testimony, and just as anxious to find out where you 
think we should move from where we are now. 

Thank you, Mr. Chairman. 

Chairman Crane. Thank you, Mr. Rangel. 

I welcome our colleagues to testify this morning, Mr. McDermott 
and Mr. Jefferson, a former Member of this Subcommittee. It is 
nice to have you back today. 

Mr. McDermott, as indicated by Mr. Rangel, has been spearhead- 
ing this effort, and I welcome all of the bipartisan cooperation he 
has given and look forward to advancing this legislation. 

I would now like to yield to Mr. McDermott. 

Mr. Rangel. Mr. Chairman, is it safe to say that the new ratios 
we expect next year would bring Mr. Jefferson back to the 
Subcommittee? [Laughter.] 

Chairman Crane. No, but we welcome you an3rway. 

STATEMENT OF HON. JIM MCDERMOTT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WASHINGTON 

Mr. McDermott. Thank you, Mr. Chairman, and Members of the 
Subcommittee. 

I want to begin by saying, were it not for Mr. Crane, this would 
not be happening. This is a rare example in this Congress, perhaps, 
of a bipartisan, a truly bipartisan effort, and I want to publicly 
acknowledge the fact that you have been very important in this 
whole process. 

I want to compliment you for putting this whole issue on your 
review of trade policy, and I look forward to working both with you 
and with Mr. Rangel, in whatever relationship the future may 
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bring, because this issue will not go away, no matter where we are 
in the next Congress. 

I think that my presentation today will focus on two issues: 
First, I want to give my view of the U.S. trade policy toward sub- 
Saharan Africa; and second, I would like to describe a new initia- 
tive to expand trade and investment between the United States 
and those economies in sub-Saharan Africa that are committed to 
economic reform and supporting private sector growth. 

The first and most important thing that one must say about U.S. 
trade policy toward sub-Saharan Africa is that there is no U.S. 
trade policy toward sub-Saharan Africa. 

I realized 2 years ago, during the process of adopting the 
Uruguay Round A^eements Act, that we had no policy and no real 
interest in expanding our trade with sub-Saharan Africa. It was 
very clear in 1994 that we did not have a comprehensive and fo- 
cused approach, and I decided to offer an amendment that I hoped 
would begin a serious debate and reevaluation of our approach to 
sub-Saharan Africa. 

The amendment that I offered in 1994 directed the President to 
develop a trade and development policy for the countries of sub- 
Saharan Africa. This amendment, section 134 of the Uruguay 
Round Agreements Act, was passed by a voice vote in the House 
and the Senate. Fourteen months later, on February 5, 1996, the 
President submitted his response. Unfortunately, the President’s 
response fell short of our minimum expectations. There has been 
no debate or serious discussion within the administration, no re- 
evaluation, no creative thinking about a new, more productive en- 
gagement as buyers and sellers as opposed to donor and recipient. 

Unfortunately, masquerading as a trade and development policy 
are an assortment of programs and initiatives that do not work 
well together, have no central focus, policy or direction. It is a com- 
pilation of the programs and initiatives that are trapped in the cold 
war mentality and is almost a paternalistic approach to sub- 
Saharan Africa. 

A very good example of this, in my opinion, is the disjointed ap- 
proach of the Binational Commission with South Africa. While I 
support the intent and the goals of that commission, I cannot help 
but ask the question: Where is the policy that drives this commis- 
sion and how does it relate to the other countries in sub-Saharan 
Africa who have struggled with structural adjustment programs 
and economic reforms without any substantive response from the 
Clinton administration? Does the Vice President’s commission offer 
the same help to Ghana, Uganda, or Cote d’Ivoire, to just name a 
few, or is it simply an approach for South Africa? 

I recommend to everybody on the Subcommittee that they read 
the President’s trade development policy, which was submitted to 
the Congress last year, and the unbiased evaluation of that report 
by the Congressional Research Service. 

Mr. Chairman, I believe that Africans are responsible for their 
future, but I think the United States, the world’s largest market 
and most vibrant economy, lacks a creative and comprehensive 
trade policy toward sub-Saharan Africa. We have failed to provide 
the kind of constructive relationship that would make that future 
brighter. 
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In summary, I believe that the U.S. trade policy with sub- 
Saharan Africa must be based on building institutional ties with 
the economies and leaders who are committed to the necessary eco- 
nomic and political reforms that support private sector growth and 
vitality. I also believe that our trade policy must help to open U.S. 
markets, technology, management expertise, and capital to sub- 
Saharan Africa’s vast potential. 

We cannot simply rely on traditional development assistance. 
Traditional development assistance is only one part of what the 
United States needs to be doing in sub-Saharan Africa. Unfortu- 
nately, traditional development assistance has been our dominant 
response to Africa for over 30 years. I believe it is time for a major 
shift in attitude, policy and commitment. 

The proposal which I will describe to you today is in response to 
the growing number of African governments and entrepreneurs 
who prefer to have America’s trade and investment, not just our 
aid. Our proposal rejects the old donor/recipient model for every 
country in sub-Saharan Africa. Our proposal creates a transition 
path from development assistance to economic self-sufficiency for 
countries committed to political and economic reform and strong 
support for the private sector. 

This proposal takes a very nontraditional approach to sub- 
Saharan Africa. Despite what you see in the papers about Liberia, 
Somalia, Rwanda or Burundi, I believe that a growing number of 
countries in sub-Saharan Africa are reasonably good investments. 
To use a Wall Street term on this, I would say I am “bullish” on 
Africa’s potential. 

Despite all the problems, expanded trade and investment with 
sub-Saharan Africa, if done right, can mean a reasonable return on 
investment, increased per capita incomes, and substantial job cre- 
ation. It is time the United States changed its approach to sub- 
Saharan Africa. It is time the United States changed its attitude 
about doing business in sub-Saharan Africa. To do that, we must 
build institutionalized relationships and policies based on strong 
trade and investment ties with those countries that have taken on 
the difficult job of political and economic reform. 

This is not to say that they have done everything right, that re- 
forms have worked in every country, because in many cases they 
have not. But I am saying that if you are ready to make the nec- 
essary economic reforms, then the richest economy in the world 
should be willing to help the poorest economies make the transition 
from dependency to buyer/seller in the international marketplace. 

Africa’s efforts at self-sufficiency should not go unsupported. Now 
the question is, what is the best way to do this? Well, I believe that 
the United States can do more for those African economies commit- 
ted to economic reform through our markets, our management ex- 
pertise, our capital and our technology, than we can ever hope to 
do through our limited and shrinking aid programs. 

In March of this year, we formed the bipartisan African Trade 
and Investment Caucus to develop a congressional policy on trade 
and investment with sub-Saharan Africa. As we all know, the 
Congress is not well suited for this kind of job. It has been difficult, 
and I do not profess to be putting forward all the answers. 
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But let me start by addressing the greatest misconception about 
this proposal. I do not — and I want to emphasize — do not propose 
to cut health, education, population programs, democracy initia- 
tives, conflict resolution support or child survival funding to fund 
this proposal. I believe there are a number of African countries who 
will continue to need traditional development assistance as they 
struggle to develop civil societies. Our aid dollars and programs are 
important to them, and I support funding for these efforts. 

On the other hand, my proposal is designed to create a com- 
prehensive trade and investment strategy for those economies in 
sub-Saharan Africa who have a record of commitment to market- 
based economics and to supporting their private sector. We want 
to tie those economies to the U.S. economy. 

I have had discussions with African ambassadors in Washington, 
and they have communicated to their governments. But, this pro- 
posal lacks an important element, and that is substantive input 
from African business leaders and governments. I can only say 
that, in politics, one must take advantage of opportunities when 
they present themselves. It is rare to be able to do all that you 
should do. So, I view our effort as a good beginning, and I welcome 
the constructive input from all interested parties. I invite your 
input as we go through the legislative process, and I want to tell 
you that Africa has a new set of friends in Congress. There are 
many, both Republicans and Democrats, who want to see a Af- 
ferent, more productive, and mutually beneficial relationship. 

Now let me describe the proposal. It is composed of tlmee pri- 
mary cornerstones and several key initiatives. 

The first cornerstone is the negotiation of a U.S.-Africa free trade 
area by 2020. A few African countries have begun the difficult job 
of integrating into the global economy. Many African countries 
have become signatories to the Uruguay round. 

Now the difficult work begins of removing tariff and nontariff 
barriers to trade. The free trade area gives us the opportunity to 
begin the process of bilateral and multilateral discussion that, over 
a number of years, will lead to the type of economic and trade rela- 
tions that are mutually beneficial to Africa and the United States. 

Obviously, this will take some real creativity and commitment, 
but we think that a U.S.-Africa free trade area is fundamental to 
our overall trade and investment strategy. We expect these nego- 
tiations will begin with very smcill steps in the direction of a free 
trade area, and that the negotiations will explicitly recognize the 
huge differences in the various economies. But, it is our hope that 
we can jointly craft an institutional framework that is satisfactory 
to Africa and to the United States. 

We are outcome oriented. We want to support the kinds of poli- 
cies that expand trade and investment, that generate jobs in Africa 
and the United States, and that stren^hen economic ties between 
the United States and Africa. By making a commitment to reach 
a free trade area in 25 years, we think that we have a chance to 
be successful. 

This idea I credit to Mr. Crane, because it was his idea and it 
got incorporated because of his involvement in this initiative. 

The second cornerstone is the creation of a U.S.-Africa economic 
cooperation forum. This idea is loosely modeled on APEC. Until 
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Secretary Brown visited Africa earlier this year, as mentioned by 
Mr. Rangel, no Secretary of Commerce had been there since 1982. 
Can anybody on this Subcommittee think of any Secretary of State 
or Treasury who has paid an official visit to Africa? It has been a 
long time since any cabinet member has thought of Africa other 
than as a recipient of donor aid, or as a humanitarian basket case. 

This forum will begin to change that way of thinking about 
Africa. The forum will meet annually to lay out an agenda that will 
allow for bilateral and multilateral initiatives. 

There will be opportunities for the private sector and NGO, non- 
governmental organizations, participation. The forum will be a 
place where issues and concerns can be discussed at the highest 
levels. The forum will demonstrate to the international community 
that the United States takes Africa seriously, that we want to ex- 
pand and enrich our economic ties with Africa, that we are in for 
the long haul and will compete with the Europeans and the Asians. 

It is my hope that the forum will also send a signal to our busi- 
ness community that the U.S. Government is committed to making 
it easier to do business in Africa. 

The third cornerstone is the U.S.-Africa Trade and Investment 
Partnership. We propose a $100 million partnership program to 
support privately — and I underline — privately managed equity and 
infrastructure funds that will leverage private financing for small 
and moderate sized African businesses. A growing number of 
equity and portfolio funds have been created for Africa over the 
last 3 years. We believe that Africa’s needs require more sophisti- 
cated financial instruments and approaches. 

Our funds will do three things. First, they will help mobilize pri- 
vate savings from developed economies for equity investment in 
Africa; second, they will stimulate the growth of securities markets 
in Africa; and third, they will improve access to third party equity 
and management advice for Africa’s small and medium sized firms. 

We want to attract American technical and managerial expertise 
to financially feasible projects in Africa. Doing business in Africa 
is difficult and expensive. We have to find ways of making it at- 
tractive and efficient to look at not only the great business deal, 
but also the financially feasible deal. 

The demand for infrastructure in Africa is enormous, but the re- 
sponse from the international finance community has not been 
promising. Our infrastructure fund will be the first created for 
Africa. We are beginning to see a number of African governments 
increasingly opt for construction and management of infrastructure 
projects throughout the private sector. The size, complexity, and 
uncertain profitability of such projects have, in the past, discour- 
aged many U.S. investors from participating. But, it is clear that 
Africa’s future competitiveness depends on reliable telecommuni- 
cations, roads, railways, and power plants. 

By creating an infrastructure fund, we hope to be able to attract 
U.S. investors to potentially profitable projects. The Asian infra- 
structure fund is one example of the kind of impact we think this 
fund could have in Africa. 

The principal goal of these three cornerstones — the free trade 
area, the forum, and the partnership program — is to attract the 
international project finance market to Africa and to make it finan- 
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dally feasible for U.S. investors to partidpate in profitable busi- 
ness opportunities in Africa. If we can do that, we will see substan- 
tial job growth, increases in per capita incomes, and expanded 
trade between the United States and Africa. 

Now, some may think this is naive, overly optimistic, or just com- 
pletely unrealistic. Well, it is time that someone was optimistic 
about Africa, that someone was willing to challenge the status quo. 
That is what we intend to do here. 

Now, the three cornerstone programs will take time to imple- 
ment, but there is one initiative that could have an immediate 
impact in at least three or four African countries. 

African textile and apparel exports to the United States rep- 
resent less than 1 percent, $350 million, of the total export market 
of $43 billion of exports into this country. We have drafted a policy 
that could immediately be implemented and would not threaten 
U.S. jobs or disrupt our domestic economy. Specifically, we are pro- 
posing that there be no adverse actions taken by the U.S. Govern- 
ment to restrict any textile or apparel from sub-Saharan Africa 
from entering the United States prior to the aggregate of such 
trade exceeding $3.5 billion annually. 

This policy should be applicable to sub-Saharan Africa until the 
multifiber agreement expires in 2005. Over the life of the 
multifiber agreement, this represents about $32 billion in potential 
exports to the United States and generates jobs and tax revenue 
for Africa. To put this initiative in perspective, the United States 
has given $25 billion in foreign aid to Africa over the last 34 years. 
Of course, we support the application of international labor and 
human rights standards as this proposal is implemented. 

Just about all emerging economies have historically used the tex- 
tile and apparel sector as an entry point to manufacturing. Once 
workers buildup skill and dexterity in garment production, they are 
generally ready for the introduction of new manufacturing 
industries. 

In addition to the equity and infrastructure funds, and the textile 
and apparel initiative, I am proposing two changes in how the 
board of directors of the Export-Import Bank operates. First, the 
composition of the board of directors will have to include one per- 
son who has extensive private sector experience in sub-Saharan 
Africa. 

Second, the board of directors are required to establish a private 
sector advisory Committee to assist in developing and implement- 
ing policies, programs, and financial instruments designed to sup- 
port the expansion of, and increase in the provision of loans, guar- 
antees and insurance with respect to sub-Saharan Africa. 

I believe that these two initiatives will help the Export-Import 
Bank to expand coverage beyond the nine countries currently eligi- 
ble for financing without violating generally accepted credit stand- 
ards. I want to emphasize that I am committed to coming up with 
financially responsible procedures that will allow the Export- 
Import Bank to do its job in sub-Saharan Africa. 

In 1994, the cumulative value of export financing guarantees, in- 
surance and loans for sub-Saharan Africa was $25.8 million. That 
represents 0.2 percent of total Export-Import Bank financing. I 
think there are ways to turn this around without ignoring our fidu- 
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ciary responsibility. This is an important priority and we hope to 
have some positive initiatives coming out of the Export-Import 
Bank in the next 12 months. 

I have tried to lay out rather quickly for you — and it has taken 
a little longer than 5 minutes, Mr. Chairman — our proposal, and to 
give you an idea of the commitment that many of us have to a radi- 
cal shift in emphasis toward a private sector and market incentives 
approach to stimulating economic growth and reducing poverty in 
Africa. 

This trade and investment proposal is not for all of sub-Saharan 
Africa. To participate, a country will have to meet eligibility re- 
quirements based on a strong commitment to economic and trade 
liberalization. We are proposing to move away from “if you reform 
your economy, we will give you development assistance,” to a more 
dynamic response that says, “if you liberalize your trade, political 
and economic policies, we will expand our trade and investment 
relation with you.” 

We want to create a transition path from development assistance 
to self-sufficiency for those economies committed to economic re- 
form. At the end of a 5- or 10-year period, the countries participat- 
ing in this initiative will be receiving substantially less develop- 
ment assistance because of their expanded trade and investment 
ties with the United States. 

This will mean that, even with our domestic budget squeeze, we 
would be able to continue to help those sub-Saharan African coun- 
tries that require traditional development assistance. In fact, there 
may be more money available, since the countries that we will 
focus on tend to be USAID’s priority countries, the ones that tend 
to get the most money from the United States 

I thank you for your extending my time, and I welcome the 
questions of the Subcommittee. 

[The prepared statement follows:] 
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Statement by Representative Jim McDermott 
before the Subcommittee on Trade 
Committee on Ways and Means 
U.S. Trade Policy with Africa 
August 1, 1996 

Thank you for allowing me to testify on a subject that has received far too little 
attention. I want to compliment Chairman Crane for including sub-Saharan Africa in his 
review of U.S. trade policy and for his strong and determined leadership as the 
Chairman of the Subcommittee on Trade. I look forward to working with you and 
Congressman Rangel to build a vibrant and economically rewarding relationship with 
sub-Saharan Africa. 

My presentation today will focus on two issues; first, I will give you my view of U.S. 
trade policy toward sub-Saharan Africa; and second, I will describe a new initiative to 
expand trade and investment between the U.S. and those economies in sub-Saharan 
Africa that are committed to economic reform and supporting private sector growth. 

The first and most important thing that one must say about U S. trade policy towards 
sub-Saharan Africa is that there is no U.S. trade policy towards sub-Saharan Africa. 

I realized two years ago, during the process of adopting the Uruguay Round 
Agreements Act, that we had no policy and no real interest in expanding our trade with 
sub-Saharan Africa. It was very clear in 1994, that we did not have a comprehensive 
and focussed approach there. I decided to offer an amendment that I hoped would 
begin a serious debate and reevaluation of our approach to sub-Saharan Africa. The 
amendment that I offered in 1994 directed the President to develop a trade and 
development policy tor the countries of sub-Saharan Africa. That amendment - section 
1 34 of the Uruguay Round Agreements Act — was passed by voice vote in the House 
and the Senate. Fourteen months later, on Febaiary 5th, 1996, President Clinton 
submitted his response. Unfortunately, the President's response fell short of our 
minimum expectations. There has been no debate or serious discussion with the 
administration, no reevaluation, no creative thinking about a new more productive 
engagement as buyers and sellers as opposed to donor and recipient. 

Unfortunately, masquerading as a trade and development policy are an assortment of 
programs and initiatives that don't work well together, have no central focus, policy or 
direction. A compilation of programs and initiatives that are trapped in a cold war and 
almost paternalistic approach to sub-Saharan Africa. A very good example of this 
disjointed approach is the Vice President Gore's Bi-National Commission with South 
Africa. This commission is a prime example of the administration’s disjointed approach 
to sub-Saharan Africa. While I support the intent and the goals of the commission, I 
can't help but ask the question: Where is the policy that drives this commission and 
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how does it relate to theiother countries in sub-Saharan Africa who have struggled with 
structural adjustment programs and economic reform programs without any substantive 
response from the Clinton administration? Does the Vice President's plan offer the 
same help to Ghana, Uganda, and Cote d'Ivoire, to name a few, or is this approach just 
for south Africa? 

I recommend that you read the President's trade and development policy for the 
countries of sub-Saharan Africa, submitted to Congress earlier this year, and the 
unbiased evaluation of that report by the Congressional Research Sen/ice. 

Mr. Chairman, I believe that Africans are responsible for their future, but I think 
because the U.S.- the world's largest market and most vibrant economy - lacks a 
creative and comprehensive trade policy towards sub-Saharan Africa, we have failed 
to provide the kind of constructive relationship that would make that future brighter. 

In summary, I believe that U S. trade policy with sub-Saharan Africa must be based on 
building institutional ties with the economies and leaders who are committed to the 
necessary economic and political reforms that support private sector growth and 
vitality. I also believe that our trade policy must help to open U.S. markets, technology, 
management expertise, and capital to sub-Saharan Africa's vast potential. We cannot 
simply rely on traditional development assistance. Traditional development assistance 
is only one part of what the U.S needs to be doing in sub-Saharan Africa. 
Unfortunately, traditional development assistance has been our dominant response to 
Africa for over thirty years. I believe that it is time for a major shift in attitude, policy and 
commitment. 

The proposal that I will describe to you today is in response to the growing number of 
African governments and entrepreneurs who prefer to have America's trade and 
investment, not just our aid. Our proposal rejects the old donor/recipient model for 
every country in sub-Saharan Africa. Our proposal creates a transition path from 
development assistance to economic self-sufficiency for countries committed to political 
and economic reform and strong support for the private sector. 

This proposal takes a very non traditional approach to sub-Saharan Africa; despite 
Liberia, Somalia, Rwanda, and Burundi, I believe that a growing number of countries in 
sub-Saharan Africa are reasonably good investments To use a Wall Street term - 1 
am bullish on Africa's potential. 

Despite all the problems, expanded trade and investment with sub-Saharan Africa, - if 
done right, - can mean a reasonable return on investment, increased per capita 
incomes, and substantial job creation. I think that it is time the U.S. changed its 
approach to sub-Saharan Africa; it is time the U.S. changed its attitude about doing 
business in sub-Saharan Africa. 
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To do that, we must build an institutionalized relationship and policy based on strong 
trade and investment ties with those sub-Saharan African countries that have taken on 
the difficult job of political and economic reform. 

This is not to say that they have gotten everything right, that reforms have worked in 
every country, because in many cases they have not, but I am saying that if you're 
ready to make the necessary economic reforms, then the richest economy in the world 
should be willing to help the poorest economies make the transition from aid 
dependency to buyer and seller in the international marketplace. 

Africa’s efforts at self-sufficiency should not go unsupported. Now, the question is, what 
is the best way to do this? 

Well, I believe that the U.S. can do more for those African economies committed to 
economic reform through our markets, our management expertise, our capital, and our 
technology, than we could ever do through our limited and shrinking aid programs. 

In March of this year, we formed the bipartisan African Trade and Investment Caucus to 
develop a Congressional policy on trade and investment with sub-Saharan Africa. As 
you may know. Congress is not well suited for this type of job. It has been diffpcult, and 
I don't profess to have all the answers 

Let me start out by addressing the greatest misconception about this proposal. 

I do not propose to cut health, education, population programs, democracy initiatives, 
conflict resolution support or child survival funding to fund this proposal. 

I believe that there are a number of African countries who will continue to need 
traditional development assistance as they struggle to develop civil societies. Our aid 
dollars and programs are important to them and I support funding for these efforts. 

On the other hand, my proposal is designed to create a comprehensive trade and 
investment strategy for those economies in sub-Saharan Africa who have a record of 
commitment to market based economics and to supporting their private sector - we 
want to tie those economies to the U.S. economy. 

While I have had discussions with African Ambassadors in Washington and they have 
communicated to their governments, this proposal lacks a very important element, and 
that is substantive input from African business leaders and governments. I can only 
say that in politics, one must take advantage of opportunities when they present 
themselves. It is rare to be able to do all that you should do So I view our effort as a 
good beginning. I welcome the constructive input from all interested parties. 
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I invite your input as we go through the legislative process and I want to tell you that 
Africa has a new sot of friends in the U S Congress. There are many, both 
Republican and Democrat, who want to see a different, more productive, and mutually 
beneficial relationship. 

Now let me describe our proposal It is composed of three primary cornerstones and 
several key initiatives. 

The first cornerstone is the negotiation of a U.S.- Africa free trade area by 2020. A few 
African countries have begun the difficult job of integrating into the global economy. 
Many African countries have become signatories to the Uruguay Round Agreements 
Act. 

Now the difficult work begins of removing tariff and non-tariff barriers to trade. The free 
trade area gives us the opportunity to begin the process of bilateral and multilateral 
discussion that, over a number of years, will lead to the type of economic and trade 
relations that are mutually beneficial to Africa and the U.S. 

Obviously, this will take some real creativity and commitment, but we think a U.S. - 
Africa free trade area is fundamental to our overall trade and investment strategy. We 
expect that these negotiations will begin with very small steps in the direction of a free 
trade area and that the negotiations will explicitly recognize the huge differences in the 
various economies. But, it is our hope that we can jointly craft an institutional 
framework that is satisfactory to Africans and to the U.S. 

We are outcome oriented, we want to support the kinds of policies that expand trade 
and investment, that generate jobs in Africa and the U S., and that strengthen 
economic ties between the U.S. and Africa. By making a commitment to reach a free 
trade area in 25 years, we think that we have a chance to be successful. 

The second cornerstone is the aeation of a U.S. - Africa economic cooperation forum. 
This idea is loosely modeled on APEC. Until Seaetary Brown visited Africa earlier this 
year no Secretary of Commerce had been there since 1982. Can any of you think of 
the last time a Secretary of State or Treasury paid an official visit to any country in 
Africa? It has been a long time since any cabinet member has had to think of Wrica 
other than as a recipient of donor aid, or as a humanitarian basket case. 

The Forum will begin to change that way of thinking about Africa. The Forum will meet 
annually to layout an agenda that will allow for bilateral and multilateral initiatives. 

There will be opportunities for private sector and NGO participation. The Forum will be 
the place where issues and concerns can be discussed at the highest levels. The 
Forum will demonstrate to the international community that the United States takes 
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Africa seriously That we want to expand and enrich our economic ties with Africa. 

That we are in for the long haul and will compete with the Europeans and the Asians 

It is my hope that the Forum will also send a signal to our business community that the 
U.S. government is committed to making it easier to do business in Africa. 

The third cornerstone is the U S - Africa trade and investment partnership. We 
propose a $100 million partnership program to support privately managed equity, and 
infrastructure funds that will leverage private financing for small and moderate sized 
African businesses. A growing number of equity and portfolio funds have been created 
for Africa over the last three years. We believe that Africa’s needs require more 
sophisticated financial instruments and approaches. 

Our funds will do three things, first they will help mobilize private savings from 
developed economies for equity investment in Africa: second, they will stimulate the 
growth of securities markets in Africa; and third, they will Improve access to third party 
equity and management advice for Africa's small and medium sized firms. 

We want to attract American technical and managerial expertise to financially feasible 
projects in Africa. Doing business in Africa is difficult and expensive, we have to find 
ways of making it attractive and efficient to look at not only the great business deal, but 
the financially feasible deal. 

The demand for infrastructure in Africa is enormous, but the response from the 
international finance community has not been promising. Our infrastructure fund will be 
the first created for Africa. We are beginning to see a number of African governments 
increasingly opt for construction and management of infrastructure projects through the 
private sector. The size, cxsmplexity, and uncertain profitability of such projects have, in 
the past, discouraged many U.S. investors from participating. But it is clear that 
Africa's future competitiveness depends on reliable telecommunications, roads, 
railways, and power plants. 

By creating an infrastructure fund we hope to be able to attract U.S. investors to 
potentially profitable projects. The Asian infrastructure fund Is one example of the kind 
of impact that we think this fund could have in Africa. 

The principal goal of our three cornerstones — the free trade area, the forum, and the 
partnership program -- is to attract the international project finance market to Africa, 
and to make it financially feasible for U.S. investors to participate in profitable business 
opportunities in Africa. If we can do that, we will see substantial job growth, increases 
in per capita incomes, and expanded trade between the U.S. and Africa. 

Some may think that this is naive, overly optimistic, or just completely unrealistic. Well, 
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I think that it is time that someone was optimistic about Africa; that someone was willing 
to challenge the status quo. That’s what we intend to do. 

While the three cornerstone programs will take time to implement, there is one initiative 
that could have an immediate impact in at least three or four African countries. 

African textile and apparel exports to the U.S. represent less than ^% (about $350 
million) of the total import market of $43 billion. We have drafted a policy that could be 
implemented immediately and would not threaten U.S. jobs or disrupt our domestic 
industry. 

SpeciTically, we are proposing that there be no adverse actions taken by the U.S. 
government to restrict any textile or apparel from sub-Saharan Africa from entering the 
U.S. prior to the aggregate of such trade exceeding $3.5 billion annually. 

This policy shall be applicable to sub-Saharan Africa until the multi Tiber agreement 
expires in 2005. Over the life of the muKi fiber agreement, this represents about $32 
billion in potential exports to the U.S. and generates jobs and tax revenue for Africa. 

To put this initiative in perspective, the U.S. has given $25 billion in foreign aid to Africa 
over the last 34 years. Of course we support the application of international labor and 
human rights standards as this proposal is implemented. 

Just about all emerging economies have historically used the textile and apparel sector 
as an entry point to manufacturing. Once workers build up skill and dexterity in 
garment production, they are generally ready for the introduction of new manufacturing 
industries. 

In addition to the equity and infrastructure funds and the textile and apparel initiative, I 
am proposing two changes in how the board of directors of the export-import bank 
operates. First, the composition of the board of directors will have to include one 
person who has extensive private sector experience in sub-Saharan Africa. Second, 
the board of directors are required to establish a private sector advisory committee to 
assist in developing and implementing policies, programs, and financial instruments 
designed to support the expansion of, and irtcrease in, the provision of loans, 
guarantees, and insurance with respect to sub-Saharan Africa. I believe that these two 
initiatives will help the Export-Import Bank to expand coverage beyond the 9 countries 
currently eligible for financing without violating generally accepted credit standards. I 
want to emphasize that I am committed to coming up with financially responsible 
procedures that will allow the Export-Import Bank to do its job in sub-Saharan Africa. In 
1994, the cumulative value of export financing guarantees, insurance, and loans for 
sub-Saharan Africa was $25.8 million, or 0.2 percent of total Export-Import Bank 
financing. I think there are ways to turn this around without ignoring our fiduciary 
responsibility. 
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This is an important priority and we hope to have some positive initiatives coming out of 
the Export-Import Bank in the next 12 months. 

I've tried to lay out our proposal, and to give you an Idea of the commitment that many 
of us have to a radical shift in emphasis towards a private sector and market incentives 
approach to stimulating economic growth and reducing poverty in Africa. 

This trade and investment proposal is not for all of sub-Saharan Africa. To participate, 
a country will have to meet eligibility requirements based on a strong commitment to 
economic and trade liberalization. We propose to move away from ‘ if you reform your 
economy we will give you development assistance’ to a more dynamic response that 
says “if you liberalize your trade, political, and economic policies we will expand our 
trade and investment relation with you. We want to create a transition path from 
development assistance to self-sufficiency for those economies committed to economic 
reform. At the end of a five or ten year period the countries participating In this 
initiative will be receiving substantially less development assistance because of their 
expanded trade and investment ties with the United States. 

This will mean that even with our domestic budget squeeze, we would be able to 
continue to help those sub-Saharan African countries that require traditional 
development assistance. In fact, there may be more money available since the 
countries that we will focus on tend to be USAID’s priority countries, the ones that tend 
to get the most money from the U S. 

I look fonvard to working with the committee. Thank you. 
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Chairman Crane. Thank you, Mr. McDermott. 

Mr. Jefferson. 

STATEMENT OF HON. WILLIAM J. JEFFERSON, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF LOUISIANA 

Mr. Jefferson. Thank you, Mr. Chairman. 

I appreciate the opportunity to be before this Subcommittee and 
to be back in this Committee room. I want to thank my friend and 
my leader, Mr. Rangel of New York, for his valiant effort to again 
have me seated on the Subcommittee this morning. I am sorry that 
it fell short, sir, but I do appreciate your continued interest in my 
return to the Subcommittee. [Laughter.] 

Chairman Crane. Mr. Jefferson, I did not mean to be insulting 
with my response to Mr. Rangel’s question, but I do not know of 
any of our colleagues on your side that are scheduled to lose their 
seats. [Laughter.] 

Mr. Jefferson. Mr. Chairman, of course, I am at a disadvantage 
in debating you on this issue. I do not think the question, however, 
revolves around whether any Member on my side would lose his 
seat or not. I think it deals more with the will of the majority, as 
Mr. Rangel suggests, to revisit the reality of the ratio apportioning. 
But we will not discuss that this morning, inasmuch as that is not 
before this Subcommittee at this time. 

I do thank Mr. Rangel and I thank you, Mr. Chairman, for think- 
ing about the request. 

This is an important discussion, and I appreciate the chance to 
appear here today. My comments will not be nearly as detailed as 
Mr. McDermott’s, but they are meant to be general and to try and 
underscore what I think are the important issues involved with his 
proposal. 

It is important for this Subcommittee and for the Congress to 
find ways to foster greater U.S. trade opportunities and to foster 
direct investment in sub-Saharan Africa. That this Subcommittee 
has agreed to hold hearings on these issues brings great credit 
upon you, Mr. Chairman, as Mr. McDermott has said, and upon 
every Member of this Subcommittee, for these issues long neglected 
by the Congress. 

Many of us who are interested in Africa feel that greater eco- 
nomic development will occur in Africa and at a faster pace only 
when the United States government and the U.S. private sector 
pay more attention to increasing direct investment and trading 
opportunities with sub-Saharan Africa. 

We watch, as Mr. McDermott has said, in dismay at the reluc- 
tance of U.S. business, and the U.S. Government in certain in- 
stances, from investing and encouraging investment in Africa, at 
the same time that other nations, in competition with us for global 
markets, have been more than eager to enter and to expand their 
presence in lucrative African markets and to invest and sell their 
goods and services there. 

I am concerned, Mr. Chairman, about what we do about this 
problem and how we approach it. To talk about it in stark terms 
of a shift in direction, from developmental aid in Africa, or as Mr. 
McDermott talks about it, a paternalistic handout approach or a 
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donor/donee approach, to an approach that deals with trade and in- 
vestment, I think contains within it some seeds of concern for me. 

The point of developmental aid, which heretofore has not been 
adequate in and of itself, is to break down some of the illegal, regu- 
latory and other constraints that do not permit an atmosphere for 
sustained private investment and for increased trade that will 
work well for both sides. 

For instance, there are regulatory and legal problems, price con- 
trols, restrictive labor codes, slow and uneven investment licensing, 
problems with the financial systems, including crowding out of pri- 
vate investment. There are structural problems, such as the admin- 
istration of tax issues. There are public enterprise sector domi- 
nance issues in sub-Saharan Africa, and there are restrictions on 
foreign investment. There are issues that relate to the national 
debt of so many of these countries. 

These are things that have to be broken down and dealt with be- 
fore one can expect a shift away from developmental aid to strictly 
support for private, direct investment and to support these coun- 
tries through trading policy. 

Now, I want to commend Mr. McDermott for the thoughtfulness 
that he has brought to this issue, and to say to him that I appre- 
ciate the amendment that he placed in the GATT bill last year. 
Without it, we would not be having, I do not believe, this discus- 
sion today and the discussion we have had around this issue. We 
would not have a trade caucus and investment caucus in this 
Congress dealing with Africa. So, his work is to be commended. 

But, I should say to you that the idea of developmental assist- 
ance and of direct investment and trade policy go hand in hand. 
One supports the other. They must be supplementary to each 
other. They are not separate issues, particularly as they apply to 
sub-Saharan Africa, and we cannot accept the idea at this point 
that we can shift from one to the other as a matter of improving 
the outcome in Africa. 

I hope that this Subcommittee, while it does not have the issue 
of forei^ aid to Africa as its major province, will understand the 
connection between foreign aid or developmental assistance and a 
policy of direct investment and of greater trade liberalization in 
Africa. There is a connection that is definite and that is sure, and 
we ought not miss that as we discuss these issues. 

I do believe, as Mr. McDermott has said, that there is a need to 
look at how we break down barriers to direct investment. The 
greatest reason why there has been an expansion of economic 
growth in Asia, particularly in China, has been the willingness of 
U.S. firms to directly invest in those countries. It is the fastest way 
to secure economic growth. It is the fastest way to improve the cul- 
ture of work in the country. It is the fastest way to improve the 
quality of jobs in the country, the fastest way to increase per capita 
income, and the fastest way to change the whole business culture 
in the country — through direct investment by our country and 
other industrialized interests. 

The issue of trade and direct investment are separate issues in 
one sense. Of course, with respect to trade, we are talking about 
how goods come from Africa to us, and how we send our goods to 
Africa. With respect to direct investment, we are talking about 
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something quite different — how we have our major capital interest 
8uid move capital from our country to Africa, to support the estab- 
lishment of businesses there. 

Both of these issues are very important issues. I believe this Sub- 
committee, as it deals with the issue of trade — except for the in- 
stance that Mr. McDermott has cited — gets to be a long-term set 
of issues, that the issue of direct investment and how this Sub- 
committee provides incentives and how it provides direct and sup- 
port and influence to have U.S. businesses get involved in directly 
investing in Africa, is as important as anything we can do on the 
trade question. In fact, it may be a more rapid way that we can 
see increased economic prosperity in Africa. 

In this regard, I believe the funds that Jim McDermott talked 
about this morning are very important. One of the major issues 
about U.S. investment has been the matter of putting capital at 
risk in Africa, so it has therefore been difficult to form capital pools 
for investment. 

The imprimatur of the U.S. Government behind these funds 
encouraging investment at a starting point is going to be impor- 
tant, but I think what is most important is that they provide a way 
to leverage private sector funds, to put less at risk private sector 
dollars from this country and to therefore create an incentive for 
private sector development there. I believe, in that sense, there’s 
a genius behind the proposals that Mr. McDermott talks about 
with respect to the equity investment fund, the private investment 
fund. 

I also think the same holds for the infrastructure fund that he 
has talked about, because without the infrastructure fund provid- 
ing the basis for the direct investment, it is going to be very dif- 
ficult for direct investment to work just with the direct private cap- 
ital formation fund. So both of these funds are important. 

However, Mr. Chairman, I believe there is a great deal of inter- 
est growing in private funds that are being created almost every 
day-^r being talked about anyway — by people in the private sector 
and private capital formation markets. This Subcommittee can do 
a great deal to encourage this by how it handles issues that are be- 
fore it in the trading area, but more importantly, issues that are 
before it in the tax area. And, in the end we are going to have to 
talk about some proposals to spur direct investment that may be 
influenced by how we approach our Tax Code. 

Also, Mr. Chairman, I believe the issue of moving this matter to 
a point of discussion through forums is important and is helpful, 
but what I want to have us do here are three things. I’ll just say 
these three and let that be the issue. 

I am concerned about a matter of shifting from developmental 
aid to a policy of greater trade and direct investment because the 
two go hand in hand and one supports the other. Without devel- 
opmental assistance, there can be no realistic trade and direct in- 
vestment policy in sub-Saharan Africa because of the issues I have 
already discussed, about the peculiar legal regimes that have to be 
changed, about the culture of public ownership that has to be bro- 
ken down, about the issues of consumer rights and worker safety, 
labor codes that are restrictive. All those things are things which 
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developmental aid programs are working to break down, and they 
therefore must continue to work as we make a new approach. 

We have never done enough on the developmental assistance 
side, and we cannot accept the idea that there is a declining level 
of assistance there, and that down the road this is going to con- 
tinue as a matter of direction for our country. If we are really going 
to make this program work, it cannot be a matter of using rhetori- 
cal phrases like rnoving from dependency to independence, because 
that is not the point of developmental assistance. It is not to make 
the countries dependent; it is to help to develop the internal struc- 
tures that permit private investment and that permit greater trade 
liberalization. So these issues ought to be tied in. 

I am glad to see Mr. Johnson here this morning, because I think 
the work that his Subcommittee does and the work that we end up 
doing on trade expansion is going to be very important and closely 
coordinated, and I think his presence underscores that. 

The issue that Mr. McDermott talks about with respect to sub- 
Saharan Africa and some countries which are ready for this kind 
of support and some which are not, this is an important question. 
Just as you cannot view all the countries in Asia as the same, you 
cannot view all the countries in sub-Saharan Africa as the same. 
They are all very different and each has a set of very different 
needs, and we have a starting off point with each which is very dif- 
ferent. It means that our approach must be calibrated to meet the 
needs of each of these countries. It does not mean that some ought 
to be eligible for the trade and direct investment liberalization poli- 
cies and others ought not be eligible based on certain thresholds 
that we are talking about. 

If direct investment and if liberalization of trade are important 
as a way for our country to start doing new things in Africa, we 
have got to find a way, and properly linked with our developmental 
policy, to make sure we are working to bring along all those coun- 
tries that have an interest in these expansions and in these invest- 
ments. I believe in so many of these areas there are so many im- 
portant resources in these countries that are underdeveloped, that 
there is so much potential for, if our country turns its attention to 
how it might support in each particular instance, perhaps with a 
different calibration, how each country moves toward developing its 
resources until it is an enormous opportunity in almost every place 
that we are talking about in sub-Seiharan Africa. 

I want to applaud Mr. McDermott for what he is starting to do 
here. I want to bring a warning, a word of caution, that we ought 
not, at the expense of developmental assistance, go into the trade 
and direct investment area. I do say, however, that the direct in- 
vestment path is a very rapid path to development which we ought 
to support very strongly, and that the trade issues are going to be 
long-term issues that we have to work on, but there are some start- 
ing points, as you suggested, which I think this Subcommittee 
ought to get after as soon as it can. 

I look forward next year, Mr. Chairman, to working with you on 
that side of your desk on these issues, and with Mr. Rangel and 
other Members of this Subcommittee. I have missed the oppor- 
tunity to work with you and I look forward to it the next time. 

Thank you very much. 
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Chairman CRANE. Thank you, Mr. Jefferson, and Mr. 
McDermott, for your testimony. 

We have only about 6 minutes, gentlemen, left to go on the clock, 
and there are going to be two votes back to back, so the Sub- 
committee will stand in recess and ask Ambassador Lang to 

Mr. Rangel. Mr. Chairman, because there is a vote, I would sug- 
gest that these witnesses put together a bipartisan task force that 
we could meet with, to see where we go from here. I think there 
are two votes on the floor and we may be moving on to the next 
panel. 

Mr. Payne of Virginia. Mr. Chairman, I know these witnesses 
may not return after this, but I would like to make a comment 
about this proposal after we return, if I might, if that is in order. 

Chairman Crane. Sure thing. Absolutely. 

Mr. Payne of Virginia. Thank you. 

Chairman Crane. Again, thank you both. 

[Recess.] 

Chairman Crane. Before we invite Ambassador Lang up, I want 
to yield to our colleague on the Subcommittee for a statement. 

Mr. Payne of Virginia. Thank you very much, Mr. Chairman. 
I appreciate it. 

I would like to ask unanimous consent to enter into the record 
a letter from Mr. Spratt to you concerning this proposal. 

Chairman Crane. Without objection, so ordered. 

[The information follows:] 
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Th« Honorable Phillip Crane 
Chairman 

Subcommittee on Trade 

Kouae Kaye and Meant Conunittee 

Washington, D.C. 20515 

Dear Nr. Chairman; 

I am writing to estreat my concarnt about a hearing your 
Bubcommittee will be holding on August 1, 1995, to examine the 
Clinton Adminittration'e African trade policy report. I understand 
that your aubconmittee may also discute a proposal that you and 
Congressman McDermott are preparing on African development. 

I share your support for policies that encourage atubH 1 ity, 
self-sufficiency, and democracy In Africa. Stronger economic 
development in Africa can help not only African countries but also 
the united States. I agree with a number of your proposals to 
create a trade and investment strategy for countries in sub-Saharan 
Africa. But I am strongly opposed to those portions of your 
proposal that would do serious harm to the U.S. textile and apparel 
industry and its 1.8 million workers. A draft summary of your 
proposal states; 

We are proposing that there be no adverse actions taken by the 
U.S. government to restrict any textile or apparel from sub- 
Saharan Africa from entering the U.S. prior to the nggregete 
of such trade exceeding $3.5 billion annually. This agreement 
shall be applicable to eub-Saharan Afriea until the Multi 
Fiber Agreement expires In 2005. over the life of the Multi 

Fiber ftcrftfanftpr I thin gaeraaonts about £32 billion in 

potential African exporta to.the U.S. (Bmphasls added.) 


Ry permitting an additional $32 billion in textlle/apperel 
imports, this proposal will permit thousands of textile and apparel 
jnbn to be loot. J^PP^^clmately one third of the textile aiul apparel 
workers in the United States are J^rlcan-Americans or Hispanics and 
55% are women. It makee no moral or economic eeuwe to create new 
jobs in Africa by taking jobs away from America's most vulnerable 
workers . 

Since 1970, America has lost 400,000 jobs to textlle/apparel 
imports, in 1995 alone, 78,000 apparel workers lost their jobs. 
Last year, the United States inouxxed the second largest trade 
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deficit in our history and a record deficit in textiles and 
apparel. In 1995, the United States imported $43.9 billion in 
textile and apparel goods. Our textile trade deficit was $34 
billion. Snacting this proposal can only make the trad# deficit 
worse and the job loss greater. 

Too often when the United States wishes to favor foreign 
countries, we increase their (juotas for textile exports. For 
example, we increased Turkey's quotas to reward Turkey for 
participating in Desert Storm. Wa raised Egypt's quotas because 
Egypt supported the Middle East peace process. And we agreed to 
phase-out textila/apparel quotas altogsther so that we could close 
the Uruguay Round. It is not fair to place so much of the burden of 
assisting foreign countries on the back of U.S. textile and apparel 
workers . 

I understand that you are exploring ways to give African 
nations with new quota growth now assigned to Asian countries. 
Before the Multi-Fibre Arrangement was abandoned for the Agreement 
on Textiles and Clothing, we urged O.S.T.R. to recognize this 
advantage to the quota system; it allowed such allocations for the 
benefit of our friends and countries wa wanted to help. Hithout the 
Multi-Fibre Arrangement, I doubt that you can find a way to work 
out such an allocation betwaan Africa and Asia. If you can find a 
legal way to shift actual textile imports from Asia to Africa, I 
would be pleased to consider it. But I question whether it can be 
done without breaching the Agreement on Textiles and Clothing (ATC) 
and international law. 

The 1.8 million men and women who work in the textile and 
apparel industries today face diminishing prospects for employment 
because of the phase-out of quotas and the Agreement on Textiles 
and Clothing. We should bo looking for ways to protect their jobs, 
not undermine them, and I urge you not to make this proposal part 
of your bill . 
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Mr. Payne of Virginia. Mr. Chairman, I want to commend Mr. 
McDermott and Mr. Jefferson for what they are proposing. In my 
own State of Virginia, our former Governor, Doug Wilder, had initi- 
ated trade relationships between our State and some of the sub- 
Saharan Africa nations on the basis that there were some mutually 
advantageous relationships that might be developed. I think that 
is certainly the case and I certainly applaud what Mr. McDermott 
is doing. 

I must say, however, there is one provision that I would hope 
would receive some further consideration, and that is the provision 
that looks at the textile quotas and the fact that there would be 
an additional $3.5 million per year that might be added to the 
quota of these nations. 

What that potentially does is to allow textile and apparel goods 
to be made in a country other than ours, and it then affects the 
jobs in districts like mine and other rural and, to some extent, dis- 
tressed districts, where we are finding we are having a very dif- 
ficult time maintaining these kinds of jobs with the quota system 
that we currently have. 

We know that the multifiber agreement has been eliminated, and 
we understand that it is going to be totally eliminated over the 
next 9 years, and we are trying to make adjustments as we go for- 
ward \mder the existing rules of the WTO. 

So, I would simply say that, as we think about ways that we can 
better establish our relations and better ways that we can work 
with sub-Saharan African nations, that we should be very cir- 
cumspect about how we handle textile quotas because of the impact 
this likely will have on jobs that are very important, particularly 
in rural and inner-city areas. 

I thank you for that and 

Mr. McDermott. If the gentleman will yield, may I respond just 
a little bit to that so that you understand what was implied. I did 
not get into all the details. 

Let me say about the multifiber agreement, it expands every 
year somewhere around $3 billion or so, and it is the expansion 
that is anticipated in each year that we would not allocate in Asia 
but would simply be allocated to Africa. 

It is not an expansion of the multifiber agreement on top of what 
is ^ready am-eed upon. It is simply a reallocation of that portion 
which would today go to the Asian holders of quotas. We would 
take that and move it to Africa, we are trying to be co gnizan t of 
the issue that you raise, but you are absolutely correct, that it is 
an issue that needs to be discussed. 

I would like to submit, Mr. Chairman, with unanimous consent, 
a document produced by the World Bank about what happened in 
Kenya when they tried to develop their own textile industry and 
how our government responded to it. 

I think Africans have had the experience, so far, of us being very 
anti the development of the textile trade there, so we wanted to 
give this a little bit of help so that there could be some initial de- 
velopment, not to expand the overall imports that come to the 
United States, but within the present agreement. 

[The World Baink document was not available at the time of 
printing:] 
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Mr. Payne of Virginia. I thank you very much for that re- 
sponse. I think those are the kinds of things that we need to look 
at. 

I would, however, urge some caution, because the expansion of 
these quotas generally are parts of the WTO Agreement among the 
ASEAN nations, which means that in Asia the only nation we 
could really go to and reduce the quota would be China — $3.5 bil- 
lion is largely all, or 80 percent, of the legitimate business that 
China is now doing, so that would have a pretty substantial impact 
on our relationship, I think, with China and our bilateral agree- 
ments. So, I think that concept may be a good one, but I think a 
lot of work would need to be done in terms of its implementation. 

Thank you very much. 

Mr. McDermott. I would be glad to work with you. 

Mr. Rangel. I have a question. 

There seems to be a great deal of disappointment that the 
momentum of the Ron Brown initiatives no longer are there. Your 
having done this work in a bipartisan way, and having the Chair- 
man very interested in moving this forward, have you suggested — 
or did I miss it — where do we go from here? Are you worldng with 
someone on this in the administration? 

Mr. McDermott. Yesterday I met with people from the Treasury 
Department. I have talked with people in State, I have talked with 
people in Commerce. So, we have been making contacts continually 
with them, and you will begin to hear proposals today from Mr. 
Lang and others, and I think the doors are open. 

The reason we wanted to have this hearing — and I am grateful 
to Mr. Crane for having the hearing — is that it gets this issue on 
the agenda and begins to get people to believe it is real and that 
something is actually going to happen. If we do not have a hearing 
and the Chairman does not raise the issue, people began thinking, 
well, it is election year and it will go away. This is not going to 
go away and I think Mr. Crane’s hearing is really setting that 
stage. 

Mr. Rangel. With all due respect to Chairman Crane, this is 
about the end of this legislative year. What I would hope is that 
you might bring some Members together, with members of the ad- 
ministration, to make certain that we are moving this forward. And 
then who knows who will be calling the next hearing around here. 

Mr. McDermott. Good idea. 

Chairman Crane. Thank you very much, Mr. McDermott. 

I would now like to invite Ambassador Jeff Lang, Deputy U.S. 
Trade Representative, at the Office of the U.S. Trade Representa- 
tive, to come forward for his testimony. 

Let me remind you, and other witnesses, to try and summarize 
in 5 minutes or thereabouts. All of your written testimonies, 
though, will be made a part of the permanent record. 

STATEMENT OF JEFFREY M. LANG, DEPUTY U.S. TRADE 

REPRESENTATIVE, OFFICE OF THE U.S. TRADE REPRESENT- 
ATIVE 

Mr. Lang. I appreciate that, Mr. Chairman, and I will try to be 
as brief as possible. 
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It is a big subject, and we appreciate very much the chance to 
work on this with you, Mr. McDermott, and the other Members of 
the Subcommittee. We submitted the section 134 report earlier this 
year and we are working on implementing those recommendations. 

I would also like to thank you in this context, and others, includ- 
ing Chairman Archer, for the legislation that moved forward GSP 
last night. That is very relevant I think to what we are talking 
about today. 

Sub-Saharan Africa is 48 countries, and 32 of them have popu- 
lations of less than 10 million. The total gross domestic product for 
sub-Saharan Africa is about $400 billion. That is less than $700 
per person. 

A recent study by Jeff Sachs, who is here this morning, and his 
colleagues at the Harvard Institute for International Development, 
suggests that about 40 percent of Africa’s slow growth in the 1970- 
89 period was due to the fact that African markets are closed to 
trade. During this period the member states of the European Union 
supposedly opened their markets to these countries under special 
trade programs for their former colonies. This supposed openness 
by the European Union — and they do absorb about one-third of the 
region’s exports — was obviously not enough to produce acceptable 
rates of growth in the region. 

We believe that, ultimately, exchanges of market-opening conces- 
sions on a multilateral basis is the best way for developing coun- 
tries to grow, because it gives the participants a legal right to for- 
eign market access and it also compels them to open their markets 
for the capital goods they need to grow. 

Now, just for the sake of efficiency, let me summarize some prac- 
tical steps that I think we can take to address this situation. 

First, we need to encourage more active participation in the 
WTO by sub-Saharan African countries, both individually and as a 
byproduct of efforts at regional trade liberalization. Just as an ex- 
ample, from my recent experience in negotiating on telecommuni- 
cations services, I had one sub-Saharan African country to talk to — 
South Africa. We need more of them involved in that kind of pro- 
gram. This is a world in which 50 percent of the people have never 
made a telephone call. So there is a lot of participation in the WTO 
we need. 

With the notable exception of the extensive tariff bindings estab- 
lished by South Africa and other members of the South African 
Customs Union, the rest of the region has undertaken only mini- 
mal and, in most cases, no commitments in the WTO to open mar- 
kets for goods and services. Implementation of WTO obligations 
they do have, which apply to all members, regardless of the level 
of development, should be expanded in order to support economic 
reform, encourage trade, and create stable commercial conditions, 
all the things that I know you’re looking for. 

Second, we need to encourage freer trade within the region, or 
parts of it. Africa has a long history of attempts at integration, and 
the Southern African Development Community is actively consider- 
ing complete liberalization of trade among its 12 members in the 
southern cone. 

That is the reason the Vice President signed an MOU, memoran- 
dum of understanding, with the SADC, Southern African Develop- 
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ment Community. It will assist their members in their integration 
efforts by providing technical assistance, advisory services, and re- 
search support. As part of that agreement, we were pleased at 
USTR to work with SADC officials when they asked us to provide 
technical reviews of their trade protocol designed to forge their 
members into a single trading area. When this and other regional 
trade arrangements from sub-Saharan Africa are submitted to the 
WTO for review and approval, it will provide opportunities to en- 
sure that these arrangements promote an increase in trade, not 
trade distortion. 

Third, it is time to encourage greater communications between 
officials at all levels. We have a formally structured consultation 
with South Africa in the Binational Commission and occasional 
conferences with individual countries or regional groups, like our 
consultations with SADC on its trade protocol. We should be build- 
ing a network of effective working relationships whereby it might 
be feasible to hold a U.S.-Africa trade and economic forum, along 
the lines suggested by Congressman McDermott and you. 

Fourth, I agree that we need to look at the industrial country 
side of the equation. I must say that whatever barriers the United 
States has in the form of tariffs or other obstacles, are not major 
obstacles to increase trade between Africa and the United States. 
Moreover, no African country has asked that we negotiate a free 
trade agreement, although many are seeking greater access to our 
market for goods. 

It is a hopeful sign of change in Africa that Africans themselves 
no longer regard the region as a European trading reserve. While 
Africans are obviously not prepared to endanger the trade they 
have with Europe, EU trade policies are not sufficient to provide 
acceptable rates of growth in i’feca. Given the openness of the U.S. 
market generally, and assuming enactment of GSP extension, not 
just now but on a more permanent basis, marginal increases in 
U.S. opening are probably not the critical element in getting this 
development cycle going. Rather, the real question is how African 
states can best take advantage of their access to foreign markets 
under existing programs. 

Take the GSP. Utilization of GSP by African countries has been 
increasing. It has risen from $332 million of exports in 1994 to 
$489 million in 1995. South Africa got about three-fourths of 
African GSP benefits, and five African countries capture 92 percent 
of all the sub-Saharan GSP benefits. With 48 countries in the re- 
gion, that means a lot of them are not using the benefit effectively. 
The major products were jewelry and commodities like ferro- 
chrome. 

Almost all sub-Saharan countries — five countries are excluded — 
but all the rest qualify as beneficiaries under the program and, 
therefore, are eligible to export duty free in 4,600 of the 9,600 HTS 
categories. In addition, most of the African countries — this region 
has the greatest concentration of least developed beneficiary coun- 
tries — are not subject to the competitive need limits in GSP, which 
takes that cap off of their GSP exports. 

Despite these incentives, only 0.3 percent of total GSP benefits 
go the least developed countries. Sixty-one percent of GSP benefits 
go to Asia. The fact that total sub-Saharan GSP imports in 1995 
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were valued at only $489 million out of $18 billion of GSP imports 
from all countries clearly ar^es that there should be more done 
to increase Africa’s participation in the GSP Program. 

We have proposed that GSP eligibility be expanded to cover addi- 
tional products — and this enactment done last night will do that — 
provided they are imported from least developed countries, which 
are countries in this region. 

There are only two caveats on that. The excluded products, which 
are the standard GSP exclusions, textiles, apparel, shoes, handbags 
and a few others; and second, the extension to other products has 
to be reviewed to determine those that are import sensitive. But, 
I think that will open up something like 1,500 to 2,000 new product 
categories in addition to the 4,600 that are already in the program 
for consideration of inclusion in this expanded program. 

We are also considering two new initiatives to apply to African 
countries eligible for GSP. First, to raise the utilization rates. I em- 
phasize, that is a very important aspect of solving this problem. We 
intend to launch a public information effort to tell governments and 
private firms how the GSP program works and how to take advan- 
tage of its benefits. 

Second, we would grant the benefit of cumulation to those groups 
of African countries that are determined to be making substantive 
and significant efforts to integrate. This right to cumulate their cu- 
mulative value of production under the program’s rules of origin 
would allow the value of a product partially produced in several 
African countries to be added together in order to qualify for the 
35 percent value added criteria that is part of the eligibility criteria 
under GSP. This would expauid the region’s export potential and 
also at the same time encourage the regional trade liberalization. 

Let me just make a special comment about the textiles and ap- 
parel. There is currently one quota on one category in one country 
in continental sub-Saharan Africa, and that quota is at 75 percent 
above the call level for that product. Since 1971, sub-Saharan 
African textiles imports have grown at more than twice the rate of 
imports for the rest of the world in volume terms, and about three 
times the rate in value terms. Imports of apparel, which is where 
most of these countries want to concentrate, because that is the 
labor-intensive part of the production process, are growing even 
faster, 27 percent in value terms. 

Now, admittedly, this is off a low base. But, I do not think that 
at this time textile and apparel policy is a significant barrier be- 
cause the countries are not subject to the quotas — except for one 
country and one product. 

Now, no amount of easing entry into the U.S. market can succeed 
unless the African countries develop a relatively competitive pro- 
ficiency in producing goods, and that requires a substantial flow of 
investment, as Mr. McDermott has said. The World Bank has cal- 
culated that a country has to achieve an investment level equal to 
25 percent of the country’s GDP in order to achieve a GDP growth 
rate of 6 percent. Assuming that criterion, sub-Saharan Africa 
would need investment levels of about $100 billion annually. 
African countries’ annual savings rates might generate about $40 
billion. Foreign aid and multilateral bank funding just cannot 
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bridge the remaining $60 billion gap in any given year, let alone 
every year. 

So, the only potential funding source is private investment. That 
is the reason we are pursuing bilateral investment treaties in the 
region. These negotiations are currently linked to intellectual prop- 
erty discipline, and if you get intellectual property discipline, you 
encourage investment because you’re creating a level of security 
that countries find friendly to investment. 

I am not in a position from USTR to talk about development 
projects. I understand one of my colleagues will be here this after- 
noon with the Subcommittee. But I would say that other agencies 
of the government are trying to help firms identify potential 
projects. Several initiatives are underway. I understand the aim is 
to evaluate the potential projects that are worthy of U.S. business 
interest and work for the development of Africa. These agencies are 
the Trade and Development Agency, the Department of Energy, the 
U.S. Export-Import Bank, and the Overseas Private Investment 
Corp. These studies and sponsorships of conferences and financing 
efforts will all help in the investment process, which will in turn 
feed favorably into the trade process. 

So, that is a summary of the statement I have prepared for the 
record. I am open to your questions. I appreciate the opportunity, 
Mr. Chairman. 

[The prepared statement follows:] 
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' Testimony of Ambassador Jeffrey M. Lang 

Deputy Trade Representative 

House 'Ways and Means Committee 
Trade Subcommittee 

August 1, 1996 

Good aftemoon, Mr. Chainnan. I am Ambassador Jeffrey Lang, Deputy U.S. Trade 
Representative. lam pleased to be here today to talk to you about the status of trade relations 
between the United States and the countries of Sub-Saharan Africa, particularly the obstacles and 
opportunities for trade and investment, which we seek to expand for their benefit and ours. For 
Africa, the past is not necessarily^prologue. The changes that are under way in that vast 
continent point to a potential growth in the coming decades that is often underestimated, if not 
written off by many. Your efforts to spur action on African trade and development policies in 
the form of legislative initiatives as well as this hearing itself are like the sounds of a sentinel 
alerting us to the need for action on our part and on those of our African trading partners. What 
may seem to be minor obstacles to trade can obstruct major opportunities that could benefit both 
the United States and Africa. The Administration, therefore is seeking to expand U.S. experts to, 
and investment in, Africa primarily because they create U.S. business opportimlties and 
simultaneously stimulate growth and increase the productivity of Sub-Saharan economies. 

Admittedly, Sub-Saharan Africa, with the exception of South Africa, offers less evident market 
opportunities at this time, but the medium and long term horizon appears more promising. Sub- 
Saharan Africa comprises 48 countries, 32 of which have populations of less than 1 0 million. 
Although tlie region has a population and a land mass that is roughly three times the size of the 
United States, it is perceived as a collection of small, fragmented, low-income, relatively closed 
markets. Sub-Sahara's total gross domestic product of $400 billion amounts to about one- 
twentieth of ours, and its per capita income averages less than $700 per person. 

Thirty years ago the “Asian tigers” were no better off than the African countries. Today, the 
disparity in Asian and African income levels compels us to ask, “Why?” Of course, disease, 
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drought, and civil strife have had a disastrous impact on individual countries at certain periods 
during the past decades, but why has this lack of growth been so widespread, so systemic? 

A recent study by Jeff Sachs and his colleagues at the Harvard Institute for International 
Development suggests that about 40 percent of Africa's slow growth in the 1 970 - 1 989 period 
was due to the tact that African markets are closed to trade. During this period of time, the 
Member States of the European Union opened their markets to these countries under their special 
trade program for their former colonies. This openness by the European Union — and they do 
absorb about one-third of the region's exports — was obviously not enough to produce acceptable 
rates of growth in the region. We believe an important reason is that multilateral exchanges of 
market-opening concessions are the best way for developing countries to grow, because this 
system gives them a legal right to foreign market access, but it also compels them to open their 
markets for the capital goods they need. The mutual exchange of benefits is good politics and 
good economics. 

To date, Sub-Saharan Africa simply has not been heavily involved in trade, neither intra-regional 
nor international. Most of the 48 Sub-Saharan countries were members of the GATT 1947 and 
participants, at least nominally, in the Uruguay Round. Two thirds of those have become 
members of its successor institution, the World Trade Organization (WTO) as indicated in the 
attached table. Nevertheless, national trade barriers remain high, restraining international trade 
and keeping intra-regional trade between Sub-Salwra’s fragmented markets at levels on average • 
less than seven percent of their combined GDP. Sub-Saharan Africa, with 1 0 percent of the 
world’s population, generated only \ .3 percent of the world’s $4.2 trillion exports, or $56.3 
billion in 1994, mainly conimodities—gold, diamonds, oil, and agricultural products such as 
cocoa and coffee. 

One way of addressing this situation, is to encourage more active participation in the WTO by 
Sub-Saharan African countries, both individually, and as a byproduct of efforts at regional trade 
liberalization. With the notable exception of the extensive tariff bindings established by South 
Africa and the other members of tlie South African Customs Union (SACU) in the Uruguay 
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Round, the rest of the region has undertaken only minimalist commitments in the WTO to open 
markets for goods and services. Implementation of WTO obligations^ which apply to all 
Members regardless of level of development, should be expanded, in order to support economic 
reform, encourage trade, and create the stable commercial conditions favored by foreign 
investors. In the ongoing process of reviewing the implementation of WTO obligations in the 
Committees that administer WTO Agreements, and in the course 6f periodic feviews of 
Member’s trade regimes required by the WTO, we will press for greater use of WTO provisions 
in operating their trade regimes, to further the objectives of reform and liberalization in Sub- 
Saharan trade. 

At the same time, the WTO Agreements have provided for transitional periods to full 
implementation for the poorest countries, many of which are in this region. For a specified 
period of time, these countries enjoy the beneHts of WTO membership, but have somewhat 
limited obligations. The WTO also provides additional assistance to the poorest countries to put 
the provisions of the WTO Agreements into action. The principal areas of focus have been 
technical assistance in the development of WTO-compatible practices affecting areas such as 
customs procedures, intellectual property protection, agriculture and the implications of the 
Uruguay Round Agreements for these countries’ economies. The WTO Secretariat is also 
working with Members to review technical assistance requirements and to provide educational ’ 
materials to help countries comply with WTO requirements 

Another practical step to broad trade liberalization by countries of the region is to encourage' 
freer trade within the region or parts of it. Africa has a long history of attempts at integration and 
liberalization, but their success has been limited. The Southern African Customs Union (SACU) 
was established in 1910. Consisting of South Africa, Botswana, Lesotho, Swaziland, and 
Namibia, it has been the most durable of these efforts, and is still operative, providing for 
essentially free trade behind a common tariff. The Southern African Development Community 
(SADC) began as an effort to counterbalance the effects of South Africa's apartheid polici^ in ' 

1 979. It has a broader membership than SACU, and is actively considering complete 
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liberalization of trade among its twelve members in the southern cone of Africa. We encourage 
this trend to regional trade liberalization in Sub-Saharan Africa, and welcome the expanded 
dialogue it is generating with individual countries as well as with groups that ^e engaged in 
regional integration efforts. 

For that reason, the Vice President signed an MOU with SADC to assist them in their integration 
efforts by providing technical assistance in the form of advisory services and research support. 
As part of that agreement, we were pleased to work with SADC officials when they asked us to 
provide technical reviews of their trade protocol designed to forge their members into a single 
trading area. When this and other regional trade arrangements from Sub-Saharan Africa are 
submitted to the WTO Membership for review and approval under WTO provisions, it will 
provide opportunities to ensure that these arrangements promote an increase in trade, not trade 
distortion. 

In other regions of Africa, integration agreements had been signed, canceled and reconfigured for 
the past three decades. The efforts at integration continue. Currently, the Western African 
Economic and Monetary Union or (WAEMU) was established to liberalize and integrate the 
western francophone region. In the eastern region, the Preferential Trading Area (PTA) seeks to 
revive and expand in its successor, the Communltyiof East and Southern Africa (COMESA). 
Kenya, Uganda and Tanzania, as a subset within the PTA, once had a very closely integrated 
union that separated and now, once again, is tentatively moving closer together. 

These continued efforts at liberalization and integration reflect a hopeful change in Sub-Saharan 
Africa. That promise is confirmed by the free elections held in more than twenty Sub-Saharan 
countries in this decade. 

In an effort to encourage closer U.SVAfrican trade relations and to foster this trend to greater 
political and economic liberalization beyond national and regional boundaries, we look for 
opportunities to expand the two-way flow of ideas with the individual countries of Africa or with 



39 


groups of them, particularly where regional trade liberalization is progr^sing. We have a 
formally structured consultation with South Africa in the Bi-National Commission and 
occasional conferences with individual countries or region^ groups, like our consultations with 
SADC on its trade protocol. It is time to encourage greater communications between officials at 
all levels to identify problems and opportunities and.to work out ways to resolve the former and 
to capitalize on the latter. These meetings would allow us to address issues of mutual concern 
such as increasing utilization of GSP; expanding access to markets for textile and apparel within 
the framework of international agreements; increasing trade in certain commodities; ^d 
improving customs administration to free up trade flows, reduce border delays, and deter illegal 
transhipments. The more systematically we address these working level problems, the better we 
will be prepared to address the more complex trade policy issues that require resolution at 
increasingly more senior levels. In short, we should be building a network of effective working 
relationships whereby a meeting might be feasible somewhat along the lines of the U.S.-Africa 
Trade and Economic Forum that has been proposed by Congressman McDermott. 

This is a new Africa emerging and the United States should develop a comprehensive trade and 
development policy for Africa. We have begun this effort in accordance with a timely directive 
contained in Section 134 of the Uruguay Round implementing legislation. That section calls for 
a report each year on U.S. trade policy toward Africa, the first of which the President submitted 
to Congress in February. We are In the process of implementing the numerous initiatives 
contained in the report and examining new opportunities for increasing trade and investment with 
Africa. We hope, thereby, to turn obstacles into opportunities for the countries of Africa so that 
they can become more active participants in the world trade arena, and more active trading 
partners of the United States. 

In my view, this objective of expanding our trading relationship with Africa will take on greater 
meaningfulness over time. Today our trade flows are small and undeveloped for many reasons. 
We hope that we can increase the trade flows by working to diminish those practices on both 
sides of the ocean that may inhibit trade. We must lay a firmer foundation in trade before we can 
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pursue free trade negotiations. Whatever barriers we have in the forms of tariffs, etc, are clearly 
not the major obstacle to increased trade between Africa and the United States. [ think that we 
can make more progress by working on the pressing barriers that hinder trade between our 
countries. Our goal now is to seek freer trade on a larger scale. We think that the African 
countries share that goal. No African country has requested that we negotiate a free trade 
agreement, but many are seeking greater access for their goods. While we are considering ways 
to enhance their trade flows to our markets, we want to convince them that it is in their interest to 
liberalize their trade practices regionally and internationally. 

The Trade Barriers Report that we prepare each year is a kind of radar scope of trade practices. It 
picks up changes in U.S. business attitudes toward trade obstacles. Increasingly, we find African 
trade practices coming across its screen reinforcing the idea that we need a new comprehensive 
trade and development policy for Africa. A cursory reading of the President's Trade Barriers 
report to Congress indicates there are a growing number and variety of unfair trade practices in 
Africa that U.S. firms have identified and which we are seeking to redress on their behalf. 

A hopeful sign of change in Africa is that Africans no longer are willing to regard themselves as 
a European trading reserve. Nor are American businesspeople prepared to concede Africa to 
Europeans. While the Africans are obviously not prepared to endanger the trade they have with 
Europe, EU trade policies are not sufficient to provide for acceptable rales of growth in Africa. 
Given the openness of the U.S. market generally, and, assuming enactment of GSP extension, 
marginal increases in U.S. openness are not the critical elements. 

Rather, the real question is how the African states can best take advantage of their access to 
foreign markets. This involves these countries opening their own markets to investment and 
trade in strategic ways. ' 


Generalized System of Preferences 
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One approach to expanding trade with Africa is to prime the pump by facilitating the 
development of African countries as trading partners. Utilization of the Generalized System of 
Preferences (GSP) by African countries had been increasing, rising from $332 million in 1994 to 
$489 million in 1995. South Africa captured nearly three-fourths of the Sub-Saharan African 
GSP benefits, followed by Zimbabwe, Mozambique, Swaziland and Mauritius. Together, these 
five countries captured 92 percent of all Sub-Saharan GSP benefits. The major GSP products 
included jewelry and a number of commodities such as ferrochromium, ferrosilicon, manganese, 
cane sugar, parts for ore processing machinery, and animal skins. 

Since the legislative authority for GSP expired in July 1995, (he Administration has urged 
Congress to pass legislation renewing the GSP as a way of facilitating U.S./African trade flows. 
Almost all Sub-Saharan countries (five countries are excluded) qualify as beneficiaries of the 
GSP program and therefore are eligible to export duty-free 4600 of the 9600 product categories 
in the Harmonized Tariff Schedule of the United States. In addition, most of the African 
countries, which are the Least Developed Beneficiary. Countries (LDBC’s), are not subject to 
"competitive need limits," and thus are not cut off from duty-free eligibility for products when 
exports from a GSP-eligible country exceed specified thresholds. 

Despite these incentives, only 0.3% of total GSP benefits go to the least developed countries 
while 61% goes to Asia. The fact that total Sub-Saharan GSP imports in 1995 were valued at 
only $489 million out of $18 billion GSP imports from all countries clearly argues that more 
should be done to increase Africa’s participation in the GSP program. 

Therefore, the Administration proposed (hat GSP eligibility be expanded to cover additional 
products provided they are imported from LDBC’s which would include most Sub-Saharan 
African countries. Two caveats should be noted. First, statutorily excluded products such as 
most textiles and apparel, shoes, handbags and a few others would not be included. Second, any 
extension of GSP eligibility to any other products would be reviewed to exclude those 
determined to be import sensitive even if imported only from LDBC’s on a duty-free basis. 
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We are considering two new initiatives that would apply to African countries eligible for GSP. 
First, to raise Sub-Saharan GSP utilization rates, the Administration intends to launch a public 
information effort to tell governments and private firms how the GSP program works and how to 
lake advantage of its benefits. 

Second, the Administration would grant the benefit of cumulation to those groups of African 
countries that are determined to be making substantive and significant efforts to integrate. This 
right to cumulate their collective value of production under the program's rules of origin would 
allow the value of a product partially produced in several African countries to be added together 
to qualify for the 35 percent value added criteria for eligible products. This would expand 
Africa's export potential and encourage regional trade liberalization. 

Of course, no amount of easing entry to U.S. markets can succeed unless the African countries 
develop a relatively competitive proficiency in producing goods within the price/quality trade-off 
range that is in demand in world markets, and particularly. in U.S. markets. Export growth, then 
is dependent on a substantial inflow of investment to provide the country's workforce with 
efficient plant and equipment. The World Bank has calculated that a country must achieve a 
level of investment equal to 25 percent of the country’s GDP in order to achieve a GDP growth 
rale of 6 percent. By that criterion, Sub-Saharan Africa would need investment levels of $ 1 00 
billion annually. African countries' annual savings rates vary widely, with some at negative 
rates, and most clustered aroimd the 1 0 percent range, which would amount to S40 billion for 
Africa. Foreign aid and funding from the multilateral development banks (MDB) which are 
already owed $185 billion by African countries, are unable to bridge a $60 billion gap in any 
given year, much less every year. 

The only potential funding source that could bridge that gap is private foreign investment. Direct 
investment brings with it a bonus, namely, an infusion of managerial, technical and marketing 

expertise from foreign corporations setting up facilities in the host country. Private capital flows 

> , ■ 

to developing countries and the Newly Independent States (NIS) quadrupled during the 1990's 
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reaching $21 1 billion in 1995. Private foreign investment amounted to $126 billion; trade 
financing and other financial sources and official aid made up the rest. Ahican coimtries, 
however, have attracted only $2.2 billion of those private foreign investment flows. Of that, $2.1 
billion was for direct investment, most of which is believed to be tied to the petroleum sector in 
African oil-exporting countries. The fact that Asian countries attracted $72 billion suggests how 
more open investment policies and trade liberalization practices were in stimulating their rapid 
growth. 

In a similar way. additional private foreign investment could be attracted to African ventures, 
given the right assurances about the treatment such foreign investment would receive in African 
countries. Africa might provide the right assurances by negotiating bilateral investment treaties 
(BIPs) whose terms provide for national treatment, unconditional repatriation of capital, the 
protection of intellectual property rights, and access to international forums of arbitration for 
U.S. investors. We have BIPs with four African countries (Cameroon, Congo, Senegal and 
Zaire) and we are in the process of negotiating a BIT with South Africa. 

Investors' concern about (heir physical facilities is equaled by their concern that the intangible 
qualities that make their products and services unique are protected thrbugh the grant and 
enforcement of intellectual property rights. For that reason, it has been our policy to negotiate 
bilateral investment treaties in parallel with bilateral intellectual property agreements. Higher 
levels of intellectual property protection create a favorable climate for investment and the 
transfer of technology, both of which will help spur development in these countries. Strong 
intellectual property protection will also protect indigenous artistic, inventive and commercial 
activities and create incentives for the further development of those activities. 

To help firms identify potential investment projects, several initiatives arc under way. The aim is 
to evaluate potential projects that are worthy of U.S. business interests and work for the 
development of Africa. The Trade and Development Agency, for example, has identified fifty 
transportation projects in Africa with substantial U.S. export potential. The most promising of 
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these projects will be highlighted M a conference in September where U.S. firms will meet 
individually with the African project sponsors to discuss specific business op|x>rtunities. 
Following the conference, the African port, aviation, rail and road ofricials will travel to 
manufacturing sites and operational transpoitational facilities around the United States 
showcasing American-made goods. 

The Department of Energy has conducted a study of electricity needs in South Africa which 
relies heavily on its coal thermal plants. The potential for trade between Southern Africa and its 
neighboring countries is significant. Some have substantial hydro electric production potential a 
method that is environmentally friendly compared to South Africa's coal fired thermal plants. 
South Africa is likely to seek such clean energy sources for the additional plants that it will need 
after the turn of the century. 

It is obvious that where any of these projects is undertaken by a U.S. firm, substantial exports 
and investments can be generated. In some cases, U.S. firms’ ability to win the projects depends 
on the availability of financing. The U.S. Export-Import Bank and the Overseas Private 
Investment Corporation stand ready to finance the export of capital goods involved or provide 
insurance or investment funds for such projects that meet the agencies’ fiduciary criteria. Trade 
financing can make substantial sums available. Ex-Im Bank, for example, provides financing 
for over $ 1 5 billion of exports in a typical year. The financial condition of some African 
countries, however, can limit the attractiveness of undertaking financing or investment In those 
countries. Nonetheless, both of these U.S. government financing agencies will continue to 
support creditworthy infrastructure projects in Africa, and even in countries that may not be 
generally creditworthy, these agencies will consider financing projects, provided that the projects 
are able to generate hard currency earnings for escrow accounts. 

Critical to increasing foreign investment in Africa in a sustainable way is making African 
economies more investor-friendly. As we noted above, evidence suggests that it has been 
restrictive African trade policies which have resulted in reduced economic growth. USAID has 
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been working with African governments and with the African private sector to liberaliu trade 
poiici^, create a legal and regulatory environment that encourages private investment, and helps 
bring macroeconomic stability. USAID's Programs include providing critical technical 
assistance in such areas as SADC's development of trade protocols, working with the 
government of Mozambique on the blueprint for commercial end regulatory reform, and 
promoting non-traditional exports. 

Shaping a new comprehensive trade and investment policy for Africa calls for examination of a 
great number ofU.S. agencies which work together to provide new approaches to deal with the 
new challenges that arise as African countries themselves change and to work through existing 
institutions like the WTO and the International Financial Institutions to maximize the impact of 
multilateral resources towards that objective. In our subsequent four reports to Congress on our 
trade and development policy toward Africa, we will be examining a changing continent. We 
will refine our policy accordingly and assess the effectiveness of the initiatives we have already 
proposed. 

African Contracting Parties to the 
General Agreement on Tariffs and Trade (GATT) 1947 
and the World Trade Organization (WTO) 
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Angola (1994) 



Benin (1963) 

Benin 

22 February 1996 

Botswana (1987) 

Botswana 

31 May 1995 

Burkina Faso (1963) 

Burkina Faso 

3 June 1995 

Burundi (1965) 

Burundi 

23 July 1995 

Cameroon (1963) 

Cameroon 

13 December 1995 

Central African Rep. (1963) 

Central African Republic 

31 May 1995 

Chad (1963) 



Congo (1963) 



Cote d'Ivoire (1963) 

C^e d’Ivoire 

1 January 1995 

Djibouti (1994) 

Djibouti 

31 May 1995 

Gabon (1963) 

Gabon 

1 Juiuaiy I9$S 

Gambia (1965) 



Ghana(1957) 

Ghana 

I January 1995 

Guinea (1994) 

Guinea 

25 October 1995 

Guinea-Bissau (1994) 

Guinea Bissau 

31 May 1995 

Kenya (1964) 

Kenya 

1 January 1995 

Usotho(1988) 

Lesotho 

31 May 1995 

Madagascar (1963) 

Madagascar 

17November 1995 

Malawi (1964) 

Malawi 

31 May 1995 

Mali (1993) 

Mali 

31 May 1995 

Mauritania (1963) 

Mauritania 

31 May 1995 

Mauritius (1970) 

Mauritius 

1 January 1995 

Mozambique (1992) 

Mozambique 

26 August 1995 

Namibia (1992) 

Namibia 

1 January 1995 

Niger (1963) 



Nigeria (I960) 

Nigeria 

I January 1995 

Rwanda (1966) 

Rwanda 

22 May 1996 

Senegal (1963) 

Senegal 

1 January 1995 

Sierra Leone (1961) 

Sierra Leone 

23 July 1995 

South Africa (1948) 

South Africa 

1 January 1995 

Swaziland (1993) 

Swaziland 

1 January 1995 
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Mediterranean/Saharan Africa -- 

GATT 1947 Contracting Parties 

Mediterranean/Saharan Africa -- WTO Members 

Egypt (1970) 

Morocco (1987) 

Tunisia (1990) 

Egypt 30 June 1995 

Morocco 1 January 1995 

Tunisia 29 March 1995 

African Countries not in GATT 1947 

African Countries not in WTO 

(as of May 22,1996)^ 


LDC Members of GATT 1 947 who participated in the Uruguay Round and tabled Goods and 
Services Market Access Schedules at the Marrakesh Ministerial Meeting in April 1994 have two 
years from the date of WTO implementation (i.c., until January 1, 1997) to accept the WTO 
Agreement as original members. These countries are noted in bold type. After that date, such 
countries will be required to negotiate accession to the WTO under Article XII on the same basis 
as other non-Members. 
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Mediterranean/Saharan 


Algeria 

Mediterranean/Saharan 

Libya 

Algeria 


Libya 





Cape Verde 

Angola 


Cape Verde 

Comoros 

Chad 


Comoros 

Equatorial Guinea 

Congo 

Eritrea 

Equatorial Guinea 

Ethiopia 

Eritrea 


Ethiopia 

Liberia 

Gambia 


Liberia 

Sao Tomd and Principe 

Niger 

Seychelles 

Sao Tomi and Principe 

Somalia 

Seychelles 

Sudan 

Somalia 


Sudan 


Zaire 
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Chairman Crane. Thank you veiy much, Ambassador. 

The sub-Saharan African countries, or the overwhelming major- 
ity at least, are members of WTO, but the President’s recent report 
on sub-Saharan Africa urged acceleration of implementation of 
those commitments. 

Do you have any feedback from what the African response may 
have been to that initiative? 

Mr. Lang. No. I should say that, of the 48 countries, I think 38 
were members of the GATT, and all of those except 6 have moved 
over into the WTO. My understanding from Geneva is that those 
six can complete their accession relatively rapidly. The other 10 
will have to go through the normal accession process, and they are 
at various stages. Some of them will have some problems — Libya, 
for example. You are right. Most of the countries are in the system 
or getting in the system. 

As far as their reaction, I am not familiar with any formal reac- 
tion. I do not know if we have heard anything yet from them. But, 
I would be glad to look into that and get back to you in writing. 

Chairman Crane. My understanding is that our exports to sub- 
Saharan Africa in 1995 increased 22.7 percent. Have you any feed- 
back as to where most of that increase occurred? I mean, is it in 
portions of sub-Saharan Africa, one or two countries, or is it fairly 
evenly distributed? 

Mr. Lang. You know, I have some statistics here. Let’s see if I 
can put my hands on this. 

This is 1995 data. The increase from 1994 to 1995 was about — 
this is in value terms — was $4.4 billion to $5.4 billion. The greatest 
increase was clearly in South Africa, which is also by far the larg- 
est export market, from about $2.2 billion to around $2.8 billion. 

There was a significant increase in Nigeria, from $509 million to 
$602 million, so that is close to $100 million. Others are much 
smaller than that. The next closest is probably Cote d’Ivoire. 

So, the concentration of the export increases is limited to a few 
countries, just as the utilization of our programs is limited to a 
relatively small number of countries. 

Chairman Crane. Thank you. 

Mr. Rangel, 

Mr. Rangel. Thank you for being here. Ambassador, and we 
welcome your contribution. 

I hope that as my friend. Congressman McDermott, said, we can 
anchor something in this Congress, through this Subcommittee, 
that would cause us to be a part of exploring the possibilities of ex- 
panding trade with Africa generally. 

It has been my experience that the African countries do not have 
a constituency here to support their efforts. As a matter of fact, 
when we were having the newly found democracies, I was sur- 
prised to see that they used the same lobbying firms that were 
used by the colonial countries. But it was explained that, after all, 
resources have not changed and so trade would have to go on and 
that they knew better. 

But as the years have gone on, it seems as though I do not have 
those firms lobbying me. In other words, it just seems to be a lack 
of interest in Africa. Then, of course, along comes Ron Brown and 
everything is exploding, everything is exciting, it is good for Amer- 
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ica, good for democracy, and good for both continents. Everything 
was upbeat. 

Some would want to believe that it was the Ron Brown policy. 
Knowing my government better than that, I would want to know 
whether anything has been locked into place as a task force to 
make it easier for Americans and for Africans to trade with each 
other, and if so, who would be the person that is coordinating this 
effort. 

Mr. Lang. Well, even Secretary Kantor said that he cannot 
replace Ron Brown. It was a devastating loss for all of us. 

Mr. Rangel. That is why I mentioned a task force. 

Mr. Lang. There is an interagency group that was put together 
to prepare the 134 report. That is now moving forward under the 
aegis of the National Economic Council. There will be a meeting at 
my level, which is called the Deputy’s level. We plan to continue 
meeting indefinitely on this project. 

I have met once with Mr. McDermott. I need to meet with him 
and others more frequently. I would like to be in the country more 
frequently to meet with them. But we are devoting, increasing at- 
tention. It is going to be very difficult to replace Ron Brown, but 
we will try to 

Mr. Rangel. No, no. I misspoke. I am only talking about not 
what we had but what do we have now. 

I get the impression that we are trying to develop a policy that 
does not depend on a personality. 

Mr. Lang. Yes. 

Mr. Rangel. Having said that, where do you get your input from 
in order to have a better feel for what that policy should be? 

Mr. Lang. I see. 

We have, by statute, a private sector advisory committee system 
that involves — it is probably on the order of 60 different commit- 
tees, with a couple of thousand American participants, who provide 
us both policy level advice and sectoral level advice. 

Mr. Rangel. This group is American businessmen and women? 

Mr. Lang. Right. And they 

Mr. Rangel. And, that is a public list? 

Mr. Lang. Yes, sir. 

Mr. Rangel. Are there any African Americans involved in that 
group? 

Mr. Lang. Oh, yes, absolutely. 

Mr. Rangel. So, when you make that list public, it will allow 
other people to have input, at least through that group 

Mr. Lang. You know, USTR, we are ready to meet with anybody 
who is interested in a trade problem, whether they are in the 
formal process or not. 

Mr. Rangel. I know that. But meeting with you after a policy 
is established would be too late. 

Mr. Lang. Now. I mean now. 

Mr. Rangel. Well, I would not know who has a positive contribu- 
tion to make, but knowing who is involved and participating could 
assist me 

Mr. Lang. I see. We can get you that information. 
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Mr. Rangel. So if we had the list, businesspeople, who some- 
times are embarrassed by not knowing what to do, would feel more 
comfortable talking with them. 

In the U.S. Congress, besides Mr. Jefferson and Mr. McDermott, 
where would you normally go to get a feel for the congressional 
concerns for Africa generally and the sub-Sahara more specifically? 
Who are the people that you rely on to help you resolve some of 
the legislative problems? 

Mr. Lang. Well, we have two ways of consulting with you — and 
this issue demonstrates both of them. First, we have a series of 
statutory advisers to us who we are required by statute to consult 
with, and we consult on all kinds of problems with 

Mr. Rangel. Are the Members listed on that statutory list by 
name? 

Mr. Lang. Yes, sir. 

Mr. Rangel. Could you name just some of the outstanding 
contributors to that policy? 

Mr. Lang. Well, they would be the Ranking Member and the 
Chairman of the Ways and Means Committee and the Finance 
Subcommittee, and the Ranking Member and Chairman of the 
Trade Subcommittees in both Houses and so on. 

Mr. Rangel. That necessarily wouldn’t mean that the statutory 
titles are the people that you depend on in formulating a policy 
where Congress can be helpful, does it? 

Or do you meet with these people on a regular basis, statutorily? 

Mr. Lang. Yes, sir. 

Mr. Rangel. How often? 

Mr. Lang. Frequently. I mean, we meet at the staff level very 
frequently. 

Mr. RjGstgel. What I am trying to do is help, without having a 
meeting with you or with a lot of people, that statutorily have their 
name listed. If we have got to get a policy, we all ought to get in 
and be supportive of what makes sense. 

Mr. Lang. I agree. 

Mr. Rangel. And so our Subcommittee Chairman has reached 
out in a very positive way to bring people together, to better under- 
stand the obstacles that we have had in the past in increasing 
trade with Africa, and I would assume to encourage other people 
to participate, so that we can expand. 

Mr. Lang. Right. 

Mr. Rangel. Statutory lists do not work. I mean, are you on the 
statutory list? Is Jefferson on the list? 

Mr. Lang. Sir? 

Mr. Rangel. I mean, he is not on the list. 

Mr. Lang. I believe not. But, I said there was a second way we 
consult. 

Mr. Rangel. Right. I am sorry. 

Mr. Lang. That is, we informally consult with everybody who’s 
interested. For example, I have met with Mr. McDermott because 
we know he is interested. We have met with the staff of 

Mr. Rangel. I am only trying. Ambassador, to find out the 
names on your informal list, so that I can work with that informal 
group. Since I am not a part of the statutory group, I do not know 
who in Congress has enough interest in this subject matter that 
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they will be willing to work on a congressional task force so that 
other members would not ask for an appointment with you, but 
would be interested in supporting the efforts being made by the 
administration. 

Mr. Lang. Let’s put it this way. Any way you want to do it, we 
will do it. 

Mr. Rangel. Thank you. That does not help much, you know. 
[Applause.] 

We will come up with some creative ideas to have us working 
more closely together. 

Mr. Lang. I appreciate that. 

Mr. Rangel. I hope that you might be able to put together an 
informal task force between the Commerce and State Departments 
so that we can find out which departments and agencies have the 
problems and the impediments that can be removed so that we can 
better establish commerce and trade. 

Mr. Lang. I would be glad to do that. 

Mr. Rangel. Whatever you come up with in the same spirit, I 
will be glad to try to work with you so that there would be a work- 
ing task force, and then we would be able to report to our statutory 
leaders as to where we want to go. 

Mr. Lang. I appreciate that. 

Mr. Rangel. Thank you. Ambassador. 

Thank you, Mr. Chairman. 

Chairman Crane. Mr. McDermott. 

Mr. McDermott. Thank you, Mr. Chairman. 

Ambassador Lang, I appreciate your coming up here. Mr. Rangel 
raised an issue which I was going to raise, which is the whole ques- 
tion of where should we look for the focus. You’re saying that Miss 
Tyson or Mr. Lake as the chairman of the advisory panel. Is it fair 
for us to look to them as the focus in the administration? 

Mr. Lang. The National Economic Council is chaired by Laura 
Tyson. It meets on an interagency basis to discuss broad economic 
policies. 

The USTR, Ambassador Barshefsky, chairs an interagency com- 
mittee that considers the trade aspects of these problems in de- 
tail — 

Mr. McDermott. With respect to Africa? 

Mr. Lang. Yes, sir, with respect to every 

Mr. McDermott. Specifically Africa, or generally trade 
problems? 

Mr. Lang. Specificadly, generally, however you slice it. And so if 
you’ve got trade issues that need to be considered on an inter- 
agency basis, that is the way they would be considered. But they 
would also have to be rolled into broader economic policy consider- 
ations that go beyond trade, and the vehicle for that in this admin- 
istration, which has been very successful, at least in my experience, 
compared to other administrations, is the National Economic 
Council. 

Mr. McDermott. Let me ask you a question which puzzles me 
from looking at the data that we have been able to accumulate. 

South Africa is obviously the centerpiece of Africa for the admin- 
istration. Unfortunately, it seems like it is the only place, because 
if you look at Ghana or you look at Uganda, who have been good 



53 


performers economicjilly, you do not see the same kind of high-level 
support and interest in fostering economic engagement. We have no 
bilateral commission going with Uganda or Ghana. I wonder what 
the expl2uiation for that is. 

I mean, if a country does well in Africa, why do we not extend 
the same kind of involvement to them that we have had with South 
Africa? 

Mr. Lang. Well, I am not sure I can speak for the nontrade part 
of that equation, which is probably a lot of what you’re talking 
about, international finance, development assistance, things like 
that. I am just not current in those areas. 

In the trade area, our interchange so far with most of the coun- 
tries has been through the WTO, because everybody is in Geneva 
and everybody has a common denominator of basic obligations. In 
that context — and it is also easy for countries to be represented 
there because the UN agencies are there, so typically they have a 
representative who does both the GATT and the UN agencies. 

So far, there hasn’t been that much response, whether the coun- 
tries are doing well economically or not. In other words, we are 
not 

Mr. McDermott. Are you sa5ring the problem is the Africans 
have not come forward to us rather, we have been reaching out to 
them? 

Mr. Lang. Well, we have reached out to them. We need to do 
more. We are going to do more in the region with these educational 
conferences, and the WTO is going to do more in the region in 
terms of reaching out to them. We will support those efforts. 

Mr. McDermott. I read in the papers that when the WTO presi- 
dent suggested that we ought to be doing more for developing coun- 
tries, the headline said “U.S. Cool to Proposals by WTO”, as though 
he was saying let’s reach out to the developing countries but the 
United States said, “No, no, wait a minute. Let’s slow down here.” 
It is a very short article in the international papers, but it is pretty 
clear that we did not reach out and we were not encouraging him 
to reach out. 

Now, are you sa3ang that that is a change in policy that you are 
now enunciating here? 

Mr. Lang. No. We are going to evaluate all these proposals on 
their individual merits. I do not know. I am not familiar with the 
article. But, we are working closely with Director General Ruggiero 
on this question. There are some things that we cannot do under 
our current law that I do not think he is suggesting, but others in 
Geneva are suggesting. 

I just do not know what the reference to the article is, but in 
terms of reaching out 

Mr. McDermott. I will get it to you because I would like to have 
your response in writing as to what was suggested there. 

Let me just ask one other question, with the indulgence of the 
chairman. You say that in textiles it is a minor issue, but I want 
to raise it and let’s look at a specific, because this is a trade area 
where you do have responsibility. 

Kenya started up a business; Mauritius started up a business. 
They began making textiles, and it is quota free, so they thought. 
They are going along and they get up to the enormous figure of 
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$100 million, by comparison to the $43 billion that we import, and 
suddenly a quota call is p>ut on them. The World Bank in analyzing 
this, said Well, why is this? Well, the United States said we do not 
want you to make that particular item. We do not want you to 
make dress shirts. Make something else. 

Now, we are into signals, and if you encourage a country to de- 
velop an industry, and then you come in and put your foot on them, 
and then say no, put your investment over here, I would think pri- 
vate sector investors would say to themselves, once is ignorance, 
and twice is stupidity. If I put my money into a business and I in- 
vest and I get squashed, why should I move it over here when I 
do not know what kind of simal was sent by that first quota. I 
want to understand why a $100 million business in Kenya or 
Mauritius was so threatening that it had to have a quota call put 
on it. That is the crux of my question. 

Mr. Lang. First, the program is transparent. There is no reason 
for an investor to feel that the program cannot be understood and 
they cannot find their way through the program successfully. 
Many, many countries have succeeded in doing so over the years. 
And while they end up with quotas, they also end up with growth 
factors, and they are able to diversify their production into other 
products. 

You are right. What happened was, whatever that product was — 
some kind of shirt — came in at a time when the factors that govern 
the statutory process in this country were all lined up in such a 
way that an affirmative determination had to be made, and we 
made a call. We still made what I think is a fairly generous agree- 
ment with Kenya on that category. My understanding is that the 
quota was set 75 percent above the call rate. 

But the broader point is that developing countries — we have a 
multilateral obligation here, with respect to these growth factors 
and with respect to the rights of all the other countries that are 
in the system, to access in the U.S. market. If we do not follow that 
system, we are going to get in trouble with a lot of other countries. 

Mr. McDermott. Who are the other countries we were going to 
get in trouble with? 

Mr. Lang. All the beneficiaries of the WTO 

Mr. McDermott. Of the muitifiber agreement? 

Mr. Lang [continuing]. System. Yeah, this is a multilateral 
agreement we are dealing with here. 

Mr. McDermott. And what was the specific thing that Kenya 
did wrong? I do not understand. I mean, I truly do not understand 
how that internally was derived, because the net effect was to lose 
11,000 jobs in Kenya in the apparel industry, according to the 
World Bank. 

So, I have a hard time understanding what it was that they did 
wrong, that necessitated this call being put on them. 

Mr. Lang. Well, basically, if imports are increasing and domestic 
production is declining, the Committee that administers the U.S. 
quota has to instruct us to make a call. That is basically the way 
the system works; it is consistent with our multilateral obligation. 

But the point is, there is one quota in all of sub-Saharan Africa, 
and everybody knows exactly how the system works. Kenya did not 
do anything wrong, but they need to a^'ust to the way the system 
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actually works in order to be able to take advantage of it. They can 
do that. They can learn to do that just like every other country in 
the world has learned to do that. 

Mr. McDermott. I guess I still — This is sort of an arcane area 
to me. 

Mr. Lang. It is to me, too. 

Mr. McDermott. But the ultimate impact of this quota is to 
send a horrible signal to an investor who might want to go into an 
African country, where they believe they are quota free, and then 
suddenly, because domestic production drops some place in the 
United States, somehow that triggers some mechanism in the 
American Government that says we cannot take any more from 
this quota free country. 

That seems to me a pretty hostile investment environment to put 
your money in if you can figure out some place else to put it. 

Mr. Lang. All I am sa^ng is that investors have worked in that 
climate in poor developing countries for many, many years, and 
have been very successful by knowing how the program works and 
taking advantage of it. We do not see any reason why, with a little 
training, Kenyan investors cannot do the same thing and not have 
the adverse effects on our market that we cannot tolerate, because 
we are increasing, and have been for years, imports of textiles and 
apparel in a very import-sensitive industry. 

I do not think that situation ought to be hostile to investment, 
simply because it has not been hostile to investment in other devel- 
oping countries. In other words, what I am trying to say is, this 
system has applied on a less liberal basis for many years, for 30 
years before the Uruguay round put in the current liberalization 
system. All during that period, ^ople were willing to invest in 
textile industries around the world. 

Africa needs to learn how these systems work in order to take 
advantage of them. They should not be in the situation of having 
only 6 out of 48 countries taking any advantage of GSP. They 
should not be in the situation of only one country taking significant 
advantage of textile market access. But, while it is a transparent 
program, it is a difficult program to master. We can explain the 
program because it is sdl set out in the public record. It should not 
discourage investment, but they have to follow the rules, and then 
they will not have a problem. 

Mr. McDermott. I think we agree that we want them to take 
more advantage of the system. I am worried about the signals we 
send. I think we’ll have further discussions, obviously, as this 
proceeds. 

But I think the reason for the APEC-like forum and for some of 
these initiatives at our level is to say the Federal Government 
wants to take an interest in Africa, and we are going to take a 
positive and aggressive interest in Africa rather than a kind of pas- 
sive, “if you can figure out the rules on how to maneuver, good 
luck. If you cannot, well, whatever happens to you is your own 
problem.” I would rather shift from that passive view to a more ag- 
gressive view that says here’s how it works, folks. Do this, do this, 
do this, and you are in it. 

I think you will then have a seeding in Africa, of some countries 
that will take advantage and begin to make things happen, and 
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others around them will see that that happens. So there is really 
great potential if we make it a little hit more — ^You say it is trans- 
parent, and yeah, everything is transparent. I have seen the 
Federal Code and I can read English. But I do not know that it is 
exactly transparent. 

Mr. Lang. I am saying that in comparison with systems in other 
industrialized countries. 

On your main point, I fully support the point about outreach. We 
need to find ways to work with you on that. I am open to that and 
any way you want to have that exchange is fine with me. 

Mr. McDermott. Thank you very much. 

Thank you, Mr. Chairman. 

Chairman Crane. Again, thank you. Ambassador Lang. We look 
forward to working with you in the future on this issue. 

I would next like to call up our panel of Jeffrey Sachs, Hon. 
Michael A. Samuels, Kenneth Ofori-Atta, and Daniel O’Flaherty. 

Gentlemen, before we commence, if you could try and summarize 
your remarks in 5 minutes, please do so. But all printed matter 
will be made a part of the permanent record. 

With that, we will commence with Jeffrey Sachs. 

Mr. Sachs. Mr. Chairman, thank you very much. 

I understand that Mr. Ofori-Atta has to leave soon and he has 
asked whether he might go first. 

Chairman CRANE. Absolutely then, please. Thank you. 

STATEMENT OF KENNETH OFORI-ATTA, CHAIRMAN, 
DATABANK FINANCIAL SERVICES, LTD., ACCRA GHANA 

Mr. Ofori-Atta. Thank you, Mr. Chairman. 

I have been asked to testify to your Subcommittee on sub-Saha- 
ran trade issues because, first and foremost, I am an African entre- 
preneur and a member of the West Africa Enterprise Network, and 
I am a founder of a financial services company which does business 
with the United States. 

In addition to those qualifications, I schooled in the States and 
had my university degree at Columbia, and a master’s degree at 
Yale. I also worked on Wall Street for a few years, both with 
Morgan Stanley and Salomon Brothers. 

I would like to describe briefly the context in which I believe U.S. 
trade relations in Africa should be viewed today, and to make three 
recommendations as to actions this Subcommittee might wish to 
make to launch a more dynamic U.S. trade and investment policy 
based on partnerships and private sector growth and not on de- 
pendency and aid, the U.S. relationship to Africa, is unfortunately, 
largely monopolized by your relationship with African governments 
as opposed to the private sector and the people. I will then com- 
ment briefly on Congressman McDermott’s proposal. 

Let me begin my testimony by affirming that African nations are 
currently experiencing an economic turnaround. Indeed, the im- 
proved economic outlook resulting from the trend toward liberaliza- 
tion and privatization in Africa makes this continent one of the 
newest emerging markets. With a 3-percent growth rate of the pop- 
ulation, which is about 650 million, it makes it one of the largest 
potential markets for the United States. 
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In my view, the African machine, as I would call it, has yet to 
spin. Africa has a stranglehold on a lot of key resources, like gold, 
platinum and chromium. In addition, Africa has some of the largest 
producers of copper, coffee, cotton, and sisal. 

How do we then put some “sap” into Africa? How do we grease 
this machine for it to run? Thanks in part to the World Bank and 
IMF policies, Africa has begun to make progress. The new prescrip- 
tion of structural adjustment has been well taken, governments are 
now having to take the private sector much more seriously. 

I would also like to affirm that this new emerging market in 
Africa is one in which the United States is in a superior position 
to benefit from. The United States has tremendous comparative ad- 
vantage in sectors where Africa must invest over the next 10 years 
if its countries are to compete in the global market; that is, tele- 
communications, energy, electricity, power plants, ports, to name 
only a few. 

The rush and need to modernize businesses and government fa- 
cilities in Africa through computerization represents such an un- 
tapped market. The push to liberalize and privatize in Africa offers 
U.S. businesses, both large and small, many highly profitable op- 
portunities for investment, joint ventures, and trade with African 
firms. 

Let us look at an example in Ghana on how U.S. markets can 
capitalize on Africa, in my country investment in the mining sector 
has amounted to over $6 billion over the last 5 years, much of 
which was spent on heavy equipment. The United States captured 
only a fraction of that market, despite its expertise and the recog- 
nized quality of its heavy equipment industry. Paradoxically, since 
the listing of our largest gold company, Ashanti, on the New York 
Stock Exchange, U.S. institutional holdings is now over 35 percent 
of this company. And yet, American companies have not benefited 
significantly from the capital equipment that Ashanti required 
during the period of its development. 

The United States must also find ways of encouraging increased 
foreign direct and portfolio investment in Africa. While private 
flows are increasing worldwide, just eight developing countries re- 
ceive two-thirds of foreign direct investment, and none of those 
countries is in Africa. U.S. strategy must, by necessity, evolve to 
encourage the establishment of private sector equity funds and 
guarantee mechanisms, as suggested by Congressman McDermott, 
to support and promote U.S. investments in Africa. Sub-region 
funds and infrastructure funds established with local African part- 
ners, will ensure a better record than I believe has occurred in 
Eastern Europe. 

I would also like to, in addition, affirm that there is a new gen- 
eration of African entrepreneur, who has a global market perspec- 
tive and possesses the technical skills to team up with U.S. compa- 
nies, such entrepreneurs include members of the West Africa 
Enterprise Network. I encourage U.S. businesses to look at this 
network as a means of forging sustainable business alliances into 
the West Africa subregion. 

I will look at three recommendations which I believe will help to- 
ward this course. First, the issue of reversing the brain drain of 
talent of African professionals. The United States currently trains 



58 


some of the largest pools of Africans, and I think they could serve 
as a good link into joint ventures and entrepreneurial ventures be- 
tween U.S. firms and African entrepreneurs. 

A case in point was the first flow of portfolio funds into the 
Ghana stock market, which was negotiated between my firm, the 
government, and Salomon Brothers, a firm where I had personally 
worked in New York. The venture was profitable for the govern- 
ment and the firms listed on the stock market and Salomon 
Brothers. A $25 million investment was nearly doubled in value 
during that time. 

Many of the emerging markets in Africa have also performed 
well and, therefore, there is real economic profitability in looking 
at U.S. trade relations with Africa. 

I would also want to look at how to identify credible business 
partners for the U.S. business community to improve trade infor- 
mation flows and contacts. The U.S. business community, as has 
been illustrated, may not be fully aware of the potential in the re- 
gion, and African countries may also not know their way around 
the GSP or other benefits that the U.S. market may have; there- 
fore, the need to link up and provide the basis for such information 
so that trade can go on in the private sector. 

I would like to stress that the West African Enterprise Network 
is fully supportive of the spirit and objectives of Congressman 
McDermott’s proposed initiative; that is, removing tariff and non- 
tariff barriers to trade between Africa and the United States; rein- 
forcing regional economic integration in West Africa; promoting di- 
alog among U.S. and African governments and private sector rep- 
resentatives; reducing risks for U.S. corporations entering the 
African market; and ending quota calls on textiles and apparel 
from Africa. 

Measures to support regional economic integration will certainly 
allow our countries to access the same benefits as those accruing 
to members of trading blocks such as NAFTA and the EU. 

As private businesspersons in the subregion, who have had to 
forge our own way to sustain our businesses under very difficult 
circumstances, with little security and our own capital fully at risk, 
we are firm advocates of an end to dependency in Africa. We are 
also firm advocates of free markets and the creation of a level 
playingfield and a stable environment in our countries, in order to 
enhance the African private sector’s chances for growth and 
development. 

However, Africa, as you know, is not a homogenous society. 
There are different levels of development which will require dif- 
ferent programming emphasis. The graduating countries from 
USAID’s programs and World Bank/IMF programs now require 
more direct intervention with the private sector, and we hope the 
Subcommittee will be innovative in finding new sources of support 
for this initiative. 

The beauty of what I believe in Congressman McDermott’s pro- 
posal is that it is simple, it is obvious, but it is revolutionary as 
a U.S. policy toward Africa. This is because U.S. policy to Africa 
will switch from aid and dependence to trade, which is more self- 
sustaining, more self-respecting, and should have universal appeal 
to your constituents. 
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On behalf of the West African Enterprise Network, and as a rep- 
resentative of the new generation of African entrepreneurs, and a 
product of your schools and corporations, I can assure you that we 
welcome the actions your Subcommittee and your strategic allies 
and agencies can take to assist the African private sector and to 
highlight to African governments that there is no choice but a true 
partnership between the public and private sector if we are to 
achieve economic growth. Inasmuch as this Subcommittee’s initia- 
tive clearly demonstrates to African governments that their private 
sector is the most critical tool they have to encourage and induce 
the U.S. Government to support economic development in the re- 
gion, we pledge our full cooperation to work with this Subcommit- 
tee on the initiatives, the design and its subsequent implementa- 
tion. 

Mr. Chairman and Members, I am, in a nutshell, saying that 
Africa’s case is not one of endemic dependency but one of a primed 
pump, with resources and people requiring retooling for imminent 
industrialization, the United States has the comparative advantage 
and capital which Africa needs. The United States should use these 
resources to assist corporate America to come to Africa, by provid- 
ing information, by helping to create funds and guarantee mecha- 
nisms, by linking up with a new generation of African entre- 
preneurs, and by giving most favored nation status to those African 
countries whose governments follow free trade and private sector 
dogma. 

With this, I believe a true partnership and a mutually beneficial 
relationship will be established and sustained between the United 
States, and the over 650 million potential consumers of capital 
equipment and consumer goods which Africa now needs. 

I thank you and I appreciate the time. 

[The prepared statement and attachments follow:] 
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1 have been asked to testify at this Ways and Means Committee hearing on Sub-Saharan 
African Trade Issues because I am an African entrepreneur and a member of the prestigious West 
A^can Enterprise Network whose formation was supported by the U S. Government and 
because I am a founder of a financial services firm which does business with the United States. 

In addition to those qualifications, I obtained my undergraduate degree in economics from 
Columbia College in New York and my graduate degree in management from Yale. 1 also 
worked for four years on Wall Street with Morgan Stanley and Salomon Brothers, before 
returning to Gharu in 1990, after ten years in the U S., to create my firm, Databank Financial 
Services, Ltd. I am therefore a graduate of the best U S colleges and very familiar with U S 
corporate culture after my experience on Wall Street 

I would like to describe briefly the context in which I believe in U S. /African relations 
should be viewed today, and to make three recommendations as to actions this committee might 
wish to take to launch a dynamic U S. trade and investment policy based on partnerships and 
private sector growth, and not on dependency and aid, and a U.S. relationship to Africa largely 
monopolised by Afirican governments. I will also comment briefly on Congressman McDermott’s 
specific proposal, entitled "Growth and Opportunity in Africa: The End of Dependency " 

L THE CONTEXT 

Let me begin my testimony by affirming that African nations are currently 
experiencing an economic turnaround. Indeed, the improved economic outlook resulting fi'om 
the trend towards liberalization and privatization in Africa makes this continent the newest 
emerging market in the world. Its population and the 3% per annum growth rate of that 
population (Africa as a whole represents a market of over 650 million people, West Africa alone, 
where I live, represents a market of 200 nuHion people) make it one of the largest potential 
markets in the world. 

The 1996 World Bank publication, Globa) Economic Prospects, estimates that for the first 
time since 1 989, incomes in Sub-Saharan Africa are growing. The region's GDP rose nearly 4% in 
1995, to $417 billion, its highest growth rate of the 1990s. Economies arc on the rise throughout 
the continent, with 30 of Africa's 48 countries showing GDP increases higher than 3%. 

Agriculture and industry have responded to improved macro-economics conditions. In West 
Africa, industrial growth increased 6.7% ir Cote d’lvoiie in 1994. Regular increases have 
occurred in the last three years in Sahelian livestock, rice, canned fish and textiles production. 
Cotton production is up 50% in Burkina Faso and Togo and 25% in Mali. Senegalese groundnut 
production is 40% higher than last year. In Ghana, my country, government and the people have 
shown remarkable tenacity in implementing and sustaining a difficult structural adjustment 
program. Average GDP growth in Ghana over the last ten years has been over 4.5% per annum. 
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However, given Africa’s high population growth, economic growth rates of 8-10 percent 
are required before African countries can signifrcantly reduce poverty. Increased trade with the 
U S. is therefore not only a stimulus for economic growth, but also a way out of Africa’s 
persistent poverty and an end to reliance on foreign aid 

The African machine, in my view, has yet to spin. Africa has a stranglehold on certain key 
resources: five limes the gold in the U.S., ten times the platinum in the NIS, with Zimbabwe and 
South Africa the world's largest producers of chromium In addition, Africa is the second largest 
world producer of copper, coffee, cotton and sisal 

How do we put the sap back into Africa? How do we grease this African machine, for it to 
run? Thanks in part to the World Bank and the IMF and the fall of communism, Africa has begun 
to make progress. The new prescription of Structural Adjustment has been well taken— 
governments are now having to take the private sector seriously, prices and wages are being 
liberalized, along with exchange rates, and state enterprises are being privatized. 

1 would also like to affirm that this new, emerging market in Africa is one which compared to 
the other industrial natios the United States is in a superior position to benefit from. The 
United States has tremendous comparative advantage in sectors where Africa must invest over the 
next ten years if its countries are to compete in the global market telecommunications, energy, 
electricity, power plants, ports, to name only a few. The rush and need to modernize businesses 
and government facilities in Africa through computerization represents a huge untapped market 
(For example, there are more telephones in New York City than in the whole of Sub-Saharan 
Africa, just as there are more computers in the New England states than in the 48 countries of my 
continent). The push to liberalize and privatize in Africa offers U S. businesses - large and small- 
many highly profitable opportunities for investment, joint ventures and trade with African firms. 

We know that exports to developing countries are the fastest growing segment of the U S. 
export market Total exports from the U S. to developing countries in 1995 amounted to $60 
billion, or 40% of total U S. exports. However, U S. exports to Africa in 1995 represented less 
than 1% of total U S exports, or $5.5 billion. U S. exports to Africa in 1995 did rise, however, 
by 32%, compared to 1990, and by 22%, compared to 1994. (For details on U.S. Exports to Sub- 
Saharan Africa 1990-1995, refer to the chart on pages 9 and 10). 

To further propel the mining industry, tourism and agriculture, which employs the most 
people in Africa, we need huge investments in packaging, financial services, transportation (rail, 
road, air, sea), etc 

To capitalize on this emerging market, the U.S. must marshall forces to track these 
opportunities, to keep its business community informed and to identify those credible African 
business partners with which U.S. firms can work It will truly be unfortunate for the U.S. to lose 
these valuable and lucrative markets through lack of information and contacts 

To cite one example of a lost opportunity: 

In my country, Ghana, investment in the mining sector has amounted to over $6 billion 
over the last five years, much of which was spent on heavy equipment The U.S. captured 
only a fraction of that market, despite its expertise and the recognized quality of its heavy 
equipment industry. Paradoxically, since the listing of Ashanti Goldfields on the New 
York Stock Exchange, U S, institutional holdings is now over BSVo of that $2 billion 
company 

The U. S. must also find ways of encouraging increase foreign direct and portfolio investment in 
Africa, While private capital flows are increasing worldwide, just eight developing countries 
receive two-thirds of foreign direct investment, and none of those countries is in Africa. U.S. 
strategy must by necessity evolve to encourage the establishment of private sector equity funds 
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and guarantee mechanisms to support and promote U.S. investments in Alrica. (Sub-region 
funds, institutional funds, with local partners will ensure a better record than in Eastern Europe). 

I would in addition like to affirm that there is a new generation of African 
entrepreneur, who has a global market perspective and possesses technical and managerial skills 
and business integrity. In West AfHca, this new generation of African entrepreneur came together 
with the support of USAID and OECD/Club de Sahel in 1993 in an organization known as the 
West African Enterprise Network. At the request of our brothers and sisters in East and 
Southern Africa, the Enterprise Network will expand to those regions in 1997, 

The West African Enterprise Network (WAEN) is made up of a select group of 300 second 
generation business persons from twelve countries in West Africa.^ The WAEN pursues a dual 
mission: to improve the business environment in WAEN member countries, and to develop trade 
and investment linkages among members and with foreign business partners. To ensure its 
sustainability, the Enterprise Network covers all its operating expenses, on the national and 
regional levels, from direct member contributions. To support its members in expanding trade, the 
WAEN created a Regional Trade Information Center which provides reliable, up-to-date 
information on regional trade flows, suppliers, prices, volumes and transportation costs, as well as 
information on world market prices, quality standards for exports, packaging and labelling norms 
All twelve Enterprise Networks are linked via e-mail, making the WAEN a ground breaker in 
establishing electronic trade communications capability in West Africa. 2 

In three short years, the WAEN has influenced policy in the twelve countries in which 
national networks are located and has developed on-going dialogue with national leaders and with 
the major multilateral donors in the region, including the World Bank and the European Union, 
and the principal bilateral donors, including the U.S., France, U.K. and Germany The WAEN has 
also obtained official observer status vrith ECOWAS, the regional economic union for West 
Africa. WAEN members have created several joint ventures among their West African firms and 
have developed close trade ties to a number of U.S. , U.K. and French firms in sectors such as 
agribusiness, services, manufacturing and ponfolio investments. 

WAEN members listened attentively when the late Ron Brown, at a luncheon sponsored 
by the West African Enterprise Network in Ghana, spoke of America’s desire to aut-compete the 
Europeans’ traditional trading patiners in African markets. We look for signs of a renewed 
commitment from U.S government and corporations to doing business in Africa. 

Given that many WAEN members were educated In the U.S . attending your top schools, 
most often on scholarship, they have developed true entrepreneurship, with fresh ideas and a firm 
understanding of U S. corporate culture, why not look to them to help facilitate the trade eg. 
Databank/SCO A/IEA partnerships of the future between the U S. and Africa? 

To summarize my view of the context in which U.S /African trade relations should be 
viewed today, I believe that we are observing the beginning of an economic turnaround in Africa, 
flowing from the growing trend towards liberalization and privatization. Secondly, I believe that 
the U.S. is well positioned to gain a superior advantage in this new emerging market in Africa, 
due to its strong comparative advantage in infrastructure-related markets such as 
telecommunications, energy, electricity, power plants, etc. Thirdly. I can assure you that there is a 
new generation of African entrepreneur present on the continent today, with the necessary 
managerial and technical skills and entrepreneurial bent to forge the kinds of trade partnerships 
U.S. corporations are seeking 


^Countries where national Enterprise Networks have been created include Benin, Burkina Faso, Chad, 
Cote d'Ivoire, Gambia, Ghana, Guinea, Mali, Niger, Nigeria, Senegal and Togo. 

2 For additional information on the West African Enterprise network and an overview of the Ghana 
Network's activities, please refer to the attached re^nt on pages 11-12 from the Network's quarterly 
hilinniial newsMIftr The Nelwniker. 
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L RECOMMENDATIONS 

I would like to propose three means for increasing U.S. trade with Sub-Saharan Africa. 
These are based on my personal experience with U.S /African transactions 

1. Reverse the brain drain of talented African professionals 

The United States attracts one of the world's largest pools of African talent. Given that 
current conditions in Africa make it difficult for them to envision returning to their home 
countries, the U.S. could assist in structuring progr^s which would encourage them to return 
and start their own businesses. Our experience indicates that those entrepreneurial Africans who 
have returned have consistently sought opportunities for joint ventures and investment 
partnerships with United States corporations and individuals. Such incentive programs would 
serve two purposes: first, they would serve to generate economic activity and to create jobs in 
countries where unemployment is a critical problem. And secondly, and more importantly for U S. 
businesses, they would help to create a critical core of U.S. -educated and professionally- 
experienced Africans with whom U.S. investors are immediately comfortable. 

I speak from experience when I state that in order to overcome a foreign investor's innate 
fear of investment in Africa, he or she must feel at ease with his or her African business partner. 
Africans who have been educated in the same culture and who speak the same business and 
management language are natural partners and confidence builders for Americans interested in 
investing in or exporting to Africa. 

A case in point the first flow of portfolio funds into the Ghana Stock Market was 
negotiated between my firm and Salomon Brothers, a firm where I had personally worked in New 
York. The venture was profitable for the Ghana government, the firms listed on the stock market 
and for Salomon Brothers, who literally doubled their $25 million investment. 

It is important that we examine strategies to identify these US trained Africans to help US 
corporates enter our markets on a long-term sustainable basis . 

2. Increase foreign direct and portfolio investment in Africa 

Many of the emerging markets in Africa have performed very well, Returns on credible 
ventures in Ghana are 25% real and plus. Indeed, in 1994, UNCTAD calculated that the average 
return to American investors in Africa was about 25%, considerably higher than the returns on 
American investments in Europe. It is critical to continue this trend. We must seek means of 
attracting U S. funds and companies into Africa. We strongly support the creation of private 
sector equity and guarantee mechanisms which would facilitate the vrillingness and ability of U S 
corporations and individuals to take advantage of trade and investment opportunities in Africa. 
Once a demonstration effect is created from a scries of sucessful ventures, other investors will 
follow. However to avoid disappointing results from some of the Eastern European funds we 
propose that these sub-regional and infrastructure funds should be established with local partners. 

1 would encourage this committee to take action promptly, because the opportunities now 
coming to light under the liberalization and privatization programs throughout Africa should not 
be missed. In our view, the U.S. comparative advantage in the infrastructure investment projects 
outlined above give U.S. firms a strong edge over other competitors. Africa has not retooled for 
30 years. The window of opportunity to compete to retool African infrastructure and industry that 
will exist over the next few years will probably not repeat itself during the following thirty years 
For example, it is estimated that Ghana needs 1000 megawatts of power for the next phase of its 
industrialization. This translates into at least a billion dollars of immediate business and some $10- 
20 million a year for maintenance services. Companies like Kaiser and Mobil in Ghana will testily 
to the benefits of this early entry strategy, based on their own experience in the 1 960s. 
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3. Identify credible business partners for the U.S. business community to 
improve trade information flows and contacts 

The U S. business community needs to be 2 d>ie to tap into a pool of credible business 
partners, to obtain accurate and timely information on markets and prices, to enter into joint 
ventures and to serve as local counterparts U.S. government agencies and legislative committees 
such as your own also need credible African business persons to assist them in the design and 
implementation of any trade promotion programs or supportive legislation they might envision 

1 would like to propose that the West African Enterprise Network, and in 1997, its sister 
organizations in East and Southern Africa, be tapped to work with this committee and any U S 
private or government agency charged with the implementation of this committee's 
recommendations, to ensure that the African private sector is a partner in the design of new 
initiatives or instruments to promote increased U.S./ African trade and investment. We are also 
prepared to provide this committee and any U.S private or government agency working with it 
with required trade information from our sub-region as well as business references The Network 
should be used as liaison to ensure that you have the appropriate information, in your language 
and culture. 

Ill "Growth and Opportunity in Africa: The End of Dependency" 

I would like to stress that the West African Enterprise Network is fully supportive of the 
spirit and objectives of Congressman McDermott’s proposed initiative, i.e., removing tariff and 
non-tariff barriers to trade between Africa and the U.S.; reinforcing regional economic integration 
in West Africa, promoting dialogue among U.S and African government AND private sector 
representatives on bilateral and multilateral trade initiatives, creating privately managed funds and 
expanded guarantee mechanisms in order to enhance trade between Africa and the U.S and to 
reduce risks for U S corporations entering the African market, and ending quota calls on textiles 
and apparel from Africa 

Measures to support regional economic integration will allow our countries to access the 
same benefits as those accruing to members of trading blocks such as NAFTA and the E.U The 
West African Enterprise Network will panicipate willingly in all initiatives to foster dialogue 
between government and the private sector This is an integral pan of our organizational mission. 
But we will also take the initiative to develop direct privatc-to-privale relationships with the U S. 
business community, through groups like the Corporate Council on Africa, and in the context of 
events such as our November 1996 WAEN General Assembly for Trade and Investment in West 
Africa Measures to remove tariffs and end quota calls will allow us to compete openly on the free 
market, which will help us put an end to dependency. 

As private business persons who have had to forge our own way to sustain our 
businesses, under very difficult circumstances, with little security and our own capital fully at risk, 
we are firm advocates of an end to dependency in Africa We are also firm advocates of free 
markets and the creation of a level playing field and a stable environment in our countries, to 
enhance the African private sector's chances for growth and development 

However Africa is not a homogenous society, there are different levels of development 
which will require different programming emphasis, the graduating countries from USATO’s 
programmes and World Bank/IMF programmes now require more direct intervention with the 
private sector... and we hope the comments will be innovative in finding new sources of support 
for this initiative The beauty of Congressman McDermott’s proposal is that it is simple and 
obvious but will be revolutionary. This is because US policy to Africa will switch from aid and 
dependency to trade which is self-sustaining, self-respecting and should have universal appeal to 
your constituents. 



65 


On behalf of the West Afncan Enterprise Network and as a representative of the new generation 
of Afncan entrepreneurs and a product of your outstanding schools and corporations, I can assure 
you that we welcome the actions your committee and your strategic allies and agencies can take 
to assist the African private sector to highlight to African governments that there is no choice but 
a true partnership between the public and the private sector, if we are to achieve economic 
growth. Inasmuch as this committee’s initiative clearly demonstrates to African governments 
that their private sector is the most critical tool th^ have to encourage and induce the U.S. 
Government to support economic developm^ in the region, we pledge our full cooperation to 
work with this committee on the initiative's design and subsequent implementation. 

Honorable committee members, i am, in a nutshell, saying that Africa's case is not one of 
endemic dependency, but one of a primed pump, vrith resources and people requiring retooling for 
imminent industrialization. The U.S. has the comparative advantage and capital which Africa 
needs and should use these resources to assist corporate America to come to Africa; by providing 
information, by helping to create funds -and guarantee schemes, by linking up with a new 
generation of African entrepreneurs, and by giving most favored nation status to those African 
countries whose governments follow free market and private sector dogma With this, a true 
partnership and a mutually beneficial business relationship will be established and sustained 
between the US and the over 600 million potential consumer and equipment market which Africa 
represents. 
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KENNETH OFORI-ATTA 

Chairman and Founder, Dat^ank Financial Services Ltd 
SSNIT Tower Block, Sth Floor 
Private Mail Bag 
Ministries Post Office 
Tel (233) 21 66-91-10 
Fax (233)21 66-91-00 
email; databank~ncs.com. gh 

Kenneth Ofori-Atta is the Chairman and Founder of Databank Financial Services Ltd., a 
full service investment and financial research company incorporated in April 1990 by two 
graduates of Yale School of Organization and Management and a Ghanaian entrepreneur. The 
management team consists of professionals with extensive experience in investment banking, 
mergers and acquisitions, accounting, law, investment research and credit analysis in both the 
domestic (Ghana) and international markets. 

Databank compiles full information on the companies listed on the Ghana Stock 
Exchange, publishes the Ghana Stock Market Review, maintains the Databank Stock Index for 
the Ghana Stock Market, conducts valuation analyses for companies being privatized, provides 
corporate financial and credit rating advice to financial institutions, provides corporate advisory 
services to firms engaged in aviation, telecommunications, food processing and general 
manufacturing, and trade finance advisory services for import transactions to Ghana, as well as 
advisory services to multilateral agencies regarding the establishment of financial institutions. 

Mr, Ofori-Atta worked at Morgan Stanley and Co. and Salomon Brothers, Inc. in New 
York. During his tenure, he worked on over $4 billion in merchant banking transactions in the 
areas of corporate finance, leasing, real estate and debt and equity capita! raising. Mr. Ofori-Atta 
holds a A.B. in Economics from Columbia University and a MPPM from the Yale School of 
Organization and Management 

Mr. Ofori-Atta is a founding member of the West African Enterprise Network, a group of 
300 second generation business men and women from 12 countries in West Africa. He is the head 
of the Ghanaian National Enterprise Network and of the Financial Sector Subnetwork which is 
responsible for policy recommendations concerning the creation of new financial instruments for 
private sector investment and the diversification of the financial sector in West Africa. 

Databank has also recently initiated a $10 million regional fund, known as the West 
African Enterprise Fund, intended to finance expansions and start-up ventures in West Africa, 
working with country advisors from the West Afitcan Enterprise Network for project 
identification and monitoring. 



U.S. Exports to Sub-Saharan Africa 1990 to 1995 

Listed by state, in US$ 
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Missouri $17,461,361 $31,312,501 $39,729,881 127.53% 26.88% $22,268,520 

Iowa $14,042.316 $40.632.624 $37,733,511 168.71% -7.14% $23,691,193 

Oklahoma I $26.242.722 1 $21.666220} $30.067,639 1 14.58%| ■- 38.78% $3,824,917 

























































68 


K) 

m 

m 

3 

X 

0 

sS 

1 

ss 

m 

<o 

CM 

CO 

o 

ss 

o 

CO 

d 

3? 

(A 

CD 

d 

SS 

CM 

CO 

d 

1 

£ 

d 

J 

« 

j 

CM 

d 

i 

d 


d 

a 

o 

o 

a: 

A 

to 

d 

a: 

h* 

« 

o 

J 

s 

o 

as 

A 

A 

d 

at 

S 

o 

* 

s 

o 

J 

s 

d 

ii 

m 

d 

«n 

o 

O) 

e 

£ 

U 

c 

a 

fl 

> 

i 

s 

i 

;; 

1 

CO 

s 

a 

oo 

CO* 

;:i 

a 

h- 

hw 

CO' 

O 

CO 

m* 

40 

M 

S 

1 

p 

1 

S 

i 

1 

■ 

! 

1 

CM 

« 

rvT 

CO 

CO 

tA 

s 

if 

ii 

1 

■ 

ft 

; 

S 

>9^ 

I 

r: 

7,' 

a 

i 

A 

I 

Ii 

A 

to 

cm’ 

A 

A 

A 

i 

» 

K 

P 

a 

to 

CM* 

s 

A 

i 

p 

1 

1 

1 

a 

A 

i<» 

h." 

CM 

A 

to 

A 

A 

1 

CM 

<6 

CM 

ss 

m 

CM 

«d 

o 

h- 

m 

CD 

d 

«n 

CO 

CO 

tA 

CM 

CO 

iA 

CM 

A 

f*- 

lA 

* 

a 

s. 

to 

CO 

> 

A 

A 

A 

A 

S 

A 

o- 

CM 

A 

o 

A 

A 

3? 

to 

A 

A 

A 

A 

h-’ 

as 

A 

<D 

A 

A 

d 

<9 

£ 

g 

4 

as 

A 

O 

CM 

CM 

%Cha 90-95 

ss 

CM 

«0 

(h 

CM 

a> 

A 

in 

CM 

CO 

CO 

d 

o 

jS 

CO 

•A 

C3 

a? 

CO 

CO 

CO 

■V 

a 

CO 

CO 

cd 

CO 

# 

s 

s>‘ 

(D 

A 

lA 

A 

to 

* 

s 

CM 

A 

A 

A 

a? 

A 

CM 

cd 

1^ 

to 

a? 

to 

to 

a 

A 

A 

O 

A 

3? 

A 

A 

O 

CM 

aS 

CO 

CM 

A 

A 

A 

A 

to 

to 

CM 

A 

cd 

to 

O' 

CM 

A 

A 

as 

A 

A 

CM 

A 

J 

A 

d 

o 

o 

A 

CM 

CM 

A 


1 

g 

i 

1 

«Q 

CM 

CD 

ai 

CM 

«0 

CO* 

<o 

m 

CO* 

a 

(d 

*A 

CO 

s 

vr 

4^ 

Ml 

P 

1 

5 

n 

K 

p 

1 

! 

1 

M 

P 

1 

CO 

<o 

f*. 

a 

CM 

d 

CO 

CO 

CO* 

A 

to 

4A 

A 

r**; 

S 

g 

fi 

CM 

A 

CM 

cd 

A 

A 

! 

i 

I* 

i 

to 

O' 

1^ 

<6 

A 

CO 

to 

A 

! 

g 

g 

m 

2 

i 

1 

i 

p 

« 

r-._ 

1 

s. 

s 

s' 

A 

A 

1 

A 

A 

A 

s' 

id 

g 

id 

A 


1 

n 

CM 

0» 

? 

CO 

CM 

A 

s 

a 

CO 

h-* 

L 

§ 

CO* 

m* 

o 

<0* 

M 

a 

s 

a 

A 

g 

CM 

CM* 

S 

<o 

CM* 

A 

<D 

g 

A 

lA 

A 

h- 

M- 

g 

i 

cT 

i 

A* 

CO 

s 

A 

A 

r*.* 

A 

A 

g 


n 

i 

5 

» 

♦f 

CM 

3 

to 

to 

A 

A* 

A 

§ 

S 

A 

to 

A 

S 

- 

i 

P 

■ 

j 

g 

V 

A* 

a 

A 

i 

g 

5 

■ 

It 

s 

CM_ 

A 

A 

A 

A 

A 

K 

A 

A 

O 

A* 

5 

a 


ExDortft ld_1990 

CO 

lo' 

OJ 

«>' 

«o 

s 

! 

s 

i 

1 

s 

1 

! 

S 

K 

'P 

1 

CO 

a 

d 

CM 

<D 

CM* 

«o 

■ 

K 

^1 

u 

1 

n 

2 

i 

i 

5 

iM 

CD 

& 

to 

r*. 

o 

CO* 

g 

A 

"M-* 

to 

cd 

4A 

A 

to 

to 

CM 

A 

A 

A 

A^ 

A 

A 


A_ 

O’’ 

A 

A 

cm’ 

A 

A 

A 

to 

■M* 

r«- 

r- 

CM* 

A 

A 

A 

A 

o’ 

A 

A 

A 

s 

A 

d 

CM 

A 

A 

A 

A 

A 

CM* 

tr 

s 

A 

s 

A* 

CM 

A 

A 

1C 

! 

1 

o 

o 

M- 

a’ 

A 

_ 

K 

O 

A 

cm“ 

to 

to 

cd 

r*. 

e 

a 


n 


15 

3 

C 

0) 

(0 

IS 

5 

A 

41 

z 

(A 

<0 

<rt 

c 

n 

< 

S 

ra 

(4 

4) 

a 

o. 

a. 

8 

V> 

S 

A 

C 

1 

r 

(4 

$ 

z 

o 

£ 

(4 

"O 

1 

s 

o 

J£ 

<4 

O 

c 

•c 

o 

z 

O 

i 

'New Hampshire 

1 

! 

i 

1 

5 

■o 

c 

S 

tA 

4> 

•o 

O 

JZ 

K 

(4 

1 

(4 

O 

£ 

D 

O 

w 

c 

O 

§ 

a> 

> 

(4 

C 

3 

c 

o 

5 

S 

v> 

3 

S 

s 

s 

1 

<4 

1 

















































69 


THE SUCCESS OF THE GHANA 
ENTERPRISE NETWORK ORGANISATION: A SOLID 
ACTION ORIENTED MEMBERSHIP 


By: Ken OforiAUa and George Prah 
Sational Cet-Coordinaton 


T he Ghana Enterprise Network is 
honoured lo have been given (his 
opportunity to sponsor the 
Networker. This will be the second edition fully 
funded by a Network member country, after 
the very successful premier sponsorship by the 
dynamic Mali Network. 

We hope to use this issue to showcase the Ghana 
Network members, through articles and 
advertisements, snapshot of successes of 
selected members and the corKerted efforts and 
individual commitments which have over (he 
past three years transformed the Ghana Network 
into a dynamic and pragrruiic force for business 
advocacy, cross border trade and investments 
and the private sector. 

The Ghana Network was blessed with the 
foresight of its founding fathers. Messrs. 
Kwabena Darko and Afore Donkor who were 
driven by a number of factors: 

• they saw the West African Enterprise Nerwork 
os the missing link in the sub-region's drive 
for integration and the ascendancy of forma] 
economic and business activities m each 
country in the sub-region; 

* the evolution of a new generation of 
entrepreneurs as the driving force towards 
economic and social change; 

* the Network os a natural collection of 
stakeholders who could form a powerful and 
progressive "think tank"; and os an advocacy 
group to push for a more business friendly 
environment; and 

* to close the gap between anglophone and 
francophone West Africa and lo showcase to 
the world the new Afneon entrepreneur. 

Our founders were quick to throw the leadership 
mantle over the new generation of enrrepreneun 
after stressing these shared principles and 
emphasising the fact that the Network's 
legitimacy and credibility will hinge on the 
Network's continual integrity, non-poliiical 
stance and commiimeni to the ideals under- 
pinning by the Network. 


The initial plan for selection of membership 
included a careful list of entrepreiteurs who 
shared these ideals such as Mr. Lwis Casely- 
Hayford. Chairman of CAL Merchant Bonk. 
Mr. Ben Addae. founder of KIKU Fishenes. 
Mr. P. V. Obeng the Presidential Adviser, and 
Ms. Adwoa Okyerc. founder and CEO of 
African Bagg. to name a few. Later additions 
have iitcluded the owners of SEEL Ghana 
Limited, a cocnmunicatioos and trading concern, 
Messrs. George Hayford and Reginald Hansen- 
Thompson. panners in the Auditing firm of 
James Quaigraine St Co., and Messrs. Nich 
Adi-Dako and Frank Gadzekpo. Managing 
Director and General Manager respectively of 
SCOA Ghana Limited. 

The message from the onset has been to ensure 
(hat the life blood of the Network, that is. its 
membership is well selected, vibrant and self 
generating through a keen eye on recruitment 
of new and dynamic enaepteneuts. and to 
encourage the entergence of new entrepreneuraj 
class in Ghana. The goal has been to form a 
vbion of a new role of business in the country's 
economic development, and to act as suppem 
base for each other. With this consensus and 
commitment to these objectives, the Network 
was set to achieve its goods. 

Initially, the West African Eoieiprise Network 
was on irtformal association of entrepreneurs 
bound by a common cause. The realisation 
quite quickly dawned on the Ghana network 
(hot the Network hod to be fonnalised if b was 
to be made sustainable. The strength of our 
membership paradoaically was also going to 
be its weakness if we stuck to an unstructured 
informal association. Members who were mostly 
founders and/or chief executives ibeir firms 
did not have the time to manage the operational 
affairs of the Network. 

The Ghana Network was. tbeiefore. the firM to 
formalise the organisation. We initiated dues, 
formally registered the association, found an 
office and shored secretarial siafT with one of 
the member lirms. The result was that Ghana 
established on infrastructure for take off early 
and was subsequently elected by the 
Coordinators and members to manage the 
Regional Headquarters and Trade Infonnaiion 
Center. 


The Ghana Network has consequently been at 
the storm centre of the Regional Network's 
xiiviiies and chalked numerous success. In 
both 1993 and 1993. we hosted the bi-annual 
regional conference. In both confereiKes which 
hosted over 300 visitors, major policy issues 
on (he nticro. macro and regional level were 
debated, analysed and action plans initiated. 

In the most landmark of events, three banks in 
the West Africa region, Ecobank, Bank of Africa 
and CAL Merchant signed a protocol of 
agreement to facilitate intraregional fund 
transfers from 30 days to 3 to 5 days, at the Iasi 
conference in November I99S. 

The Ghana Network from the beginning 
identified stakeholders to suppon its advocacy 
initiatives. Towanls this the Govemmeni. the 
Private Enterprise Foundation and the donor 
community were informed of our activities and 
brought in to share in our vision. The Network 
and the Private Enterprise Foundation have 
worked closely on the strengthening of private 
sector initiatives in Ghana; the Network co- 
sponsored a seminar with the Ministry of 
Finance on the 20ih anniversary of ECOWAS. 

Earlier this year, the Network was the only non- 
US organisation to organise a major 20d-plaie 
luncheon for the late U.S. Secretary of 
Commerce. Ron Brown on his visit to Ghana. 
The Network in addition, organises monthly 
lunches and invites prominent personalities and 
our traditional donor allies USAID. CIDA, EU 
and CFD to participate. 

In this editorial we would like to take the 
opportunity to salute ■ few of our members 
for the incredible successes achieved, and in 
their pushing the envelope lo modernise their 
firms, having foresight lo try the improbable, 
and all-in-all for exhibiting excellence in (heir 
areas of operation. 

AKl ABA FURNITURE 

Chief Executive Mrs. Adusei-Herbsiein renujns 
a pioneer in the furniture manufxiuring business 
and the only woman in this highly competitive 
field. The firm is poised for expansion and is 
looking lo attract a joint-venture panner and to 
elevate itself into the big league of blue chip 
companies by potentially seeking a listing 
on the Ghana Stock Exchange. 




BUSINESS IN GHANA 


SCOA MOTORS 


GEN member Sydney Ca:Kly-Hjyford h.is in 
than two yearN created the trust authorutive 
business majtjzine m the couniry "Business in 
Ghana". This bi-monthly magazine's 
subsenplion has soared lu 2000 It features the 
most analytical and thoroughly researched 
articles on all areas of the economy and policy 
issues which effect the business environment 
in Ghana. 

OARKO FARMS 

GEN founding member. Mr. Kwabena Darko, 
founder and Chief Executive of Darko Farms 
continues to lead by example, excelling as the 
leading producer of poultry in the country and 
probably West Africa. Mr. Darko has 
experimented with packaged cut parts and is 
still the only poultry producer pushing for 
expMts of eggs and day old chicks to the sub- 
region. 

DATABANK 

GEN members Ken Ofori-Atta and Keli 
Gadzekpo’s Databank Financial Services 
Limited remains the most pre-eminent 
investment banking firm in Ghana. The firm’s 
services include corporue finance advisory, 
asset management, stockbrokerage services and 
research- The firm has listed a number of firms 
on (be Ghana Stock Exchange and plays a 
dominant role in managing the accounts of all 
the leading emerging market funds with 
portfolios on the Ghana Stock Exchange. As 
an examf^. Databank recently hosted Dr. Mark 
Mobius. President of the S9 billion Templeton 
Emerging Martel Fund for 4 days in Ghana. 
Oaubank is currently collaborating with (he 
West African Entetprise Network to siiucture 
a $)0 million West African Enterprise Fund to 
provide equity, quasi-equity and ^bl financing 
for WaEN members and the private sector in 
West Africa. The Fund is expected to be 
operational this year and will be the first 
indigeneously created fund in Sub-Sahara 
Africa. 

INTEGRAL (GHANA) LlMfrED 

Gerald Cuice is founder and Chief Executive 
of Integral, a 200 hectare pineapple plantation 
in the Eastern Region in Ghana. Following a 
contact made with a Cameroonian banana 
exporter in 1994. Ghana Enterprise Network 
(GEN) member. Gerald Guice successfully 
negotiated for the CaiiKroonian's Europe bound 
reefer vessels to nuke aops in Tema for Ghana 
pineapples, whose exports by air had become 
iiKreasingly fraught with high costs, cargo 



space limitations and unreliability. Although 
Ghana’s pineapple had began to make a name 
ift the nk'he market for fresh air-freiglued fnnls. 
volumes were relaiitely small and supplies 
unreliable According to Mr Guice "Ghana's 
small volumes could itot justify the use of reefer 
vessels as an atiernaiive. and ihe more cosily 
useofrefngeraied coniamers had attained only 
marginal success". 

The sea freighting of pineapples, by shanng 
reefer space with Cameroonian bananas has 
opened the door for Ghana pineapples to 
participate m the high volume export market 
from which Chaiu was hitherto excluded. With 
the premium Ghana pineaf^ics enjoy on the 
European rcurfcec some exporters art even able 
to obtain the same prices for sea-freight 
pineapples as they did mi air-freight pineapples. 
Transit time is short 9- 10 days and sea freight 
costs 1/3 that of air-freight Msiumes have grown 
from 3.000 pallets in 199S to nearly 9,000 
pallets for the half year of 1996. The surge in 
demand and profrtabtbiy has impacted pineapple 
growing which was beginning to decline as 
difficulties with air freighting ensued. Exporters 
cannot meet the demand now and farmers are 
increasing acreage in resprmse to the higher 
prices now offered The future looks bright for 
Ghana's pineapple exports, thanks to the 
availability of reefer shij^ng organised by 
WAEN member. Chief Exer^ve Gerald Guice. 
Gerald signals the new breed of entrepreneur 
educated farmer who in the Network's view is 
the missing link in the sub-region's drive for 
food sufficiency and the promotion of non- 
traditional exports. 

MEDIA MA41QLE 

Gaddy Laryea's Media Majique A Research 
Systems Limited (MMRS) is one of the largest 
and most successful advertising agencies in 
Ghana. MMRS initially secured an afTiiiate 
relationship with South Africa's Ogiivy and 
Mather Righiford Scarl-Tnpp & Makin. Since 
1 995. however, the Agency has now become a 
pan of Of ilvy and Mather Worldwide - one of 
(be (op advertising agencies worldwide. This 
new affiliaiion opens enormous opponunilies 
for MMRS throughout the sub-region due 
especially to Ogiivy's profound commitment 
to building bracKhes through the process of 
"Brand Stewardship". It allows Media Majique 
& Research Systems in Ghana to be "the most 
local of (he internationals and the most 
iniematiorul of the locals" says WAEN member. 
Chief Executive Reginald L^ca who in ovr 
view has made major strides in the industry. 


TTw reputable sole Ji^inbulorsof PeugevX \<hiL k"' 
Ivecu inicLi in<i Michelm isres in Ghanj his j!' 
eniijble track record and haN undcrijonc j 
Tvsimciurine and rccjptializjlion in ihe pjsi ye.ir 
This hj< .•ompleiely (rjn»forTned ihis company i. 
recapture ilii lead position m the motor iehi<.ic 
indusirv in Ghana The rescructunng included ihi- 
participation of some GEN member companies in 
the equity of ihe new SCOA and replacement o: 
the management with a new breed ofdynjmi. 
young prot'essionaJs headed by GEN member N'lc.^ 
Adi-Dako os Managing Director, and GE.N' member 
Frank Gadzekpo os General Moraeer They become 
the first Ghanaian Ececuiice> of SCO.\ sin>.e 
operations opened in Ghana in 1916 in the then 
Gold Coast Nich Adi-Dako and Frank Gadzekpo 
were both educated in the US and worked in major 
US companies for over 10 years before returning 
lo Ghana in 1995 

SOUTH AKIM MFC LIMITED 

Following a successful restructuring and 
recapitalization that involved the panicipaiion of 
Ghana Venture Capital Fund Ltd., the company iv 
now embarked on s major diversificanon to 
nnifontMUcIf fiom the leading producer of Crown 
Corks into a major packaging company by the year 
2000. To achieve its objective the company has 
plans to be listed on the Ghana Slock Exchange 
within two yean says GEN member George Pnh 
Ceotge. Oft his return from the UK in 1 988. had to 
take over the company from his father He has 
increased profits and engineered the entry of venture 
capital inio what had been a tight irodiiional family- 
held enterprise. 

VALCO 

GEN member Dr Charles Mensa has recently been 
appointed the new Resident Director of Volia 
Aluminium Company (VALCO) following (he 
acquisition of the principal owners. KAISER 
Aluminium, in 1990 by Charles Hurwiu, Charles' 
appoinuncm is reHective of the growing trend in 
the Ghana corporate scene in which a new breed 
of young and dynamic and well educated 
entrepreneurs and professionals are taking over the 
mantle of leadership from the old guard. V.ALCO 
employs over 2.000 people, has sales of over S200 
million a year and is the largest tax payer to the 
Govrrrnnem'streasvtv Charles, as you know Choir-, 
the first and leading Think Tank in Ghana, the 
insciiuie of Economic Affairs. He esiablivhcd the 
institute in 1990 on his return from Washington 
DC in 1992. Today, the inslituic publishes critical 
appraisals on all sectors of the economy and has 
been particularly effective in civil society 
strengthening and governance. His Instiiuic'- 
seminars have created the most effective fura im 
open dialogue on the most sensitive of politicjl 


Thb b the spirit of (he Ghana Network Mve Lc 
Roseau 
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Chairman Crane. Thank you, Mr. Ofori-Atta. 

If you are on a constraint to catch a flight or something like that, 
you’re free to excuse yourself whenever. Otherwise, we will proceed 
down the list of the other panelists here and then get to questions. 

Mr. Sachs. 

STATEMENT OF JEFFREY SACHS, DIRECTOR, HARVARD 

INSTITUTE FOR INTERNATIONAL DEVELOPMENT, 

CAMBRIDGE, MASSACHUSETTS 

Mr. Sachs. Thank you very much, Mr. Chairman, for the oppor- 
tunity to appear before the Subcommittee, and let me begin by con- 
gratulating you on holding these hearings, and also congratulating 
Congressman McDermott on the very important initiative that he 
has launched. 

I am here as director of the Harvard Institute for International 
Development. We are deeply involved through research, training, 
teaching, and advising in more than 20 countries in Africa right 
now. It is my overwhelming sense, from that involvement in Africa, 
that the initiative that this Subcommittee is launching is extremely 
timely and extremely important. 

It is timely because Africa is potentially at a turning point. This 
has been a disastrous period for Africa. I think we should not hide 
that fact nor neglect that fact in thinking about the urgency of the 
situation. Africa has gone through more than a decade of declining 
per capita income, with worsening social conditions in many coun- 
tries. That is the downside and also the reason for urgency. 

On the other hand, I say that it is a promising moment — indeed, 
an extremely important moment — ^because all around Africa 
governments and private sectors are recognizing the need for fun- 
damental change, and fundamental change in the right direction. 

I have had the opportunity in the past year to speak with many 
finance ministers, trade ministers and heads of government, 
throughout Africa, and Africa is changing and it is changing in the 
right direction, and an initiative from the United States could have 
a fundamental and important effect on this. 

I would like to say right at the outset that while the IMF and 
the World Bank have a role to play, and are playing that role, they 
cannot begin to substitute for political leadership from the United 
States and from the Europeans. It is a huge mistake to leave these 
important issues to the international financial institutions, the bu- 
reaucracies down the street here, and believe that the bureaucratic 
treatment of this issue rather than a high-level and highly visible 
political treatment can substitute for what’s really needed. That is 
the broad context in which, I think, that Congressman 
McDermott’s initiative is so vitally important right now. 

Let me stress that I believe the initiative should be an initiative 
to promote growth in Africa, because more than anything, more 
than any other objective that the African governments, USAID, 
and our U.S. Government should have is to promote economic 
growth. Economic growth is not only vital, obviously, for raising liv- 
ing standards on a broad base, but also for addressing the critical 
social and health problems that pla^e the continent right now. 

Without economic growth, no social programs, no social expendi- 
tures, no aid, is going to work. So, we need to have the underpin- 
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ning of sustained and rapid economic growth on the continent in 
order to make every other objective feasible. 

I should also say that Africa’s slow growth is not a profound mys- 
tery. It is the result, overwhelmingly, of poor economic policy 
choices that have been made in Africa for a great many years. 
Those choices were understandable. After the depredations of colo- 
nialism, the world markets did not look very inviting to the newly 
independent countries and, by and large, they closed themselves off 
from those world markets and from foreign direct investment be- 
cause of the understandable perception that the world was a 
hostile place. 

This was understandable, but fatally flawed. The result was that 
Africa did not participate in the boom of worldwide economic 
growth; it did not participate in the boom of trade. While Asia was 
learning the GSP route and was gaining textile exports, and then 
a decade later electronics exports, Africa was stuck in declining 
commodity sectors with almost no manufacturing exports to speak 
of This is the historical legacy, this is the tragedy, and this is the 
fundamental source of slow growth. 

On top of this, African governments did not let private markets 
function properly, and they ran fiscal excesses to such an extent 
that the national saving rates were deeply depressed and, as a re- 
sult, there was not adequate capital accumulation to fuel growth. 

The result of all of this is that Africa’s slow growth can be ex- 
plained on an international comparative basis. The evidence that 
I have submitted for the record shows that the factors of closed 
markets, low national saving rates, and poorly functioning market 
systems can account for essentially the entire shortfall of Africa’s 
growth relative to other developing countries. 

Now, as I said, the good news is that Africa is changing in every 
one of these dimensions, and changing fundamentally. But they 
need our help. They need our attention. We need to help push this 
process in a dramatic way to really get things moving. 

I believe there are at least five areas where help is needed, and 
in every area, every one of these five areas, there is an important 
role for the African governments and private sector, and a 
corresponding role for the outside. 

The main role for the outside is not money. The main role for the 
outside is to help the reform process work, to help the markets 
take hold, to help the saving go up, to help the openness become 
consolidated through increased exports, and a constituency within 
Africa for increased exports. 

That yellow light in front of me is frightening, so I am going to 
jump right to the conclusions so that we have time and that I live 
within your strict limits, because I am also preaching discipline 
within economic policy. So, let me try my best to not go too much 
over. 

I have four specific proposals, in the spirit of Congressman 
McDermott’s proposal, with some variation. First, my main pro- 
posal is the U.S. Government should launch an initiative for 
African economic growth. This would raise the political profile, help 
to put the fire under African governments to get things moving, as 
they are, but to speed it up and to get going. The U.S. leadership 
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is absolutely important here, and the international financial 
institutions are no substitute. 

Second, we need a system, I believe, of framework agreements, 
country by country, or with regional groupings such as SADC, 
which would go through the gamut and be an important incentive, 
stimulus, and learning experience in the opening of our markets. 
That would include bilateral investment treaties, double taxation 
treaties, market access commitments on our side, OPIC and Ex-Im 
Bank cover, which is desperately needed and could be expanded, 
and very important, debt reduction, as a part of this. 

In a nutshell, and with the red light on and my painful aware- 
ness of that, let me say that when it comes to money, if one has 
to choose wiping off the old slate of bad debt and the overhang 
which cripples the future, or giving new money through new fund- 
ing, I would choose to clean the slate and to go for debt reduction 
and the appropriations that that would require under the Credit 
Control Act. 

The reason is that, with a clean slate and dramatic policy change 
and reform, we will give the incentive to private markets to invest. 
There is funding in private markets available, but the policy envi- 
ronment and the debt has to be cleaned in order to really give the 
push for that private investment to take place. 

As you know, the international initiatives on deep debt reduction 
for the poorest countries are stalled right now. This is deeply re- 
grettable. It requires U.S. leadership on this, and it will require 
some funding on our part — not dollar for dollar; that is the good 
news — ^but subject to the credit control restrictions in our laws to 
get this done. 

Very briefly, let me mention two other areas. This initiative re- 
quires coordination with Europe. Europe plays an unhelpfiil role in 
several areas, and as Africa’s major trading partner, this has to be 
brought to the fore. We have an important role to play there as 
well. I cannot elaborate because of the time constraints, but would 
be happy to in discussion. 

Finally, an area for our support that is not going to be easily cov- 
ered in any other way is for scientific research on agribusiness and 
industry, energy sources, public health — ^which is vital right now 
and requires some of the leading scientific thinking in the world, 
to address public health issues which affect us but are even more 
dreadfully affecting Africa right now — and funding for increased 
educational exchanges, such as the Fulbright program. 

Thank you again for the opportunity to testify. 

[The prepared statement follows:] 
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Ways and Means Subcommittee on Trade 
Sub-Saharan Trade Issues 


GROWTH IN AFRICA 

It can be done 

by Jeffrey Sachs 


About the author: 

Jeffrey Sachs is the director of the Harvard Institute for International Development, which is 
currently pursuing research and advisory projects in 20 Afncan countries. He advised the 
Bolivian, Polish. Russian and other governments on their economic policies, and his outspoken 
criticisms of the IMF made him a prominent 6gure in the debate on western aid to reforming 
countries. Jeffrey Sachs has long been one of the most persuasive advocates of economic reform 
in Latin America and Eastern Europe In this article, he explains why he thinks reform could 
work wonders in Africa too 


In the old story, the peasant goes to the priest for advice on saving his dying chickens. 
The priest recommends prayer, but the chickens continue to die. The priest then recommends 
music for the chicken coop, but the deaths continue unabated Pondering again, the priest 
recommends repainting the chicken coop bright colours. Finally, all the chickens die “What a 
shame,'* the priest tells the peasant “1 had so many more good ideas." 

Since independence. African countries have looked to donor nations - often their former 
colonial rulers • and to the international financial institutions for guidance on growth Indeed, 
since the onset of the Afncan debt crises of the 19S05, the guidance has become a kind of 
economic receivership, with the policies of many African nations deciding in a seemingly endless 
cycle of meetings with the IMF, the World Bank, donors and creditors. 

What a shame So many good ideas, so few results. Output per head fell 0.7% between 
1978 and 1987, and 0.6% during 1987-94, Some growth is estimated for 1995 but only at 0 6%, 
far below the faster-growing developing countries Asia, for example, recorded a whopping 7% 
per capita growth in 1995 It is little surprise, then that Africa is receiving about 3% of the 
foreign direct investment flows to developing countries, while developing countries in East Asia 
and the Pacific are attracting about 40% of the FDI flows. 
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Afnca is constantly berated for its poor politics and bad economic ideas, though much of 
the mischief has come from the outside. In the l%0s, the fad at the World Bank and among 
many donors was “development planning ” In the 1970s, this gave way to “basic needs,” a 
doctrine which led the World Bank to back the socialist strategies of soon-to-be-bankrupt 
Tanzania and other non-market economies In the 1980s, “basic needs" was supplanted by 
“structural adjustment" which rightly focused on markets but neglected to set priorities in reform. 
In the ensuing frustration, the focus in the 1990s has shifted to “good governance:” donors now 
berate African governments for their “lack of ownership” of reforms dictated by the IMF and 
World Bank. 

Structural adjustment has produced some real gains. Per capita GDP is rising again after 
more than a decade of decline. Even so, very few cases of rapid growth are emerging from IMF- 
World Bank programmes. For every case of a success story like Uganda, there are others in 
which democratization and incipient market reforms have been reversed under the pressure of 
worsening economic conditions 

The structural-adjustment programmes remain deeply flawed The IMF is so obsessed 
with price stability it doesn’t think very hard about anything else. The World Bank, on the other 
hand, has hundreds of good ideas but no priorities. Standard bank programmes call on weak, 
debt-ridden governments to introduce value-added taxes, new customs administration, civil- 
service reform, privatization of infrastructure, decentralized public administration and many other 
wonderful things - often within months. It was, alas, par for the course when the bank set 1 11 
conditions in its “policy-framework paper” on Kenya. 

This overflow of conditionality may be a reflection of the Bank's own organizational 
weakness. In a period of tightening budgets, each department has drummed up business for itself 
by pushing for roles in as many loans as possible. Leadership by previous bank presidents was too 
weak to set sensible priorities - which in turn helps explain why structural adjustment-policies 
have failed to promote vigorous growth The main challenge for the new president, James 
Wotfensohn, is not, as is sometimes suggested, mainly managerial. It is conceptual; to set 
priorities. 

The best evidence of the failure of the IMF and World Bank in Africa lies in the 
programmes themselves The institutions have actually been targeting low levels of growth per 
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head throughout Afnca > often just \~ 2 % per year • even though worldwide evidence shows that 
market-oriented poor countries can grow faster than richer countries. Many low and middle- 
income nations are averaging per capita growih of more than 5% per year. Of the S3 countries in 
Africa, only Botswana, Mauritius, and Uganda (since 1989), have come close to that average, and 
all apparently grew at less than 5 % per capita in 1995. 

The IMF and World Bank would be absolved of shared responsibility for slow growth if 
Africa were structurally incapable of growth rat^ seen in other parts of the world or if the 
continents's low growth were an impenetrable mystery But Afiica’s growth rates are not huge 
mysteries The evidence on cross-country growth suggests that Aftica's chronically low growth 
can be explained by standard economic variables linked to identifiable (and remediable) policies 
Remedies that have worked in East Asia can also work, with suitable modification, in Africa. 
Where they have been tried in Mauritius, to some extent in Botswana and (very recently) Uganda, 
the result has been growth at East Asia rates 

Why has Africa failed? 

Studies of cross-country growth show that per capita growth is related to; 

- the initial income level of the country, with poorer countnes tending to grow faster than richer 
countries, 

• the extent of overall market orientation, including openness to trade, domestic market 
liberalization, private rather than state ownership, protection of private property rights, and low 
marginal tax rates, 

• the national saving rate, which in turn is strongly affected by the government’s own saving rate; 
and 

- the geographic and resource structure of the economy, with landlocked and resource-abundant 
economies tending to lag behind coastal and resource-scarce ones To their credit, structural- 
adjustment programmes have helped Africa to focus on the second and third of these problems. 

These four factors can account broadly for Africa’s long-term growth predicament While 
it should have grown faster than other developing ar^ because of relatively low income per head 
(and hence larger opportunity for “catch-up” growth), Africa grew more slowly. This was mainly 
because of much higher trade barriers; excessive tax rates; lower saving rates, and adverse 
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Structural conditions, including an unusually high incidence of inaccessibility to the sea (IS of S3 
countries are landlocked) plus a high reliance on natural-resource exports. 

Fortunately, the geographical and resource conditions play only a modest role in Africa's 
growth shortfall The lion’s share can be attributed to the lack of openness, lack of market 
incentives and lack of national saving. The table shows the result of a study into how much these 
factors contribute to Africa's growth shortfall. The study calculates that, because of its low initial 
income, Afiica should have grown 1 .4 percentage points faster than a sample of eight fast- 
growing developing countries in 1970-t9S9. In fact, growth was 3.1 percentage points slower • 
an overall shortfall of 4 .S points. Of this, the study attributes 18 points to lack of trade openness; 
1 .9 points to low savings rates; and 0.9 points to highly distorted domestic markets. Afiica’s 
innate structural conditions, including landlock^ness and natural-resource dependence, explain 
another 0 S points of slower growth, not the bulk of the shortfall. Once these factors are taken 
into account, there is only a small (O.S point) residual, or unexplained puzzle, to Africa’s growth 

If the policies are largely to blame, why, then, were they adopted? The historical origins 
of Africa’s anti-market orientation are not hard to discern After almost a century of colonial 
depredations, African nations understandably if erroneously viewed open trade and foreign capital 
as a threat to national sovereignty. As in Sukarno’s Indonesia, Nehru’s India, and Peron’s 
Argentina, “self sufficiency” and “state leadership,” including state ownership of much of 
industry, became the guideposts of the economy. As a result, most of Africa went to a largely 
self-imposed economic exile. Colonial institutions such as agricultural marketing boards became 
instruments for more government intervention, and the international community became a willing 
partner to the new development strategies. 

The statist and closed-economy strategy was already in deep trouble by the early 1980's, 
but a decade or more of foreign aid postponed collapse in many countries, ate the cost of delaying 
reforms and adding to the mountain of foreign debt Within African countries, vested interests 
(usually urban based, and against smallholder agriculture) kept the old strategies alive In the 
donor countries, cold-war machinations, naivety, and narrow commercial interests linked to 
foreign aid, led donor governments and the international financial institutions to turn a blind eye 
to the growing policy failures. Now, however, as western aid money dries up and a new 
generation of leaders is elected in Africa, it is becoming harder and harder to ignore the policy 
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failings The question now has become: what can be put in their place? 

Adam Smith in 1 7S5 famously remarked that “Little else is requisite to carry a state to the 
highest degrees of opulence from the lowest barbarisnv but peace, easy taxes, and tolerable 
administration of justice." A growth agenda need not be long and complex. Take his points in 
turn. 

Peace, of course, is not so easily guaranteed, but the conditions for peace on the continent 
are better than today’s ghastly headlines would suggest. Several of the large-scale conflicts that 
have ravaged the continent are over or nearly so. The end of apartheid has ended confrontations 
throughout Southern Africa Mozambique and Namibia are at peace, and in Angola, the fighting 
is subsiding. Relations between Uganda, Kenya and Tanzania are better than at any time in the 
past 25 years Ethiopia’s 30-year civil war has come to an end with Eritrean independence The 
ongoing disasters, such as in Liberia, Rwanda and Somalia, would be better contained if the West 
were willing to provide modest support to African-ba^d peacekeeping efforts. 

“Easy taxes” are well within the ambit of the IMF and World Bank But here, the IMF 
stands guilty of neglect, if not malfeasance. Afiican nations need simple, low taxes, with modest 
revenue targets as a share of GDP Easy taxes are most essential in international trade, since 
successful growth wiU depend, more than anything else, on economic integration with the rest of 
the world Afnca’s largely self-imposed exile from world markets can end quickly by cutting 
import tariffs and ending export taxes on agricultural exports. Corporate tax rates should be cut 
from rates of 40% and higher now prevalent in Afiica, to rates between 20% and 30%, as in the 
outward-oriented East Asian economies. As a rule of thumb, marginal tax rates of any kind 
higher than 20% will surely be evaded, and will open festering wounds of corruption. Simple tax 
schemes - such as low and uniform tariff rates of around 10% - vastly simplify administration, and 
are likely to raise government revenues in the process. 

Remarkably, the IMF often stands against tariff reduction and simplification. Looking at 
spreadsheet calculations rather than reality, IMF missions frequently insist on packages of higher 
tax rates combined with "'mproved tax administration” to satisfy overly-ambitious revenue 
objectives. The Fund should know better than to urge Mozambique, whose income is $100 per 
head, to collect 23% of GDP in government revenues, especially when the current tax system is 
already hemorrhaging with evasion, corruption and maladministration. The Fund has since 
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backed down, slightly But it might note that the American federal government has never aimed 
to collect as much as 23% of GDP in revenues 

Adam Smith spoke of a “tolerable'* administration of Justice, not perfect justice. Market 
liberalization is the primary key to strengthening the mie of law Free trade, currency 
convertibility and automatic incorporation of business vastly reduce the scope for official 
corruption and allow the government to focus on the real public goods - internal public order, the 
judicial system, basic public health and education, and monetary stability. A vastly simplified 
reform agenda, then, is essential to improved government performance. 

Governments should concentrate on setting ambitious growth targets founded upon 
openness to trade and should pursue them by making conditions comfortable for new exporters, 
domestic and foreign. That means keeping currencies convertible and depreciating them when 
necessary to protect the profitability of the emerging export sectors. Trade policies should 
guarantee, above all, that exporters have ready access to capital goods and intermediate inputs at 
world prices Export-processing zones for labor-intensive manufacturing are especially helpful 
here. And tax policies should offer generous terms for all investors, whether domestic or foreign. 

All of this is possible only if the government itself has held its own spending to the 
necessary minimum. The Asian economies show how to function with government spending of 
20% of GDP or less (China gets by with just 13%). Education can usefully absort) around 5% of 
GDP; health, another 3%; public administration, 2 %; the army and police, 3%. Government 
investment spending can be held to 5% of GDP but only if the private sector is invited to provide 
infrastructure in telecommunications, port facilities and power. Fortunately, foreign investors are 
lining up for such project financing, even in less dynamic Africa To the extent that foreign 
investors can help, African governments themselves should typically focus on road-building, 
especially roads to connect rural areas to national markets and international ports. This is 
especially vital in Africa, where much export-led growth should come from smallholder 
agriculture - such as cotton in the Sahel, tea in Kenya, tobacco in Malawi - and often in rather 
remote areas 

This fiscal agenda excludes many popular areas for government spending. There is little 
room for transfers or social spending beyond education and health (though on my proposals, these 
would get a hefty 8% of GDP). Subsidies to publicly-owned companies or marketing boards 
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should be scrapped. Food and housing subsidies for urban workers cannot be financed. And, 
notably, interest payments on foreign debt are not budgeted for This is because most bankrupt 
Aincan states need a fresh start based on deep debt-reduction, which should be implemented in 
conjunction with far-reaching domestic rdbrms. The precedents for deep debt-relief are notable 
and growing, starting with Germany in 1953 and Indonesia in 1969, and now including Poland, 
Egypt and many others. 

Can aid support growth? 

Here we reach the last element needed to make Afiica grow; aid. Foreign aid, notoriously, has 
not made much difference in Africa. It has sometimes delayed reform and has sometimes been 
irrelevant. Aid works only when it is limited in time (and thus is not a narcotic), and is part of an 
overall market-driven growth strategy. Both conditions have been lacking; aid has become a way 
of life for many countries, and IMF-World Bank programmes have rarely constituted a growth 
strategy. 

Before public support for foreign assistance is undermined entirely by cynicism and 
fatigue, it must be recast along workable principles. First, aid should be much more selective. It 
should go only to those countries taking strong measures to promote market-based, export-led 
growth. Second, aid should be limited in duration It can help reform-minded governments pay 
their bills during the initial period of reform; it cannot substitute for exports or growth in the 
longer term. It is hard to see why any balance-of-payments support should extend beyond 
another decade, and many aid programmes should be phased out sooner. A pre-announced 
sliding scale of aid - generous at the start, declining later - would concentrate the minds of African 
policy makers wonderfully 

Part of the assistance should come in the form of debt cancellation. No one can doubt the 
dreadful policy errors of the past, nor the mutual complicity of African and donor nations. A 
fresh start requires a thick line drawn under the past. As with other fonns of assistance, debt 
cancellation should be deep, phased over time, and conditional on fundamental reforms. 

The richer countries would do well to reorient a significant proportion of Sows to regional 
assistance programmes, in support of public goods beyond the reach of individual African 
countries. For example, the World Bank and World Trade Organization should take a special 
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interest in landlocked countries - bom with a strike against them - to help guarantee safe, secure 
and efficient access to ports. Donors would do well to bolster the more challenging public good 
of regional peace, by giving greater and more timely financial backing to regional peacemaking 
operations. Finally, science and technology (especially in public health and agro-industry) could 
usefully be supported at the re^onal level. 

The biggest source of support from donor nations would also be the cheapest. America, 
Europe and Japan should launch a “New Compact for Afnca," guaranteeing open markets for 
Afiican exports and committing themselves to help reintegrate Africa into the world economy. 

The commitment would help prove to both sides that the long period of economic marginalisation 
is over, and would energize both Afiican nations and the West to overcome the practical obstacles 
to a new dawn of rapid growth throughout Afiica 
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Chairman Crane. Thank you, Mr. Sachs. 

Mr. Samuels. 

STATEMENT OF MICHAEL A, SAMUELS, PRESIDENT, SAMUELS 
INTERNATIONAL ASSOCIATES, INC. 

Mr. Samuels. Mr. Chairman, Mr. McDermott, thank you for 
holding this important hearing. 

Your hearing comes at an exciting moment for U.S. policy toward 
Africa. The Clinton administration has raised the role of economics 
in U.S. policy toward Africa beyond that of previous administra- 
tions through a number of significant actions. Because of this, more 
was expected of the new trade and development policy toward 
Africa, which President Clinton submitted in February. 

Unfortunately, the administration’s document lacked imagination 
and was more a justification for traditional development programs 
than a policy advocating the expansion of African trade. 

But much has been happening here in Congress. The bipartisan 
effort led, Mr. Chairman, by Mr. McDermott and you, contains sub- 
stantially more imaginative ideas than are included in the adminis- 
tration’s policy. Several of the countries of Africa are likely to be 
among the next generation of African “tigers” with high growth 
rates. 

Mr. Sachs’ suggestion of a U.S. policy that would promote growth 
is absolutely on target. The United States should both participate 
in that growth and, by our government trade and investment 
policies, contribute to it. 

There are geopolitical and strategic reasons for U.S. involvement 
in Africa in the post cold war era, in spite of what some non- 
African foreign policy observers are alleging in articles that they 
are writing in places like Foreign Affairs Magazine. Economically, 
Africa possesses 20 percent of the world’s population, yet accounts 
for only 2 percent of world trade, and this is sure to change. There 
are, therefore, opportunities. 

I would like to offer 10 ideas for your consideration. First, U.S. 
trade policy should distinguish among African countries by their 
willingness to pursue economic liberalization and reward those 
countries that pursue serious trade policies. 

Second, most African countries have an import regime that pe- 
nalizes information technology modernization, through high tariffs 
and other market access barriers. The United States should pro- 
pose an initiative to eliminate tariffs on personal computers and re- 
lated components. Assistance under the Leland initiative on 
Internet access might even be tied to the elimination of barriers in 
this sector. 

Third, current programs within the Agriculture Department, 
OPIC and Ex-Im, should be bundled to encourage collaboration 
with countries that make agricultural development and agri- 
business opportunities a priority. This can be done in collaboration 
with the World Bank and other non-U. S. development institutions, 
if necessary. 

Fourth, I agree with the call for an immediate significant in- 
crease in duty-free and quota-free textile and clothing imports from 
Africa. If, as Mr. Lang suggests, it is not a problem, why should 
he be worried about it? This would be both politically and economi- 
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cally helpful to Africa and, in spite of the questions from Mr. 
Payne, I do not believe that it would be harmful to U.S. interests 
and I think that can be displayed. 

Fifth, there will be many infrastructure projects in Africa over 
the next few decades. In the future, wise African governments will 
take advantage of the private sector for infrastructure develop- 
ment, and this will lead to opportunities for exports. We should be 
part of that. 

Sixth, the United States should insist that any preferences given 
to other industrialized countries be granted on the basis of most- 
favored-nation and national treatment principles, as required by 
the WTO. This requires vigilance, for example, in the preferential 
arrangement that South Africa is currently negotiating with the 
European Union. 

Seventh, investment must play an important role in Africa’s de- 
velopment. Investment from the United States often leads to trade 
with the United States. The new policy must include investment- 
related priorities, including bilateral investment and tax treaties. 

Eighth, high tariffs and other market access problems exist in 
many African countries. There should be a major effort to catalogue 
African market access barriers to U.S. products and then to 
negotiate to reduce them. 

Ninth, the World Bank and the IMF play significant roles in 
Africa. The Bank has often been relatively positive in its trade ef- 
forts. Often, however, the IMF’s emphasis on tax revenues deters 
private sector industrial growth and encourages the maintenance of 
tariffs that are counterproductive to economic growth. The United 
States should exercise its influence with both those organizations 
to advocate sound trade policies. 

Finally, I recommend a specific Assistant USTR for Africa, with 
enough of a budget to travel around the continent, to interact di- 
rectly with those countries of growing economic importance to the 
United States, and with the intention to undertake reciprocal 
understandings and liberalization of trade regimes. 

As a former Deputy USTR, Mr. Chairman, I can tell you that 
Africa over the years has gotten short shrift by USTR, and the fact 
that that entire bevy of people who came with Mr. Lang who testi- 
fied, and then left not to hear the rest of this, is indicative of the 
real lack of interest that USTR has in Africa. I think that is a good 
part of the problem. 

Mr. Chairman, Africa can be an important trading partner for 
the United States. Our trade policy should be crafted to allow that 
to happen. 

Thank you for letting me testify this morning. 

[The prepared statement follows:] 
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STATEMENT BY 
MICHAEL A. SAMUELS 

PRESIDENT, SAMUELS INTERNATIONAL ASSOCIATES, INC. 
TO THE 

SUBCOMMITTEE ON TRADE 
COMMITTEE ON WAYS AND MEANS 
U.S. HOUSE OF REPRESENTATIVES 
JULY 16, 1996 


Mr. Chairman, and Members of the Committee, thank you for holding this 
important hearing on U.S. trade with the countries of Sub-Saharan Africa. I am 
pleased to be able to testify, as the subjects you are addressing today have long been 
of interest to me - African development, U.S. policy toward Africa, and U. S. trade 
policy in general. You are to be praised for uniting them at this hearing. 

By way of introduction, I am a former U.S. ambassador to Sierra Leone and former 
Deputy U.S. Trade Representative and ambassador to the GATT. As an 
international trade consultant in Washington, several years ago I began to notice 
that there was little attention given to Africa by those interested in trade or to trade 
by those interested in Africa. That observation led my firm to create the monthly 
breakfast series, the Africa Trade Forum, which, I am pleased to say, is widely 
viewed as having raised the level and frequency of discussions on Africa trade 
policy. 

Your hearing comes at an exciting moment for U.S. policy toward Africa. The 
Clinton Administration has raised the role that economic issues play in U.S. policy 
toward Africa beyond that of any previous administration. A number of significant 
efforts have been made the current administration including: the White House 
Conference on Africa early in the Administration, Ron Brown’s unprecedented 
efforts to boost commercial engagement in Africa, the appointment of a high- 
quality, high-level commercial officer dedicated to U.S. interests in Southern Africa, 
the business-oriented U.S.-South Africa Binalional Commission, the Business 
Development Committee, and focused efforts to encourage U.S. commercial success 
in francophone Africa. 

It was in this upbeat context that many observers of African economies awaited the 
new trade and development policy toward Africa which President Clinton 
submitted in February. 

Unfortunately, for the most part, the Administration's document reflected the 
heavy hand of a non-imaginative OMB and was more a justification for traditional 
development programs than a policy advocating the expansion of African trade as a 
vehicle for growth and subsequent development. Although the Administration 
later launched the Leland Initiative, a commendable effort to speed Internet 
technology to those African countries that are most interested in and capable of 
using it, it has been left to Congress and members of the public to promote a 
comprehensive vision of expanding Africa's ability to trade globally and, of 
particular interest for us, with the U.S. 

Concerned members of Congress and staff who have been most interested in U.S. 
trade policy toward Africa have been frustrated by the Administration's approach. 
The bipartisan initiative led, Mr. Chairman, by Mr, McDermott and you, has sought 
more ideas and input from the knowledgeable public than the Administration did. 
Not surprisingly, the results of your effort contain substantially more imaginative 
ideas than is included in the Administration's policy. 

What will hopefully emerge, after the Administration digests the Congressional 
product, will be a more comprehensive, more imaginative policy on trade and 
development toward Africa than any the U.S. has ever had. 
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In light of cuts in foreign assistance and IDA funding, it is crucial to spur private 
sector involvement in Africa if the U>S. is to remain a major player there. Several 
of the countries of Africa are likely to be among the next generation of economic 
"tigers" with high growth rates, and the U.S. should both participate in that growth 
and, by our government trade and investment policies, contribute to it. 

Those who look at economic and trade policy and focus exclusively on Europe, Asia, 
and Latin America are myopic. It is possible to devise an African trade policy that 
will persuade an American people that is sk^tical about new economic programs in 
general and about Africa in particular. Such a policy would also be wise for 
geopolitical and strategic reasons in the post-Cold War era. The bottom line, 
however, is that since Africa possesses 20 percent of the world's population, yet 
accounts for only 2 percent of world trade, such is a policy is long overdue. 

Any policy these days must emphasize that, both in a practical sense in this era of 
declining budget support for international governmental aid budgets and in a policy 
sense as well, capturing the interest and investment of the private sector is the path 
to growth. 

U.S. trade policy should distinguish among Ahican countries by their willingness to 
pursue economic liberalization, and reward those countries that want to be part of 
international trade through imaginative and policies. 

I would like to take this opportunity to emphasize a few areas where a mutuality of 
interests between the countries of Africa and the U.S. in the trade field exists and to 
suggest some ways by which your efforts and those of the Administration might be 
fashioned in the future. I am pleased to note that several of these ideas are included 
in the proposal being drafted by you and Mr. McDermott. 

Following are a few ideas for your consideration. 

• An Information Technology Initiative. Most African countries have an import 
regime that penalizes modernization and technological entry onto the global 
information highway, through high tariffs and other market access barriers. As a 
result, many of the tools of modernization that are easily available in 
industrialized countries are luxuries in Africa. Societies that lag behind 
technologically today are dooming future generations to become even further 
disadvantaged. The U.S. should propose an initiative to eliminate all tariffs on 
personal computers and related components. An elimination of tariffs would 
lead not just to an expansion of the ownership and use of these fundamental 
tools of the modem age, but would also attract investment in the production of 
both components and final products, so that far-sighted countries of Africa can be 
included in the global production and sales strategies of major international 
computer companies. Such an initiative could be devised to promote desired 
regional cooperation. Assistance under the Leland initiative might be tied to the 
elimination of barriers in this sector. 

• An Agribusiness Initiative. Current U.S. programs within the Agriculture 
Department, OPIC, and the Export-Import Bank should be bundled to encourage 
collaboration with countries that make agricultural development and 
agribusiness opportunities a priority. This is an area where one can envision 1) a 
strengthening and broadening of toe market economy; 2) addressing problems of 
unemployment; 3) a frontal attack on food shortages; and 4) collaboration with 
the World Bank and other non-U.S. institutions in the development field. 

• A Special Textile Initiative for Africa. Trade in textiles and clothing is politically 
sensitive. This is also one of the easiest sectors for industrialization in 
developing countries. It would be both politically and economically helpful to 
Africa and not harmful to U.S. interests for there to be a significant increase in 
duty-free and quota-free textile and clothing imports from Africa -- particularly 
ahead of the natural ending of the Multifiber Agreement in 2004. I urge you to 
give the countries of Africa assistance in preparing for the time when there is 
free trade in textile products. 
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• An Infrastructure Initiative. An African trade policy needs to reflect the 
probability that there will be many infrastmctuie projects in Africa over the next 
few decades. While many of these projecte (energy, water, transportation, etc.) in 
the past were the purview of public-sector entities and public sector financing, in 
the future, wise African governments will take advantage of the interest of the 
private sector and the investment such interest can bring. This is sure to lead to 
large opportunities for exports, and a U.S. policy should emerge that is poised to 
assist and take advantage of this development. 

• Precluding Preferences Against U.S. Interests. An African trade policy needs to 
address how the U.S. should react to agreements African governments make 
with other industrialized countries. T)^ically, such agreements give preferential 
treatment to foreign companies, goods or services while discriminating against 
U.S. interests. The U.S. should insist that any preferences given to other 
industrialized countries be granted on the basis of Most Favored Nation and 
National Treatment principles, as required by WTO membership. This requires 
vigilance, for example, in the preferential arrangement South Africa is 
negotiating with the European Union. 

• Trade Follows Investment. Given the vital role that investment must play in 
the development of African countries, and given the clear indication that, 
especially for developing countries, investment from the U.S. often leads to trade 
with the U.S., the new policy must contain several key investment-related 
priorities, including an emphasis on bilateral investment and tax treaties. 

• Removing Market Access Barriers. Tariffr are relatively high in many African 
countries, but many other market access problems also exist. There should be a 
major effort to catalog African market access barriers to U.S. products. Such a list 
should include not only those that are WTO incompatible, but also those where 
WTO acceptable tariffs are so high as to discourage American exports - extremely 
high tariffs on large vehicle engines for example. 

• Encouraging the International Financial Institutions to Advocate Sound Trade 
Policies. The World Bank and the International Monetary Fund (IMF) play 
significant roles in the economic lives of African countries. In recent years, the 
Bank has increasingly shown an understanding of the importance of trade, 
especially exports, for African growth. This trend should be encouraged. The 
IMF, however, has not always advocated sound trade policies. Often, the IMF's 
emphasis on tax revenues deters private sector industrial growth and encourages 
the maintenance of tariffs that are counterproductive to economic growth. Tfre 
U.S. should exercise its influence with both those organizations to advocate 
sound trade policies. 

• Need for an Assistant USTR for Africa. As the agency most relevant to trade 
policy, USTR has, since its foiinding over 30 years ago, not taken Africa seriously. 
While I realize that USTR is (and should be) a very lean agency, there should be 
a specific Assistant USTR for Africa — with enough of a budget to travel around 
the continent to interact directly with those countries of growing economic 
importance to the U.S. and with the intention to undertake reciprocal 
understandings and liberalization of trade regimes. Advocating such activities 
and leading the internal African trade efforts of the U.S. government should be 
an integral part of the responsibilities of this Assistant USTR. 

Mr. Chairman, there is much more that might be said about a future U.S. trade 
policy for Africa, but I wanted to share with you some ideas that I fear may be 
omitted by others. Africa must be viewed as an important trading partner for the 
U.S. Our trade policy should be crafted to allow that to happen. I am prepared to 
answer any of your questions on my ideas. Thank you again for inviting me to 
testify this afternoon. 
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Chairman Crane. Thank you, Mr. Samuels. 

Since we have another vote in progress right now, before Mr. 
O’Flaherty testifies, we should probably go over and cast our votes 
and return. So, we will take a temporary break here in our 
testimony. 

Thank you so much. 

[Recess.] 

Chairman Crane. Will everyone please take seats. 

Mr. O’Flaherty. 

STATEMENT OF DANIEL O’FLAHERTY, EXECUTIVE DIRECTOR, 

U.S.-SOUTH AFRICA BUSINESS COUNCIL, AND VICE 

PRESIDENT, NATIONAL FOREIGN TRADE COUNCIL 

Mr. O’Flaherty. Thank you very much, Mr. Chairman. 

My name is Daniel O’Flaherty, and I appear today as executive 
director of the United States-South Africa Business Council, which 
is an association of U.S. companies doing business in South Africa. 
I am also vice president of the National Foreign Trade Council, 
which is an association of American companies who trade and 
invest internationally, including in Africa. 

Many of the companies that we work with as the National 
Foreign Trade Council have disinvested from South Africa, and a 
part of the interest that we have is attracting those companies to 
reinvest in South and Southern Africa and expand their operations 
on the continent. 

We welcome the introduction of the legislation described by 
Congressman McDermott. I wanted to say that I believe there will 
be considerable support in the U.S. business community for that 
legislation, and that is because, as exporters, American companies 
understand the importance of jobs and incomes being generated in 
Africa so that they can be consumers of American exports, and as 
investors, American companies understand the importance of their 
being labor forces and contacts, frameworks, in Africa within which 
they can work. 

Now, these hearings take place at a time of deep pessimism 
about Africa, about its economic growth, its political stability, and 
the development of civil societies. Events in Rwanda, Burundi, 
Somalia, Sudan, Liberia, Nigeria and elsewhere have fed a percep- 
tion that Africa is fated to continue its decline into poverty and tur- 
moil. In this view, it follows that Africa’s economic importance to 
the United States and to the developed economies is limited to 
being a source of raw materials and that hopes for free market 
economies to take root in Africa are destined to be disappointed. 

We strongly dissent from this view. We dissent because we do 
not believe that the fate of more than 600 million people on the 
African continent can be separated from our own. We are also con- 
vinced that increased commerce between the United States and 
Africa will benefit both. 

The United States-South Africa Business Council and the 
National Foreign Trade Council do take the view that there are sig- 
nificant commercial opportunities in Africa, but that there is a very 
important role to be played by government and business working 
in tandem, and that by working in tandem we can foster pockets 
of liberalization — ^magnet economies, if you will — that are stable. 



88 


growing, and will create points of reference for the gradual expan- 
sion of free market democracies in Africa. 

This is the greatest single contribution the United States can 
make to African development. It is true that official development 
assistance has an important role to play, but it is, in our view, a 
supporting role. We endorse measures to enhance the capacity of 
the U.S. Agency for International Development to support and co- 
operate with U.S. corporations operating in Africa. This has not 
been their focus, and we welcome indications that USAID is re- 
structuring itself to take a greater interest and to increase its skills 
in helping U.S. business generate private sector activity. 

Above all, there needs to be close coordination of U.S. Govern- 
ment initiatives with private business activity. The United States- 
South Africa Business Development Committee, which is part of 
the United States-South Africa Binational Commission that has 
been alluded here today, met in Washington last week. It is an ex- 
ample of such cooperation that could be replicated in other parts 
of Africa. It is itself a replication of a committee of the Gore 
Chernomyrdin Commission that functions with Russia. But apart 
from its limitations, and taking into account its limitations, it is a 
framework in which impediments to commerce can be identified 
and solutions can be recommended to the governments, and 
governments and business can cooperate in the removal of 
impediments. 

Now, one such impediment is the small scale of most African 
economies, which Mr. Sachs has alluded to. In this connection, we 
endorse the view that the United States should work with our 
African colleagues to encourage closer regional cooperation cen- 
tered on magnet economies, to create larger markets that will be 
more viable economic units and stronger trading partners. 

A second impediment has been the prevalence of state-dominated 
economies. American business is finding opportunities in countries 
in Africa, where economic policies have been liberalized and which 
have created predictable frameworks for conducting business. 
These are economies such as Benin in the west, Uganda in the 
east, and Botswana, South Africa in the south. 

In all these nations, two things have happened. Space has been 
created for private enterprise to flourish, and links have been cre- 
ated to the international economy. These can be magnet economies 
which, with appropriate public policies, can begin to reverse down- 
ward trends in neighboring states. 

Now, there are four aspects of the U.S. commercial relationship 
with Africa that I urge the Subcommittee to take under serious 
consideration. These are elaborated in my written testimony that 
has been submitted for the record. Let me itemize them very brief- 
ly and expand on one. 

The first is that, indeed, there are significant business opportuni- 
ties in Africa, and I think that needs to be said. It is not to be 
taken for granted by a public, even a business public, that reads 
in the paper and sees on television devastation, illness and poverty 
as the main features of the African landscape. These opportunities 
are located at the moment very greatly in the infrastructure area 
that you intend to focus on, and you do not have to talk to too 
many capital goods exporters, to too many earthmoving equipment 
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^porters, or engineering firms, to find that they have an enormous 
interest in the kinds of infrastructure projects that are foreseeable 
in Africa. 

Second, these opportunities will be expanded by a U.S. policy 
which gives priority to trade and investment in Africa, precisely as 
you are intending to do. But beyond that, a policy that provides a 
commercial, regulatory and policy framework, as bilateral invest- 
ment treaties do. But bilateral investment treaties are only the be- 
ginning. There needs to be a body of business law, an accounting 
profession, a legal profession, a context where predictability is 
available to the businessman who wants to be able to calculate his 
return over time. It is in everyone’s interest that we foster those 
sorts of environments. 

Third, policy should maximize coordination with the private sec- 
tor. This is a difficult matter which I think Congressman 
McDermott’s proposal will need to take up in a serious way. We are 
not accustomed to dealing with each other in foreign environments, 
in fully cooperative fashion. There is suspicion on both sides — and 
this is especially true in some countries. There is suspicion on the 
part of the government that business has an agenda that is radi- 
cally different than that of the State Department, and vice versa. 
And they are often correct. We need to face up to those different 
perceptions and resolve them so that we can cooperate. 

Finally, I want to comment on the experience of the last 2 years 
in South Africa that is relevant to the rest of the continent. There’s 
much that is not relevant because South Africa is a very unique 
place. Its history is uniquely bad. It has a uniquely good infrastruc- 
ture and it has many of the things that are lacking in other African 
environments, such as an accounting profession and a body of 
business law and so forth. 

There are a lot of American companies who are entering South 
Africa, but they are entering in a small way. There has not been 
a massive influx of investment capital into South Africa. In par- 
ticular, there are equity funds looking for business opportunities in 
South Africa, and since equity funds have been raised here, I want- 
ed to say that equity funds in South Africa are encountering a 
problem that they will not have, to a greater degree, elsewhere in 
the continent, and that is finding the right partners, the right 
borrowers, for those funds. 

It takes a lot of knowledge of local capital markets. It takes the 
identification of on-lending institutions. It takes links to small, me- 
dium and micro enterprises to effectively carry out an equity fund 
that contributes to the development of small business, which in 
Africa, as in the United States, is where most jobs will be created. 

Second, the United States private sector and the government, 
through collaborative mechanisms such as these Committees, needs 
to cooperate with South Africa in its business move into the rest 
of the continent. South African companies are exploding into 
Africa, and they are finding markets. It is their natural market. 
They are finding lending opportunities, and some of them are doing 
so with joint ventures with American companies. But it is a trend 
that needs to be encouraged. 

Finally, I want to call to your attention the absence of a bilateral 
tax treaty with South Africa. If South Africa is, as the rhetoric 
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claims it to be, the springboard for development of the rest of the 
continent, we need a bilateral tax treaty. Negotiations have begun, 
but they have not been concluded. It is an important missing link 
in this chain, and I would like to take this opportunity to urge the 
conclusion of the negotiations of it and the speedy ratification of it 
by the Congress. 

Mr. Chairman, thank you very much for the opportunity to 
appear. 

[The prepared statement follows:] 
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Mr. Chairman, Members of the Subconunitt^ on Trade, I am Daniel O’Flaherty, 
Executive Director of the U.S. -South A^ca Business Council, an association of 65 U.S. 
companies engaged in trade and investment in South Africa. I also serve as Vice President of the 
National Foreign Trade Council, which sponsors the Business Council, and which represents 
more than 500 U.S. companies which are active intcmationally. I am very pleased to testify this 
affemoon on the subject of U.S. trade with Sub-Saharan Africa. 

These hearings take place at a time of <^p pessimism in some quarters about the 
prospects for economic growth, political stability and the development of civil societies on the 
continent of Africa. Events in Rwanda, Burundi, Somalia, Sudan, Liberia, Nigeria and elsewhere 
have fed a perception that Africa is fated to continue its decline into poverty and turmoil. In this 
view it follows that Africa’s economic importance to the U.S. and the developed economies is 
limited to being a source of raw materials and that hopes for free market economies to take root 
in Africa arc destined to be disappointed. 

1 strongly dissent from this view. 1 dissent because I do not accept the notion that the fate 
of the more than 600 million people on the African continent can be separated frt>m our own. I 
am further convinced that increased commerce between the U.S. and Africa will benefit both. 
Finally, 1 believe that the pessimistic view is simply factually wrong. The experience of the 
U.S.-South Africa Business Council and of the National Foreign Trade Council has been that 
there are significant commercial opportunities in Africa which will expand as the African 
markets grow. 

We are convinced that the expansion of U.S. trade with and investment in Africa 
is the single greatest contribution this country can make to the contment’s economic and political 
development. Official development assistance has an important supporting role to play. We 
would therefore endorse measures to increa^ the capacity of the U.S. Agency for International 
Development to support and coofierate with U.S. corporations operatii^ in Africa. Above all, 
however, there needs to be close coordination of U.S. government initiatives with private sector 
activity. The U.S. -South Africa Business Ekveiopment Committee, which met in Washington 
last week, is an example of governments and private sectors collaborating to overcome 
impediments to greater commerce. One such u!q)ediment is the small scale of many African 
economies. The U.S. should encourage closer regional cooperation centered on magnet 
economies to create larger markets which will be stronger trading partners and more attractive 
investment destinations. 


American business is finding profitable opportunities in economies on the continent 
where economic policies have been liberalized and where predictable frameworks for conducting 
business have emerged. These are economies such as Benin in the West, Uganda in die East, and 
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Botswana and South Africa in the South. In all these nations, two things have happened: space 
has been created for private enterprise to flourish and links have been created to the international 
economy. These can be magnet economies which, with appropriate public policies, can begin to 
reverse downward trends in neighboring states. 

There are four aspects of the U.S. commercial relationship which I urge the subcommittee 
to take under serious consideration: 

( 1 ) There are significant opportunities in Africa for U.S. business; 

(2) Those opportunities will be expanded by a U.S. policy which gives priority to trade 
and investment with Africa; 

(3) That policy should maximize coordination and cooperation with the U.S. private 

sector; 

(4) There are important lessons to be learned from the experience of U.S. business in 
South Africa since the end of apartheid. 

I would like to elaborate briefly on these four basic points. 

1 . There are significant opportunities in Africa for U.S. business . 

Trade between the U.S. and Africa grew rapidly during the past year. Two-way trade 
with Africa grew l2®/o last year and U.S. exports to Africa increased by 22.7%. This level of 
exports is nearly as much as the U.S. sold to the former Soviet Union and Eastern Europe 
combined. At the same time the U.S. is Africa’s leading foreign market, purchasing over 1 8% of 
the continent’s exports. Indeed, the U.S. exports as much to South Africa alone as it does to 
Russia. U.S. direct investment in South Africa exceeds that in Russia and is roughly equivalent 
to that in India or Turkey. 

There are several sectors where the prospects for expansion of U.S. markets are especially 

bright: 


U.S. companies have much to offer in infrastructure development in countries which are 
rebuilding or expanding their transportation facilities and upgrading the adequacy of facilities, 
such as housing, which are available to their citizens. One example is the Maputo Corridor 
project linking the South African urban center of Gauteng (Johannesburg, Pretoria, 
Witwatersrand) to the Mozambique capital Maputo on the Indian Ocean 270 miles to the east. 
This is a $240 million project to upgrade the rail and road link, financed by only 10% 
government money, with the remainder being raised on private financial markets. The project is 
one of the most ambitious cross-border projects ever undertaken on the continent with important 
benefits both to South Africa and Mozambique. Significantly, as President Mandela has said, 
“private sector participation is essential to the success of the project.” 

The global revolution in telecommunications is having a major impact on Africa. This 
obviously facilitates business, but it also provides major opportunities for U.S. 
telecommunications companies to market equipment and services. In a continent, the vast 
majority of whose citizens have never made or received a telephone call, the arrival of digitalized 
telecommunications is having a revolutionary impact. This is especially true because countries 
can leapfrog older technologies and reap the immediate benefits of the latest advances. Clearly 
expansion electrification is a prerequisite to widespread use of many technologies. Public- 
private partnerships (and privatization of electrical utilities) can accelerate expanded access to 
electrical power. 

2. These opportunities will be expanded bv a U.S. policy which gives priority to trade 
with and investment in Africa . 
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The U.S. -South Africa Business Council supports the concept of legislation establishing 
trade and investment as a U.S. policy priority. This will send important signals about our 
relations with the continent. Perhaps the most important is to si^tal that the U.S. government 
understands that its relationship with Afri^ is based on mutual benefit and self-interest and not 
on foreign assistance, for which resources are in any case diminishing. This is not to denigrate 
the importance of official development and humanitarian assistaiKC. It would, however, be a 
confumation that the future of the relationship lies in being trading partners, operating under 
internationally recognized trade and investment regimes. 

The weakened condition of many African economies argues strongly for reauthorization 
by this Congress of the Generalized System of Preferences and for an adequately funded Trade 
and Development Agency. It is also strongly in the U.S. national interest to help African 
coimtries which are not members of the World Trade Organization to adjust their laws and 
practices in anticipation of WTO accession. Likewise, efforts to strengthen the development of 
commercial law, the upgrading of customs services and a broadened understanding of accepted 
business practice are all areas in which public-private partnerships can strengthen and expand 
existing free market economies. 

We believe that it would be especially useful to inaugurate regular ministerial level 
meetings between the U.S. and African nations. Similar fora have played a useful role in other 
regions of the world and have the potential of strengthening governments committed to free 
market democracy and exercising influence on others. 

U.S. government support for regional trade agreements in Africa can help individual 
countries overcome the liabilities of small domestic markets, making them more attractive to 
foreign investors. The Southern African Development Community (SADC) has the potential to 
move in this direction, but official U.S. encouragement and support will help them to overcome 
the difficulties inherent in breaking down economic barriers. 

(3) U.S. policy should maximize cooperation with the private sector. 

Any legislation enacted by Congress on trade with Africa should mandate extensive 
collaboration with the business organizations whose commitment to Africa is needed for the 
policy to succeed. All too often U.S. government programs in Africa do not put a priority on 
coordinating or supporting a U.S. business presence. That is sometimes true despite a rhetorical 
acknowledgment that private investment and business activity are central to achieving explicit 
U.S. policy goals. 

For the U.S. business community the advocacy by the U.S. government of policies which 
facilitate trade and investment is perhaps the most important official role in countries where there 
is a significant American business presence. A clearly defined policy that trade and investment 
are the main focus of U.S. engagement with Africa will make it clear to the governments of 
Africa that we do not seek their long-term dependence on foreign assistance. It will also signal 
that the success of their economic relationship with the U.S., as well as with the rest of the world, 
vAW depend on their adherence to internationally accepted practices in areas such as subsidies, 
protection of intellectual property, illicit payments and dispute settlement. 

(4’) There are important lessons to be learned from the experience of U.S. business in 
South Afric a since the en d of apartheid. 

An important U.S. public-private partnership has been established to facilitate the re- 
engagement of the U.S. and South African economies following the repeal of sanctions 
legislation. In June of 1 994 Commerce Seoetaiy Brown established a U.S.-South Africa 
Business Development Committee which includes private sector participants from both 
countries. This committee held its third plenary session on July 22 and 23 in the context of the 
U.S. -South Africa Binational Commission vsliich Vice President Gore and South African 
Deputy President Mbekl co-chair. This has provided a high-level forum in which obstacles to 
increased trade and investment are identified and brought to the attention of the highest level of 
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political leadership. It has also promoted contact between the business leadership of the two 
countries, thereby deepening relationships and understanding. Similar committees can be useful 
where an adequate private sector base exists to su^^rt them and where the private sectors in 
African countries can be energized by structured, regular contact. 

U.S. exports to South Africa have grown far more rapidly than has direct investment in 
manufacturing. There are many reasons for this, but one of the most important is that most U.S. 
companies view South Africa as a relatively small market. They choose initially to export to the 
market to be able to assess the likely returns on a direct investment for local production. This is 
a pattern which may well recur elsewhere on the continent, resulting in U.S. merchandise trade 
deficits for the medium term. Resulting cunent account deficits may require access to borrowing 
facilities at the IMF on concessional terms until capital inflows adjust. 

U.S. companies in South Africa are adapting well to operating in the less developed 
sector of the economy and irmovating new mechanisms to support and involve small business 
and promote entrepreneurship. These are techniques which have broad application elsewhere 
and will enable U.S. companies to have a multiplier effect on employment. 

The U.S-South Africa Business Council was established by American companies aware 
of the need for a private sector organization which would provide information about the country 
and its market and link them to the public and private institutions emerging in the new South 
Africa . Although our focus is exclusively on South Africa, many of our member companies 
specifically choose to locate in South Africa to conduct their business operations on the African 
continent from there. The link^es between South Africa’s economy and those of its neighbors 
and the role of U.S. business in that process will grow very rapidly in the next several years. We 
are, therefore, especially pleased that the subcommittee has held hearings on this important 
subject and appreciate the opportunity to testify. 
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Chairman Crane. Thank you, gentlemen, for your testimony. 

Mr. McDermott. 

Mr. McDermott. Thank you, Mr. Chairman. 

I just have one question I would like to direct at the panel, and 
I am sorry that Mr. Ofori-Atta is not here. He raised the issue of 
$6 billion worth of earthmoving equipment bought by a mining 
company in Ghana, and a company owned 35 percent by Americans 
invested through the stock market, but none of the equipment 
bought from us. You may not know the specifics of that particular 
situation, but I am sure there are other situations where you can 
give us a feeling in concrete terms about what happens when 
people try to get involved at that level. 

I would like to have examples so that the Subcommittee will 
have in the record the kinds of things that we are really trying to 
deal with, what actually happens to American companies when 
they try to get involved in these kinds of deals. So, if you have 
some response to that particular Ghanaian example, or some other 
example you may be more familiar with. 

Mr. Samuels. Mr. McDermott. I do not have the examples from 
that particular Ghanaian experience but let me give you some of 
the aspects of the marketplace that I think are relevant. 

Number one, several of the other industrialized countries mas- 
querade as development assistance or as aid financing programs for 
the provision or sale of heavy equipment, or vehicles, or other 
kinds of things that we would never consider part of our aid pro- 
gram. That often leads to the development of supplier networks 
and the development of repair facilities that create patterns that 
make it difficult for Africans to view U.S. products as their first 
choice. 

Second, it is not unusual for even American companies to view 
Africa in a European context themselves. A number of U.S. compa- 
nies have their African vice president located in Europe, so their 
African agents would look to Europe for any kind of activity. That 
just worsens the kind of postcolonial networks that naturally exist. 

Third, the Lome Agreement is one that may or may not help 
Africa, but clearly has buttressed the European-African connection 
of suppliers. 

Fourth, it is not unusual to find that for large-scale projects the 
feasibility studies or pre-feasibility studies are done by European 
firms, oftentimes with their own government’s financing. That 
often leads to standards that do not match with U.S. capabilities. 
And that is not just World Bank activities, but it is a variety of 
even private sector ones, because it is more likely to find European 
engineering, construction firms, and the like. 

These are all aspects of the picture that need to be looked at in 
order to come to grips with the problems you’re talking about. 

I guess the final point, one that has been touched on both by 
your own legislation and by some of the testimony, is that Ex-Im’s 
coverage is sufficiently poor that people buying large-scade equip- 
ment that needs export financing are likely to go to countries 
where their governments do a better job than ours does. 

Mr. McDermott. Mr. Sachs or Mr. O’Flaherty, do either of you 
have comments on that? 

Mr. Sachs. 'That is a rather an exhaustive list. 
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There is one more item, and a delicate one, that ought to be men- 
tioned, which is, as everybody is painfully aware in international 
trade, in the United States, quite properly, bribery of foreign offi- 
cials is against the law, and in Europe it remains a tax deduction. 
This is an issue which has shown in recent research, actually car- 
ried out at the Kennedy School of Government at Harvard, to have 
affected the direction of trade and foreign investments adversely 
for the United States. 

The solution clearly is not to liberalize bribery but, rather, to get 
the Europeans finally to behave according to some decency and 
legal standards that befit the modern world, we are working on 
that with the OECD, but it hasn’t happened yet. 

Mr. McDermott. Is that actually an agenda item in the OECD? 

Mr. Sachs. It is an agenda item. It has not progressed to a solu- 
tion yet. In my view, it is a very important agenda item. 

We preach a lot about governance in many forms these days, but 
it is our own practices that are often really the source of problems. 
In this case in Europe, it is no secret. You find it on the tax deduc- 
tion lines as normal business expenses, these kinds of payments. 

Mr. McDermott. Mr. O’Flaherty. 

Mr. O’Flaherty. I have nothing to add to that. 

Mr. McDermott. I guess my other question is, if each of you had 
one thing that you would change in the Congress — I mean, we are 
going to be working on this legislation — what is the thing that you 
see is the most central? I suspect from Mr. Sachs that you would 
say debt reduction, but I am not sure what the other two of you — 
or maybe I misperceived Mr. Sachs. But what would you say is the 
most important issue that the Congress can, in fact, deal with? I 
mean, there are a lot of things we would like to change in the 
world, but they are not subject to legislation. 

Mr. O’Flaherty. I would like to agree with my colleagues’ pre- 
vious comments, that to establish as national policy a priority on 
growth in Africa and on pursuing a range of policies that reflect 
that priority. One of the most important things is the starting point 
for a positive approach, and then much flows from that. 

Mr. Samuels. That is really a very difficult question, Mr. 
McDermott. But if I were to choose one thing, it would be to make 
sure that the traditional supporters of African matters in the 
Congress, who are, in my view, overly tied with viewing Africa in 
an AID context, grow in their understanding of the Africa of today 
and tomorrow to understand the kinds of issues that you and Mr. 
Crane and your staffs have been wrestling with in recent months, 
so that rather than through their “gut” opposing your efforts to 
come up with good initiatives, they learn to support and, in fact, 
supplement what you are doing. 

Mr. Sachs. I, too, would like to reemphasize the growth agenda 
as the guidepost. Growth quickly transforms itself to the impera- 
tive of export growth. We could sell all the infrastructure in the 
world, but they will not be able to pay for it unless they have ex- 
port growth on a sustained basis, for a long period of time. That 
also means not just primary commodities but manufacturers. That 
suggests several important features, which you have identified, 
market access being absolutely crucial. The involvement of a range 
of foreign investment, bilateral treaties, double taxation treaties. 
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OPIC, Ex-Im Bank, all fit into a framework of promoting their ex- 
port growth, our market growth in Africa as well, and therefore 
their long-term growth. 

Again, as you rightly characterize my view, my strong perception 
is that the debt reduction is not only imperative but extremely 
highly salient in the minds of senior policy makers throughout 
Africa, and therefore a lever for profound change, something where 
we could have a great impact on making it a deep change in the 
policy environment, in the business environment and so forth, by 
being very forthcoming, direct, and doing what’s necessary on that 
agenda. 

Finally, let me say a word about AID. I think there is an ironic 
aspect to USAID’s involvement right now. It is a perception, that 
one of the things that is being cut back at AID is the very kind 
of economic advising on market liberalization, creation of export in- 
centives and so forth, which is needed. 

If the humanitarian agenda, so called, completely crowds out the 
business agenda, we are clearly going to be making a mistake. It 
is not that AID cannot do it; it is a question of what kinds of prior- 
ities USAID is going to put in its own programs right now. 

My sense is that economic policy, at this macro-economic and 
trade level, is being squeezed right now, and that would be a very 
ironic truth, if it is a truth. It is a perception on my part, and it 
is what one hears and sees. It would be the wrong thing to do right 
now. 

AID has a hugely important role to play, it seems to me, on help- 
ing with the development of this export and growth agenda and lib- 
eralization agenda. They know how to do it. They’ve given some of 
the best advice in the world over the past 30 years on how to liber- 
alize 8m economy, how to get growth going. 

USAID, it is important to remember, was the main advisers on 
getting the booms going in East Asia in the late fifties and early 
sixties. This is a historic accomplishment and a wonderful record, 
and they could do the same thing here. But, it is a question of 
where they put the priorities. We have to make sure that USAID 
puts the priorities also on economic growth. That is crucial. 

Mr. McDermott. What do you estimate the figure to be for debt 
reduction? You said there would have to be some contribution by 
the United States, not dollar for dollar but some contribution. What 
are you talking about in terms of numbers? 

Mr. Sachs. It is probably not large, and I could give you for the 
record something better than a guess, so I would hazard to give 
you a number. 

It is a few percent, of course, depending on how you score it. It 
may be 10 or 20 percent of the face value of debt, because we have 
rules under the credit control agreements of how we score debt 
write downs, and fortunately, it isn’t dollar for dollar. But it does 
count in the budget. So, we have to make sure we have room for 
that. This is also part of the broader international agenda right 
now, of getting the multilateral debt down and so forth. 

I know from my experience in advising many parts of the world 
that this item consumes the time and the passions of senior policy- 
makers and heads of government, because what they are looking 
for, when they finally come to reform, which takes time — ^but right 
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now we are there — when they finally come to what they are looking 
for, it is not a handout but a fresh start. That is the key. They are 
looking for the opportunity to overcome the past, and that means 
a fresh start. 

That is why it is so salient in their minds: How can we make the 
clean start, how can we show that we have an environment that 
is business friendly if we are canying this enormous burden and 
being pulled through the muck of debt servicing for a generation? 
It is not enough to postpone because the overhang remains there. 
What they really feel passionately is the need to let us start grow- 
ing, give us the chance. We made mistakes, everybody made mis- 
takes. Let us have a fresh start. 

It is an absolutely compelling instrument of policy and politics 
for these leaders. We have seen it from Poland to Bolivia, and 
many other countries. 

Mr. McDermott. I would appreciate it if you would take the 
time to give the specifics of that so that we could put it in the 
record. I think it would be useful for us to look at what that ele- 
ment really is, in terms of what we are actually talking about. 

Mr. Sachs. I would be delighted to get that to you. 

[The information was not available at the time of printing.] 

Mr. McDermott. Thank you, Mr. Chairman. 

Chairman Crane. I want to thank all of you gentlemen for your 
testimony, and look forward to working with you and soliciting on- 
going input in this connection. 

With that, the Subcommittee will stand in recess until 2 p.m. 

[Whereupon, at 1:20 p.m., the Subcommittee recessed, to recon- 
vene at 2 p.m. the same day.] 

Chairman Crane. The Subcommittee will reconvene. 

We are honored to have Secretary George Moose from the 
African Affairs Bureau at the State Department with us. 

You may proceed. 

Excuse me. Let me defer first to our distinguished Ranking 
Minority Member. 

Mr. Rangel. I had an opportunity to talk with the Ambassador 
yesterday about some of the problems that we are facing in trying 
to improve the trade relationship with Africa, and he is aware of 
it. So I am more than pleased, because of his rank, his experience, 
and his reputation, that he is with us today. I think he can help 
us and advise us as to what we can do to be helpful in removing 
some of these impediments. 

Thank you, Mr. Chairman. 

STATEMENT OF GEORGE E. MOOSE, ASSISTANT SECRETARY 

OF STATE FOR AFRICAN AFFAIRS, U.S. DEPARTMENT OF 

STATE 

Mr. Moose. Thank you very much, Mr. Chairman, and Members 
of the Subcommittee. I am, indeed, pleased to be here this after- 
noon to testify on the subject of the economic situation in Africa. 

I have, Mr. Chairman, prepared a longer written testimony, 
which I would request be submitted as part of the record. 

First let me say that I applaud and endorse the strong emphasis 
that you and Congressman McDermott and other Members of the 
Subcommittee have placed on the role of trade and investment, and 
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on the private sector as the engine of growth for Africa. You and 
the members of the African Trade and Investment Caucus have 
stimulated what I believe is an important debate, one which should 
now command the attention of all who are concerned about Africa’s 
future economic growth and development, as well as about the op- 
portunities that Africa’s growth can create for American producers, 
exporters, and consumers. 

While we may take exception to some specific aspects of the cur- 
rent proposals, we strongly support the central thesis that: More 
needs to be done to stimulate the role of the private sector in Afri- 
ca, and to promote Africa’s integration into the global marketplace. 

One cannot deny that Africa continues to face many daunting 
challenges. Too many Afiican countries still struggle with civil 
strife, with high population growth rates, with large debt burdens, 
and with minimal investment flows. 

But, as I can attest from my many travels across the continent 
over the last 3 years, there are many positive signs. Africa is, in 
my judgment, undergoing a major transformation. The clearest in- 
dicator of that transformation is the expansion of democratic gov- 
ernments and democratic institutions across the continent. That 
expansion is paralleled by significant economic reforms and 
economic liberalization. 

Apart from the handful of countries that are indeed experiencing 
civil unrest, most of the region is achieving measurable progress to- 
ward sustainable economic growth through more efficient use of re- 
sources. After 4 years of decline or stagnation, Africa last year ex- 
perienced the first increase in per capita GDP since 1989, and that 
growth was also widespread, exceeding three percent in nearly 30 
countries. These positive signs, indeed, offer hope for the future. 

While this upswing is partly the result of higher commodity 
prices, it also reflects the positive impact of better economic poli- 
cies, the political transition in South Africa, greater economic peace 
in many parts of the continent — all of which should contribute to 
economic growth that is more sustainable in the future. These 
gains would not have been possible without a continuing commit- 
ment on the part of African governments to economic and political 
reform. 

This progress, however, remains fragile. The question I think we 
face is how can we strengthen and sustain it. One answer is clear. 
It is crucial for Africa to have a vibrant, growing private sector in 
order to improve economic growth and living standards. But, it is 
also critically important that we not lose sight of the lessons we 
have learned from our many years of deep involvement in Africa’s 
economic, social, and political development. 

During the past three decades, the international donor commu- 
nity has experimented with many approaches to development in 
Africa. These experiences, I believe, have taught us a lot about 
what does and does not work, and what we must continue to do 
in order to sustain the real progress that has already been 
achieved. 

First, it is essential that we continue to support the process of 
economic reform and liberalization in Africa. Absent a clear com- 
mitment to market reform, all other efforts to stimulate production 
and growth will be doomed to failure. The statistics show clearly 
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that economic growth rates have improved most dramatically in 
those countries such as Ghana and Uganda, that have made the 
strongest commitment to economic reform. Our support for eco- 
nomic restructuring and reform through both our bilateral assist- 
ance programs and our contributions to the programs of the inter- 
national financial institutions has been critical to that reform 
effort. 

Second, we must continue our support for democracy and good 
governance. Ultimately, it is the strength of democratic institutions 
and processes that assures the fairness and the transparency that 
the private sector requires for its success. It is no mere coincidence 
that the improvement in Africa’s economic performance is occurring 
at a time when Africans are working to create a better enabling en- 
vironment by removing constraints to political and economic free- 
dom, and encouraging greater accountability, transparency, and 
predictability. Here again, our bilateral programs to support 
democracy and good governance are contributory. 

Third, we need to continue our efforts to help resolve conflicts on 
the African continent, and to strengthen the capacities of African 
organizations and institutions to anticipate, prevent, and manage 
crises, whether natural or manmade. It is clear that the promise 
of greater economic growth and prosperity cannot be realized if ex- 
isting conflicts within the region are not peacefully resolved and fu- 
ture conflicts prevented. Liberia and Burundi are examples of con- 
flicts that threaten to undermine the efforts and the investments 
that neighboring countries have been making in their development 
future. 

Here again, American diplomacy has played an important role, 
as is reflected in the significant progress that is being achieved in 
resolving the conflict in Angola, one of Africa’s longest standing 
conflicts and one of its most destructive. It is critically important, 
however, that we also support our diplomacy with the needed re- 
sources. The investment we have been making in building the 
peacemaking and peacekeeping capacities of the Organization of 
African Unity and other regional organizations will pay enormous 
dividends by helping to avert and contain human disasters and 
political instability in the future. 

Fourth, we must, recognize the important contribution our assist- 
ance has made to the development of Africa’s human potential. Im- 
proving the quality of Africa’s human resources, the health, edu- 
cation and skills of its people, is critical to Africa’s hopes for being 
more productive and more competitive in the international market- 
place. 

The programs implemented by AID, the Peace Corps and other 
agencies, in the areas of AIDS research, for example, and involving 
women more deeply in the development process, are a part of the 
essential effort to strengthen Africa’s human capacities. 

There is, however, Mr. Chairman, another critically important 
lesson that we have learned from our experience in development in 
Africa and elsewhere. Foreign assistance alone cannot be the basis 
of sustainable economic growth and development. Foreign aid from 
the United States and other donors cannot begin to finance the ac- 
celerated rates of economic growth that the continent needs and, 
indeed, is capable of achieving. That capital and that initiative 
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must come from the private sectors, both from within Africa and 
from abroad. 

That is why we believe the ideas that have emerged from the de- 
liberations of the African Trade and Investment Caucus are both 
important and timely. The political and economic reforms that have 
occurred over the past decade have laid the foundation for a more 
active and effective participation of Africa in the private sector. 
These reform efforts must now be rewarded by allowing African 
producers and entrepreneurs greater access to international 
markets and sources of finance. 

This is an area where I believe the views of the administration 
and those of the Congress are already beginning to converge. I had 
the great pleasure and privilege of accompanying our late Secretary 
of Commerce, Ron Brown, on his historic visit to Africa in Feb- 
ruary. From that visit, a number of ideas emerged about how we 
could stimulate greater involvement of American businesses in 
Africa, to the mutual benefit of both Africa and America. 

Upon his return from that trip. Secretary Brown convened a 
meeting of the Trade Policy Coordinating Committee, at which he 
laid out a number of proposals aimed at removing the barriers to 
more effective and productive trade relations between America and 
Africa. It has been gratifying to see how many of these ideas are 
also embodied in proposals that have emerged from this 
Subcommittee. But, I also want to acknowledge our debt to Con- 
gressman McDermott. His amendment to the 1994 trade bill pro- 
vided a needed emphasis and focus to our efforts to develop a more 
comprehensive trade and investment strategy for Africa. 

I believe President Clinton’s first report to Congress last 
February on his trade and development policy for Africa is an im- 
portant beginning. It contained over 60 specific initiatives being 
undertaken to increase trade and investment in Africa. We look 
forward to working with you, with members of the Caucus and 
other Members of the Subcommittee, in refining these initiatives 
and in developing new ones that will respond to the challenge and 
the opportunity that we face in encouraging Africa’s continued 
economic growth and development. 

Thank you, Mr. Chairman. 

[The prepared statement follows;] 
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Testimony of George E. Moose 
Assistant Secretary of State For African Affairs 

House Ways and Means Committee 
Subcommittee on Trade 
August 1, 1996 


Dear Mr. Chairman and Members of the Committee, 

I am pleased to have been invited to testify today on the 
economic situation in Sub-Saharan Africa. 

We appreciate the emphasis that you and Congressman 
McDermott have placed on the role of trade and investment and 
on the private sector as the ehgine of growth. You and other 
members of the African Trade and Investment Caucus have 
stimulated an important debate which will command our attention 
for some time. While we may take exception to some aspects of 
your proposals, we support the central thesis: more needs to 
be done to promote greater private investment and economic 
integration in Africa. 

Africa and Global Economic Integration 

The President, in his February 1996 report "National 
Security Strategy of Engagement and Enlargement", stated that 
the strength of out diplomacy, our ability to maintain an 
unrivaled military, the attractiveness of our values abroad -- 
all depend in part on the strength of the American economy. 
Through its own initiatives, and building on those starting in 
earlier administrations, the Clinton Administration has had 
considerable success in engaging the United States economically 
abroad and opening foreign markets through enactment of 
legislation implementing both the North American Free Trade 
Agreement (NAFTA), the successful conclusion of the Uruguay 
Round and start-up of the World Trade Organization (WTO); 
active leadership in the Asian Pacific Economic Cooperation 
(APEC) forum; hosting a Western Hemisphere summit in Miami 
where 34 nations of this hemisphere conunitted themselves to 
negotiate a free trade agreement by 2005; and efforts to 
promote a US-EU Transatlantic Marketplace and advance an OECD 
Multilateral Investment Agreement (NIA) . Bilaterally, the 
Administration concluded a Framework Agreement covering our 
economic relations with Japan, market access and intellectual 
property Memoranda of Understanding with China, and many other 
accords with major trading partners. Our trade agenda has been 
ambitious, proactive, and successful. 

Yet, what about Africa? 

Haunting Problems 

Africa is undergoing a major transformation. The clearest 
indicators of this transformation are the growth and expansion 
of democratic governments paralleled by significant economic 
reforms and liberalization. Africa’s problems, however, remain 
daunting. Africa is the only region of the world where poverty 
is expected to increase during coming years. Too many African 
countries still struggle with civil strife, high population 
growth rates, an impoverished human resource base, large debt 
burdens, and minimal investment flows. Thirty five of 
Sub-Saharan Africa's 48 countries are still classified as low 
income, with a per capita GNP of $700 or less in 1994. Twenty 
eight countries are classified by the World Bank as severely 
indebted. Much of Africa is not fully integrated into the 
global economy; about one-third of the region's countries are 
not yet members of the World Trade Organization. 
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Signs of Renewed Growth 

There are, however, many positive signs. Apart from a 
handful of countries experiencing civil unrest, most countries 
in the region are achieving at least a degree of progress 
toward sustained economic growth through more efficient use of 
resources. These positive signs offer hope about the future of 
Africa . 

After four years of decline or stagnation, average real GDP 
growth in the region increased to 3.8 percent last year, the 
highest rate so far in the 1990s. That was also the first 
increase on a per capita basis (1.1 percent) since 1969. 

Growth also appears to be more widespread, exceeding 3 percent 
in nearly 30 countries. A number of reforming countries have 
recorded growth rates exceeding four percent. Botswana, Ghana, 
and Mauritius among others have been good performers. 

While this in part is the result of higher commodity 
prices, which may be transitory, it also reflects the positive 
impact of more effective development programs, better economic 
policies, political transition in South Africa and other 
emerging democracies, and greater civil peace in some areas, 
all of which should make economic growth more sustainable. 

These gains would not have been possible without a firm 
commitment to economic and political reforms. While recent 
results are heartening, the progress is fragile and economic 
reform must be continued and deepened if it is to be sustained. 

Differences in Performance 

There are significant differences in performance among the 
countries in the region, and, for most of them, higher rates of 
growth are needed to bring about significant poverty 
reduction. In South Africa, the region's largest economy, 
growth improved for the second consecutive year to 3.4 percent 
in 1995. Even faster growth is needed to reduce high levels of 
unemployment among the black majority and improve delivery of 
public services to them. This will require action to improve 
labor market flexibility and to* reduce concentration of 
ownership in industry. Just last month South African Finance 
Minister Trevor Manuel presented an economic blueprint of 
strategies to promote export growth, create a stable 
environment for investment, encourage privatization, reduce 
government spending, develop human resources, encourage 
industrial development, and modulate wage demands. 

The outlook in Nigeria, the second largest economy, is much 
more troubling. In 1996 per capita income there fell to 
approximately $260, the same level as 1972 before the oil boom 
or less than one fourth the 1981 level. The domestic political 
situation is volatile, with growing international pressure on 
the military regime. Within the last few months we have seen 
halting attempts at economic reform, such as the introduction 
of a market'based exchange rate for private sector 
transactions, reduction of import tariff rates, removal of 
restrictions on foreign direct and portfolio investment, and 
increasing budgetary transparency. Efforts to revive 
privatization have begun with focus on telecoimnunications, 
power, and the petroleum-related sector. However, Nigeria 
needs to build a credible track record to generate 
international support for its reform program. There is still 
much to be done, but Nigeria has recently reengaged a 
technical-level dialogue with the World Bank to discuss a plan 
to implement reform policies. 
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The CFA franc zone countries in West and Central Africa, 
which realigned their currencies in 1994, have contributed to 
the higher African growth rate. Exports generally responded 
well to the boost in competitiveness and there are signs of an 
increased intra-CFA trade, primarily through increased imports 
of coastal countries from inland. In East Africa, 
implementation of structural adjustment policies and high 
commodity prices boosted growth in Kenya, Tanzania, and 
Uganda. Some of these countries are in a position to make 
significant progress in exchange rate and trade policy reform. 

Special Program of Assistance 

Economic performance in some thirty African countries has 
been boosted by the World Bank-coordinated Special Program of 
Assistance (SPA), launched in December 1987, The SPA brought 
together the World Bank, the IMF, the African Development Bank, 
and bilateral donors in an effort to mobilize fast-disbursing 
assistance and provide debt relief for countries adopting 
programs of stabilization and structural reform. 

The most notable progress has been in liberalizing trade 
and foreign exchange regimes, and in most countries there also 
has been solid progress in reforming domestic markets. Several 
countries have undertaken paiastatal reform and privatization, 
albeit much less rapidly and less completely than needed. 
Domestic resource mobilization remains a problem in most 
countries. About half the SPA countries have made clear 
improvements in expenditure management, but stronger financial 
management remains important for all. More priority needs to 
be given to health, education, agriculture and basic 
infrastructure. Public sector resource problems are 
complicated by low savings rates in nearly all parts of the 
continent . 

The UN Special Initiative on Africa has identified debt 
relief as crucial to sustainable economic growth for Africa. 

The recent meeting of G-7 leaders reaffirmed the importance of 
supporting economic reform by urging action on multilateral 
debt and by supporting continued financing of an Enhanced 
Structural Adjustment Facility (ESAF) . The United States has 
already provided extensive debt relief for Africa's poorest 
countries. In the early 1990*s, we forgave over $1.1 billion 
in concessional debt for 19 of the poorest African countries 
implementing reforms. In addition, beginning in 1994 the 
United States joined other Paris Club governments in offering 
to reduce non-concessional debt owed by the poorest, reforming 
countries. Finally, the United States has worked closely with 
the World Bank and the IMF to address the issue of multilateral 
debt . 

A Significant Trading Partner 

The United States has an important economic stake in 
Africa’s success. As other panelists discuss in more detail, 
two-way trade between the United States and Africa last year 
reached a new high, $18 billion, 11 percent greater than in 
1994. The United States exports to Africa increased 23 percent 
above the 1994 level, to $5,4 billion. Already, the African 
market is nearly as large as those of the Newly Independent 
States, including Russia, of the former Soviet Union. During 
1995 the United States imported $12.6 billion from Africa, 
mainly oil, a 12 percent increase from 1994. 
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DisappQintinQ Investment Response 

A vibrant, growing private sector is crucial for improving 
economic growth and living standards. Unfortunately, the 
investment response — both domestic and foreign — to reform 
measures in Africa has been disappointing. During the early 
1990*s, investment flows into Africa stagnated while those to 
other developing regions, notably Asia and Latin America, 
increased. Africa's share of foreign investment flows declined 
from 8.9 percent in 1981 to only 2.9 percent by 1994, according 
to an International Finance Corporation study. Moreover, 70 
percent of investment flows into Africa in the early 1990 's 
were concentrated in oil-exporting countries, mainly Nigeria. 
Weak financial sectors, poor infrastructure, a relatively 
unskilled workforce, macroeconomic instability and 
unpredictable legal and regulatory systems have contributed to 
this result. Consequently, export growth in Africa has lagged 
the growth of world trade and African exports remain highly 
concentrated in primary commodities. 

During his six trips to Africa, the late Secretary of 
Commerce Ron Brown worked tirelessly to promote trade and 
investment with Africa and the growth of the African private 
sector, an approach to which Congressmen McDermott and Crane 
have brought increased attention. Secretary Brown was a most 
effective spokesman, who brought Africa to the attention of 
U.S. business and increased the interest of potential African 
business partners in dealing with the United States. As 
Secretary Brown often pointed out, if the risks of doing 
business in Africa are higher than in many other places, the 
rewards, in the form of average rates of return on book value 
of 25 percent, are among the highest in the world. 

U.S. Policy Actions 

President Clinton's first report to Congress last February 
on his Trade and Development Policy for Africa contained over 
60 specific initiatives being undertaken to increase trade and 
investment in Africa. We expect subsequent reports to refine 
existing initiatives and to develop new ones. 

From 1990 to 1994 the United States provided $13.6 billion 
- an average of $2.7 billion per year - of assistance to 
Africa, directly though USAID (including the PL 480 food 
assistance program), and indirectly through the World Bank and 
other international institutions. These assistance programs 
have played an important role in promoting trade and 
development. And they must be continued. Ghana is an example 
of how U.S. support, including USAID's Trade and Investment 
Program has yielded impressive results. Non-traditional 
exports increased significantly, including manufactured 
Afrocentric items for the U.S. market. At the same time, our 
exports to Ghana have increased. 

USIA also plays a role in developing trade with Africa 
through a variety of programs which encourage the political, 
social, and economic climates necessary for increased trade and 
investment. This year, 270 African entrepreneurs will visit 
the United States as part of USIA’s exchange and visitor 
programs. Young African entrepreneurs and business people will 
intern in American companies in the United States while U.S. 
lecturers and researchers will teach and work in Africa, 
explaining the advantages of free-market economics. USIA 
programs in Ghana and Nigeria help develop business 
associations there. 
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During the past three decades there have been a number of 
approaches to development. The conclusion to be drawn from 
this experience is that development needs balance; the 
development stool has several legs. There are several things 
that donors are doing well. We need to retain support for 
macroeconomic reform — that is the base for the rest. We also 
must continue capacity building and human resource development, 
with particular attention to the education of women. If we 
forget these basics, we are in trouble. 

There are other things that have not been done as well, 
that need to be improved. 

o There should be a stronger focus on the role of trade and 
investment and on strengthening of the African private 
sector as the engine of growth. 

o We encourage increased regional economic integration in 

Africa in order to achieve economies of scale necessary to 
attract investment. There has been much talk of the 
importance of this, but progress has been more limited . 

o We need better ways to coordinate and collaborate among 
donors. There have been improvements, but more must be 
done to use declining resources to the best effect. 

To ensure continued progress, African governments and 
international donors must use all resources efficiently. In 
this era of declining donor resources, wise stewardship of 
available funds is a top priority. Realistically, we cannot 
expect an increase in overall donor resources, including from 
the United States. However, the United States is committed to 
working with African governments and other donors to direct our 
resources where they can make the most difference. 

Nevertheless, foreign aid from the U.S. and other donors 
could not begin to finance rapid economic growth on the 
continent. Most of the capital needed to finance rapid growth 
must come from the private sectors, both from within Africa and 
from abroad, including flight capital. Continued program 
lending to support economic reforms remains important. 

However, where economic reform has produced the necessary 
stability in external accounts and fiscal balances, scarce 
development dollars can be directed to highest development 
priorities . 

The United States and other western donors have been 
impressed with the resolve that African governments 
demonstrated in supporting reform of the African Development 
Bank. The strong support that the regional members have given 
to the new bank president's reform program is more recognition 
that shrinking assistance must be used wisely. 


The UN Special Initiative states that "donor-led 
development is not a credible option". We concur. Increasing 
and sustaining the rate of growth enough to reduce poverty 
requires African ownership of the development program. This 
must be widespread. Governments must strive to muster support 
from groups benefitting from reforms. 
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African leaders now must shoulder the responsibility of 
furthering economic liberalization^ developing enduring 
institutions, mobilizing domestic resources, forging dynamic 
partnerships with the private sector, protecting the 
environment, and promoting regional alliances. African leaders 
have largely abandoned the practice of blaming others for their 
troubles; instead, to a remarkable degree, they have become 
brutally honest in examining their policy shortcomings. In our 
bilateral assistance, we are talking more and more with the 
“stakeholders” and are pleased with their increasing focus on 
African ownership of the development process. 

The task for African governments is to create an enabling 
environment for private sector growth by removing constraints 
to political and economic freedom and encouraging greater 
individual participation. Investors expect good governance. 
This means: 1) decentralized political activity, 2) accountable 
and responsible government, and, 3) respect for human rights, 
including a free press that permits a free and open exchange of 
ideas. Investors also expect access to a transparent, 
predictable legal system to enforce contracts and resolve 
disputes . 

USIA’s programming in support of free media, civic 
education and democratic institutions are helping establish the 
political and social underpinnings for economic reform and 
growth. This work includes programs in Burkina Paso, Malawi, 
Mali, Niger, Senegal, Tanzania, Zambia and Zimbabwe aimed at 
helping private radio and television stations there become 
financially viable, and journalism training programs which 
promote competitive, independent media and reduced ethnic 
tensions . 

USAID is also working with many of these governments to 
help them in the process of creating an enabling environment 
more conducive to economic growth; however, its capacity to 
deepen and broaden these programs is limited by the fact that 
USAID's overall budget is constrained. 

Greater Economic Inteatation Nefeded 

Rapid globalization of trade and finance, reinforced by 
information technology and telecommunications advances is 
transforming the world economy. The danger is that Africa may 
end up on the outside looking in. While the marginalization of 
Africa in international markets is a real concern, this can be 
and must be reversed. African nations must acknowledge that 
their nations must aggressively compete, and not retreat, as 
integration into the international economy is a necessary 
condition for rapid economic development. 

Regional integration can be a stepping stone to the global 
economy, but trade within the region has been limited, by 
historic trade and production patterns, restrictive trade 
practices, and inadequate transportation links. Enhanced 
regional cooperation can be an important step to better 
integration into the global economy. There are some nascent 
and encouraging moves in this direction. The United States is 
working closely with Southern African Development Community 
(SADC) countries as they move toward a closer economic 
partnership. The revival of the East African Community and the 
reformation of the West African Monetary Union into an economic 
and monetary union are other encouraging regional developments. 
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T he W ay Foivsi^ 

Our development assistance cannot solve every problem. It 
is no substitute for good government and cannot make up for 
failed economic policies, but it can make a decisive difference 
in promoting opportunities for prosperity, democracy, and 
stability around the world. We have learned many lessons about 
what works and what does not, and we are generally applying 
them well . 

Our assistance to Africa must be maintained, especially 
when so many African countries, from Mozambique to Sierra 
Leone, are making quiet progress in stabilizing their economies 
and building democracies. Further cuts to our aid programs 
would not just sacrifice ideals Americans support, they would 
hinder American efforts to strengthen governments which share 
our views. 

The US is leading efforts of the G-7 to reform the 
multilateral development banks. But we cannot reap the 
benefits of those reforms for American interests if we do not 
shoulder our responsibilities and meet our obligations. 

There are many positive signs of economic growth and 
increasing economic and political freedom on the continent. We 
believe that through increased cooperation and more efficient 
use of available resources we can help further Africa's 
positive transformation. 
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Chairman Crane. Thank you, Mr. Secretary. 

Mr. Secretary, some European countries, notably France, say 
that they have a special relationship with their former colonies. 
Does that serve as an impediment to the advancement of trade 
between the United States and sub-Saharan Africa? 

Mr. Moose. I think that for too long some have accepted the no- 
tion that there should be or is some sort of special relationship 
between Africa’s former colonizers and that continent. 

We, have been very clear in our view, that the United States has 
something to offer Africa, that we are as competitive as anyother 
nation when it comes to providing goods and services in Africa, and 
that we intend to seek a larger share of the African market. 

My own view is that it is going to be good not only for the United 
States but for Africa, that competition inevitably means that Afri- 
cans will have greater access to better technology, at more afford- 
able prices, and that trade can make a significant contribution to 
Africa’s own development efforts. 

I think we have seen that time and time again, where we have 
American businesses competing in the African marketplace, bring- 
ing the advantages of their knowhow, their technology. It very 
much serves the interests of Africa. 

Chairman Crane. Very good. 

Mr. Rangel. 

Mr. Rangel. Thank you, Mr. Ambassador. 

Right now we are on the floor debating a bill for English only. 
I do not know what that has got to do with us in trade, but obvi- 
ously there is some strong feeling about people speaking a foreign 
lan^age in this country. I thought we were supposed to expand 
foreign markets in order to improve the quality of life in our coun- 
try. 

Having said that, do you think that the State Department prop- 
erly reflects the presence of professional African Americans as we 
attempt to send out foreign service officers to these countries, as 
well as Latin countries? Because it appears that witness after wit- 
ness keeps reminding us of this colonial tie, as though culturally 
they have understood better the needs of these new emerging coun- 
tries, and that their presence is there and that they work a lot clos- 
er, which might allow someone as uninformed as I to believe that 
we are not only not doing all that we can, but we may not be struc- 
tured in such a way in the State Department to truly reach out to 
many countries. But, of course, my concern is with Africa. 

Do you think we adequately have selected professionals that 
could do the best job in relating America’s concern? 

Mr. Moose. Congressman Rangel, what you say is, indeed, im- 
portant. It is important as we do business around the world, that 
the people we do business with see some affinity between our coun- 
try and the diversity that we represent and their own cultures and 
societies. 

Second, as a veteran of 29 years now in the Foreign Service, and 
as someone who has participated in repeated efforts over the last 
29 years to improve our recruitment practices, to ensure that our 
Service is more representative and reflective of American society, 
I still believe there is a lot more that we need to do in order to en- 
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sure that all of our foreign services — the State Department, USIA, 
AID and others — are, indeed, reflective of that diversity. 

There is, I am convinced, at the senior levels of our Department 
and of our administration, a commitment to doing that, and there 
is, indeed, a current effort underway to try to improve upon our 
performance, our ability to recruit more broadly in our society. 

It is important to understand Africa, as in any part of the world, 
which is not to say that Africa should be an exclusive purview for 
those of African origin. But it is clear, as I travel around the con- 
tinent, that there are many African Americans who, because they 
feel a cultural affinity and historic tie, undertake business in 
Africa. So, to the extent that we want to encourage them, I think 
it is important that we take into account that reality. 

Mr. Rangel. It has been my experience with Africa and the 
Caribbean that the person that normally comes to express their in- 
terest in the African or Caribbean country is the American investor 
rather than finding a natural constituency. In other words, this 
being basically a European country, there seems to be more of a 
relationship with many groups here that know, even though they 
are generations apart, as to what would be in the best interests of 
a country in the Middle East or in Europe, or the ability of the 
Asians to really find Americans to present their case in the way 
that Congresspeople understand. I have not really found that type 
of advocators as to what would be in the best interests of African 
countries. 

You being in a different branch of government, do you find any 
differences in terms of those people that would make some appeal 
to you on behalf of, say, the African countries? I mean, would you 
normally find those people who are African American, which I do 
not find, or do you find the business sector concerned with their 
investment? 

Mr. Moose. Two things. Number one, as I indicated before, I do 
think there is a kind of attraction, affinity, that exists between 
African Americans and Africa, and that is reflected in the fact that 
there are a good many African American entrepreneurs, seeking to 
do business across the African continent. 

But I would say, more broadly, we have interacted in my Bureau, 
in our Department, with a range of interested entrepreneurs, 
American and African. We have done our best to — and I think this 
is exactly what we ought to be doing — to support all of those initia- 
tives, where we have felt that these, indeed, were people who were 
genuinely trying to pursue legitimate business interests. 

There is a growing recognition in the broader American business 
community, that Africa represents a new opportunity, a new fron- 
tier, and opportunity for American business. That is reflected in 
such things as the recent creation of the Corporate Council in 
Africa, which has now got a membership I think well over 

Mr. Rangel. I did not really focus my question correctly. But I 
must say something pretty dramatic. 

In my 25 years here, I do not remember ever an African 
American in my district wanting to sit down with me to discuss a 
trade issue in any African country. I thought, in view of the fact 
that we have to move so swiftly in trying to bring our relationships 
to a more successful conclusion, that perhaps we could work dif- 
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ferently on this, with a task force, where we have knowledgeable 
Americans, black and white, working together, better informed, so 
that when an issue comes before the Congress, there is a constitu- 
ency that is not there to complain about a failure but was involved 
in trying to build up more awareness of how important it is to the 
United States of America, as well as to these African countries. 

I have just not seen it, notwithstanding the fact that the State 
Department has to swiftly inte^ate its department, in terms of in- 
fluencing this Congress. That is why I think Mr. McDermott, Mr. 
Payne, and Mr. Jefferson, once I get past them, I have a problem 
in terms of making a concrete contribution. 

You could help us in identifying those people in the administra- 
tion, with Members of Congress, that could meet and keep each 
other informed, so that some of our African friends might feel more 
comfortable with us, since we would be at least sensitive enough 
at least to try to find out what their problems were. I know you 
have gone a long, long way in doing that, and maybe you can help 
us in how we can be supportive so that it does not appear to be 
a State Department of a trade issue but means that it is an 
American issue as well and more Americans should be aware. 

Let me thank you for your contributions, and thank you, Mr. 
Chairman. 

Chairman Crane. Thank you. 

Mr. McDermott. 

Mr. McDermott. Thank you, Mr. Chairman. 

Ambassador Moose, I must apologize for not being here during 
most of your testimony. As you know, in the Congress we are al- 
ways doing three things at once and I was out talking about health 
care. I have met with you in my office, so I have already talked 
to you a little bit about this. 

I am pleased to read in your testimony about the whole question 
of debt overhang and what needs to be done in that whole areas, 
and I look forward to working with you and Secretary Christopher 
on this whole issue. 

There is one thing that we heard in testimony before you came 
which I want to raise and at least bring to your attention, and that 
is the impression by some of the other witnesses that, in the budg- 
etary squeeze at USAID, those areas that are being squeezed are 
actually the private sector encouragement parts of the structure, 
and that, in fact, while protecting the humanitarian things, which 
are very important, what has been done is to squeeze the private 
sector side so that, in fact, it further delays the actual promotion 
of the kind of private sector involvement that I think you and I are 
both working for. I hope that we can work together on that in the 
future. I thank you for coming. Thank you, Mr. Chairman. 

You’re certainly welcome to comment. 

Mr. Moose. Thank you very much. Congressman. 

I do not profess to be the expert on this, or to be able to speak 
authoritatively for my colleagues in AID, but it is true, frankly, 
that as the overall levels of our foreign assistance budget have 
been reduced, that what has tended to get squeezed in that reduc- 
tion is, indeed, those parts of the budget that in the past we have 
tried to devote to stimulate growth in Africa. 
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I receill when I was in Senegal, for example, one of the most am- 
bitious programs we had there was a program to help reform the 
banking sector funding from AID. Again, the money that is avail- 
able for those kinds of activities have become scarcer and scarcer 
as we have faced the overall reductions in the budget, and the pro- 
tection, for reasons I understand, of certain parts of that budget in 
order to address what people regard as some priority needs. 

I would hope that somehow we can find a way to restore to the 
AID budget and to other parts of the budget those kinds of activi- 
ties which I think would be supportive of the private sector and, 
indeed, stimulate and, indeed, leverage greater contributions from 
the private sector. We have done some of that in South Africa, and 
I think we can do more of it elsewhere across the continent. 

Mr. McDermott. Thank you. 

Chairman Crane. Mr. Payne. 

Mr. Payne of New Jersey. Thank you very much. 

Let me first of all thank you, Mr.. Crane, and Mr. Rangel and Mr. 
McDermott, for inviting me to participate on this very important 
issue. We have brought it up — As you may know, I am a Member 
of the Subcommittee on Africa and this issue of trade has been dis- 
cussed this year, and even previous to that at some workshops we 
have had with the Congressional Black Caucus. As a matter of fact, 
the whole question of trade several years ago was heavily 
discussed. So, I think this is very appropriate. 

Let me just ask the Secretary, when we talk about the debt, it 
would appear to me that, one, we have a reduction in the numbers, 
the percentage of trade that Africa has compared to a few years 
ago. It says it has declined from 3.6 to 1.5 percent in 1994. Actu- 
ally, the debt in Africa, if you computed it, actually accounts for 
234 percent of the external trade that Africa has annually. 

So, my question is, many times you look at the reduction of debt 
through external trade, cash coming in. How will Africa be able to 
rid itself of the debt, and is it realistic to feel that with structural 
changes we can really increase trade unless we deal with the debt 
problem first? Finally, then, what is your suggestion as it relates 
to the $313 billion of external debt that the 48 sub-Saharan African 
countries have totally? 

Mr. Moose. Thank you. Congressman Payne. Indeed, this is an 
issue which we regard as being one of our highest priorities. 

I am not an expert on the debt issue, simply to say this, that cur- 
rently the 48 sub-Saharan African states owe about $223 billion in 
debt. Now, that gross figure is significant, but it is not all that 
large, except in proportion to the capacity of those economies to 
sustain and repay that level of debt. 

Now, over the last several years we have made, considerable 
process in the relief of bilateral debt, and particularly through the 
Paris Club and our agreement with our Gf-7 partners and others 
on the so-called Naples terms, which allow us to forgive up to 67 
percent of the debt of least developed countries, at least those who 
are performing and meet certain criteria. That has already begun 
to have a significant impact on bilateral, official debt of many Mri- 
can countries. 

We now, however, are confronted with how do we go beyond the 
67 percent. There are many, administration officials in Treasury 
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included, who would like to see us do that. But, part of that is con- 
tingent upon being able to fund that out of our own resources, 
because it does require a budget outlay in order to do it. 

The other critically important debt, which has gotten increased 
attention over the last 2 years, is multilateral debt. Roughly a 
quarter of the $223 billion which Africa still owes is owed to multi- 
lateral institutions. So, there is a growing recognition that if we 
want to do something serious about relieving that debt overhang, 
improving the ability of Africans to repay their debt, and also free- 
ing up money that can be invested in development, then we need 
to address that issue as well. 

As you know, at the recently concluded G-7 summit in Lyon, 
there was a reaffirmation of a commitment by the G-7 partners to 
do something about this critically important element of multilateral 
debt. I had the privilege of meeting with Mr. Camdessus just a few 
days ago and I know that he is determined to honor the charge he 
has been given to work out a solution to multilateral debt. 

If we can do that, I think we will make a significant contribution 
to improving the economic opportunity for those African countries 
which are performing. It will remove a tremendous burden on them 
and thereby free up their ability to invest in productive invest- 
ments in their own countries. 

Mr. Payne of New Jersey. Thank you. 

Before the red light comes on in about a half a second, let me 
ask a quick question. 

There is information about the Lome Conference of 1976, where 
there was a special relationship between African countries and 
European countries. You know, with Lome II, currently in the Car- 
ibbean, we are engaged in a section 301 dispute with the banana 
products in the Caribbean and the Chiquita banana situation in 
Latin America, where the Caribbean nations are being squeezed 
because GATT supersedes Lome II and they just simply cannot 
compete. But with the special relationship with the Lome Conven- 
tion, they were able to export their products, the banana products, 
to Europe. 

What will preclude the lesser developed African countries, once 
the Lome situation is eliminated by virtue of GATT and other trea- 
ties, the same 301-type dispute, and what will happen to the least 
developed of the sub-Saharan countries who will be simply unable 
to compete? 

Mr. Moose. I will have to. Congressman, say that I do not know 
the answer to your question. Hopefully I can get back to you. 

[The following was subsequently received:] 

The administration recognizes the importance of the banana industry to both Car- 
ibbean and African producers and it supports the continuance of the tariff pref- 
erences and assistance which the European Union (EU) provides. In fact, the United 
States supported a waiver in the World Trade Organization (WTO) for the Lome 
Convention which contains these preferences. However, we continue to oppose the 
discrimination against U.S. firms which exists in the ElPs import licensing scheme. 
Access to the EU market can be assured by other means which would not injure 
U.S. companies. 

In September 1995, the United States decided to pursue this matter in the WTO 
because the EU refused to negotiate with us. The United States has been joined by 
Guatemala, Honduras, Ecuador and Mexico in the WTO case. It is important to em- 
phasize that our case is against the European Union, and not against Caribbean or 
African banana producers. The United States wishes to eliminate the discriminatory 
aspects of the EU regime which favor European banana marketing firms over other 
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multinationals. This case is not intended to adversely affect the competitiveness of 
African or other producing nations. 

As overall tariff barriers and tariff levels have declined, it has re- 
sulted, at least in theory, in greater access for African products and 
the products of other developing countries to other markets — 
European, United States, and others. That gap, therefore, between 
a trade preference as offered through Lome and the standard tariff 
has shrunk. 

In my view, over the long term lesser tariff create significant op- 
portunities for Africans to expand their production and their ex- 
ports to the world markets. I think we are all agreed, however, 
that for them to take advantage of that, they are going to need 
some help in the short term, they are going to need help in seizing 
the opportunities that have been created by this reduction of tariff 
barriers. 

The Uruguay round, in my view, offers a unique opportunity for 
Africans to begin to expand their global markets and also to be 
more competitive in their own markets. But we need to find ways 
to help stimulate and enable them to take advantage of that. 

We have offered, as part of our initiative through the WTO and 
through UNCTAD, ways of providing technic^ assistance to 
African countries so that they can, in fact, take advantage of those 
agreements. 

I would add that one of the most unfortunate aspects from our 
perspective is the nonrenewal of our GSP Program; that would ben- 
efit many African countries. I would hope that Congress could 
renew GSP soon so that, in turn, we would be able to offer an in- 
centive for improved access of African products to the American 
market. 

Mr. Payne of New Jersey. Thsmk you very much. 

Chairman Crane. Mr. Secretary, I want to express appreciation 
to you for coming to testify, and iso to give you a word of encour- 
agement, that in our conference report on the tax bill and the mini- 
mum wage hike, GSP will be renewed, mercifully. We look forward 
to working with you in the future, too, on this issue. 

With that, I will let you take leave, but I would like to give Mr. 
Rangel, however, a chance to say goodbye. 

Mr. Rangel. Thank you. I think it is saying we look forward to 
working more closely together, with the congressional group that 
my colleagues will have, and you can identify from the administra- 
tion where we can get that task force, so that our exchanges would 
not have to be over mikes but, rather, having a better understand- 
ing. Then we can close it out over the hearings. 

Mr. Moose. Mr. Chairman, I thank you and the Members of the 
Subcommittee for the opportunity to appear, and for that good 
news that you just provided. Thank you very much. 

Chairman Crane. Very good. 

Next our final panel. Stephen Lande, Mima Nedelcovych, 
William Bucknam, Melvin Foote, and Doug Tilton. 

Gentlemen, your printed statements will all be made a perma- 
nent part of the record, and if you could try and condense your re- 
marks to 5 minutes in your presentations, in the interest of time, 
because we are going to be faced with some more votes. 
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I apologize to you, Mr. Lande, for mispronouncing your name. 
But we will start with you, Mr. Lande, and then work down the 
order that I indicated from the schedule. 

STATEMENT OF STEPHEN LANDE, PRESIDENT, MANCHESTER 

TRADE, LTD 

Mr. Lande. My name has always been a challenge. When I was 
in the Foreign Service, they very nicely changed to the French pro- 
nunciation, “Lande,” but when my father did not know whom they 
were talking about, I went back to “Lan Dee,” which is the New 
York pronunciation. So, I thank you. 

There are always advantages to testifying on the last panel. 
Although you may have a smaller audience, we do have more Con- 
gressional attendance, other advantages are being able to plagia- 
rize the best of the other testimony, and you can dispense with 
background since others have already covered it. I would like to try 
to anticipate Congressman McDermott’s question by seven steps to 
be looked at that perhaps by the Subcommittee. 

First, I would suggest that the U.S. Trade Representative be in- 
structed to work with the European Union, Japan, and selected 
newly industrialized countries, for example, Korea and Taiwan, to 
negotiate free trade with Africa. Even though I fully support the 
McDermott proposal, I think it would be more effective for such ne- 
gotiations to be conducted collectively by these countries. 

The only change I might make in the proposal is in the proposed 
timeframe, I would leave the year 2020 deadline for Africa to open 
its markets to the United States. I would also borrow from APEC, 
the Asian Pacific Economic Community, forum, the developed coun- 
try members, including the United States, open their markets by 
the year 2010. This would provide a little special treatment a 
longer timeframe for them to assume full responsibility. 

My second principal recommendation is that the United States 
should fully support economic integration within Africa. In fact, I 
picture, within a shorter timeframe, one should urge the existing 
regional groupings — there are three or four major ones in Africa — 
to achieve free trade between themselves by the year 2005. The 
United States, Europe, and other developed and rapidly developing 
countries would allow free trade from Africa by 2010, and Africa 
would allow free trade by 2020. 

The United States should continue to encourage subregional inte- 
gration. When Vice President Gore visited Botswana, he success- 
fully urged SADC, the Southern African Development Community, 
to achieve free trade. We offered to provide technical assistance. I 
was pleased to be the consultant selected for this work. Assistance 
in terms of financial support, could also be provided whether it 
comes from the European Union, the United States, or the World 
Bank. It helps African countries to cope with the short-term short- 
fall, in tariff revenues which they will experience as they move to- 
ward freer trade. We all know the problems we have even here in 
the United States in terms of offsetting reductions in revenues 
from eleminating duties. Also, there could be some balance of pay- 
ment shortfalls as imports increase in response to market liberal- 
izations. Covering these shortfalls is a legitimate role for economic 
assistance and would facilitate movement towards freer trade. 
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It is extremely important that South Africa realize its respon- 
sibility in the area of attaining free trade in the subregion. In the 
same way that South Africa benefits from the liberal trade policies 
of some of its larger trading partners, it must maintain liberal 
trade policies first for Southern Africa, and then eventually for the 
rest of Africa as well. South Africa has both a responsibility and 
an opportunity in the pursuit of trade liberalization. 

The other items are more technical, so I will run through them 
quickly. 

Consideration should be given to putting Africa on the agenda at 
the Singapore Ministerial of the WTO, World Trade Organization. 
This will be the first meeting of this new organization and cer- 
tainly Africa deserves to be on the agenda as a special problem, or 
maybe I should say a special opportunity. 

Some of Africa’s complaints we should not even try to respond to. 
These are complaints about a reduction of GSP and Lome pref- 
erential margins and MFN duties are reduced. These are part of 
trade liberalization which benefit all countries. 

There are some very strict criteria for forming free trade agree- 
ments under article XXIV of the GATT. Perhaps there could be 
some dispensation for Africa as we move in this direction. 

I see the yellow light going on, so I will just give a couple of 
sentences on each of the other recommendations. 

If GSP is to be renewed beyond the expected May 1997 exten- 
sion, there should be a special provision for Africa within GSP. The 
extension currently under consideration includes special provisions 
for the least developed. Specific recommendations should not be 
limited to only least developed countries. It does not reward those 
countries that are successfully meeting the challenge, whether it be 
Botswana, Ghana, or Uganda. More favorable treatment under 
GSP should be extended to all African countries. 

Four, although normal trade conditionality is important — what I 
mean are our requirements for eligibility under GSP, IPR, intellec- 
tual property rights, settlement of expropriation cases, labor rights 
etc. — one should bear in mind that when we talk about encourag- 
ing African development, we are talking about more general 
conditionalities. We are talking about responsible macro-economic 
policies, which lead to market openings, budget discipline, privat- 
ization etc. Narrow conditionalities which apply to day-to-day work 
in U.S. trade policy implementation should not be the highest 
priority in our policy towards Africa. 

The last item is the apparel question, which was very percep- 
tively roused by Congressman McDermott today. Based on my 
experience with CBI, I have two suggestions: 

First, you should focus on the three different types of apparel im- 
ports because each of them have a different effect, politically, in the 
United States. Apparel produced from American fabric, apparel 
produced from local fabric, and, of course, apparel produced from 
third country fabric. It is the third category, especially when pro- 
duced from Far Eastern material which; first, is politically difficult 
to provide duty-free access. Most of the value of the product is 
added outside of Africa and the United States, which gives little 
benefit to African producers and potentially harms American pro- 
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ducers. Of particular importance is the implementation of adequate 
origin rules. 

Second, I would suggest strongly, that the way to approach the 
apparel question is through either a Congressional group, or the 
USTR, or a combination thereof, meeting with the different players 
who influence textile policy, whether they be mills, apparel manu- 
facturers, importers, retailers, labor unions, and so forth, one 
should include African experts as well. Among there interests, you 
can try to work out some type of textile provisions which would be 
acceptable and have a chance of passing Congress. 

Thank you very much for the time you provided me to present 
my views. I hope they have been helpful. 

[The prepared statement follows:] 
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I am very pleased to have been invited to address the hearings of the Trade Subcommittee of the 
Ways and Means Committee. I ^plaud the efforts of the subcommittee to develop an African 
trade policy to mirror similar American approaches toward the Western Hemisphere in the Free 
Trade Agreement of the Americas (FTAA), towanis East Asia and some key Western 
Hemisphere trading partners in the Asian Pacific Economic Community (APEC) forum and 
towards the European Union in the TransAtlantic Dialogue (TAD) and the TransAtlantic 
Business Dialogue (TABD). 

I strongly endorse proposals for an American policy which would encourage the full integration 
of Africa into the world economy. Coincidental, while preparing for this hearing, 1 read an 
article in The Economist of June 29*. “Growth in Africa” by Jeffrey Sachs. He suggested that 
the best way to overcome the practical obstacles to a new dawm of rapid growth throughout 
Africa would be for the major African donors (America, members of the European Union and 
Japan) to launch a **New Compact for Africa** guaranteeing open markets for African exports 
and committing themselves to help reintegrate Africa into the world economy. I would add 
some of the Newly Industrialized countries such as Korea and Taiwan to this initiative. I foresee 
that the new compact would include elements of the Crane-McDermott proposal for a free trade 
agreement but it would involve not only the United States but Europe, Japan and Far East NlCs 
(Newly Industrialized Countries) as well. It would also involve support of constructing 
subregional free trade areas in Africa. 

The latest World Bank report on Global Economic Prospects and the Developing Countries^ 
argues that differences in growth performance by developing countries owe less to internal 
factors than the degree to which countries are integrated with the world economy—namely to 
what extent they participate in international markets for goods, services, capital and labor. The 
quarter of developing countries that integrated most quickly in the past decade grew nearly 3 
percentage points a year faster than the slowest integr^ing quarter. 

According to the report, increased participation in international trade facilitates growth through 
improving resource allocation, enhancing effrciency by increasing competition among firms and 
inducing learning and technology transfer. 

The list of slow integrators over the past ten years include most countries to Sub-Sahara Africa. 
The countries with disappointing performance generally have relatively high duties which have 
not fallen significantly. These countries have also experienced weak inflows of foreign direct 
investment. The ratio of both trade and foreign direct investment to national income fell in many 
of these countries in contradiction to the tendency in most other developing countries to increase. 
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Output per head in Sub-Sahara Africa fell 0.7 percent between 1978 and 1987 and 0.6 percent 
during the 1987-94 period. Some growth is estimated for 1995 but only 0.6 percent. Asia 
recorded a whopping 7 percent per capita growth in 1 995. Africa received about 3 percent of the 
foreign direct investment flows to developing countries while developing countries in East Asia 
and the Pacific attracted about 40 percent of the FDI flow. 

This is not to say that there have not been significant success stories in Sub-Sahara Africa. 
Mauritius, Botswana and most recently Ghana and Uganda are notable successes this decade. 
The 1 995 growth of these countries was, however, slightly below the 5 percent growth rate 
averaged by developing countries that year. Many believe that with the curse of apartheid now 
eradicated, South Africa could become the newest NIC once its current adjustment is concluded. 
Zambia has taken the lead in trade liberalization in southern Africa. 

In fact, although it is necessary to talk of Sub-Sahara Africa for purposes of any initiative for the 
Continent, one should realize that there are significant differences in performance within a 
grouping of 48 countries within the sub-continrat. In fact, any strategy for the region must be 
built around successful African countries which can become poles of developments for their 
subregional neighbors. 

I, thus, enthusiastically endorse the proposed legislation to develop free trade between Africa 
and the United States. Congressman McDermott has already described this proposal in some 
detail. The agreement with sub-Sahara Africa would represent an accord with a potential growth 
pole of the next century. The economic potential for American companies being on the ground 
floor for this growth is also a compelling reason to consider such a proposal. Also, the current 
level of development of African economies, in almost all cases make them incapable of causing 
damage to U.S. producers which is not true of more advanced developing countries. 

There has been some concern that the low levels of trade would not justify a free trade 
agreement with the region. 1 would like to remind the committee that the United States entered 
into a free trade agreement with Israel, despite its low quantitative ranking among American 
trading partners. The agreement reflected the economic, political and cultural linkages by a 
number of Americans in the same way as such an agreement with Africa would be particularly 
important to a number of Americans. 

1 would also point out that the United States has an opportunity for export growth since it has 
less than ten percent of tlie market in Sub Saliara Africa compared to the 4 ] percent market share 
held by the European Union. 

Despite the above and to be realistic, however, one must realize that until the American public is 
satisfied that NAFTA has been a successful job creator, there will not be much enthusiasm for 
free trade with other countries. The CBl parity bill, a less ambitious initiative for a region that 
has significant trade with the United States to provide equity for the Caribbean Basin apparel 
shipments compared to imports from NAFTA failed to pass Congress in 1995 and 1996 because 
of this disillusionment. 

Fortunately, the prognosis for a sustained Mexican recovery is positive which should increase 
the acceptability of African free trade next year. Mexico is already growing on a monthly basis. 
In fact, most trade experts argue that the Mexican peso devaluation was not caused by NAFTA 
and in fact, the existence of the agreement is actually speeding recovery. NAFTA has 
contributed to a much less prolonged crisis this year than the previous crisis in 1982. 

Also, the American public must become better educated about the current economic and political 
situation in Africa. Although such African hot spots as Burundi, Liberia, Nigeria, Rwanda, 
Somalia and Zaire, most of the 48 countries in Sub-Sahara Africa are adopting democratic 
political principles and market-based economic reforms. 
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The compact must include other elements as well to be efTective. In the non-trade area, the 
United States must lead efforts for debt relief, privatization of inefficiently run state enterprises 
or government sanctioned monopolies, a contir\ental war on corruption and regional 
infrastructure assistance program for basic transportation, energy and telecommunications 
programs. Assistance should be provided to refcMtn government budgets to see a reduction in 
deficits, introduction of a more effective tax collections allowing a reduction in private sector 
initiative numbing exorbitant tax rates, a smaller role for governments and a shift in priorities 
from non-productive subsidies such as for publically owned companies, urban workers and 
agricultural producers to increased expenditures for education and health. 

To assure that there is a coordination of the different policy initiatives, the Administration has 
established an interagency Africa Trade and Development Coordinating Group. The group 
should receive a Congressional mandate with ^>ecific responsibilities for suggesting legislative 
and administrative initiatives to the President and to Congress. 

The initial report on “Comprehensive Trade and Development Policy for the Countries of 
Africa" submitted by former USTR, Ambassador Mickey ICantor under Section 1 34 of the 
Uruguay Round Agreements Act was a good beginning for this coordination. It laid out five 
objectives for the focus of American policy. They are trade liberalization and promotion, 
investment liberalization and promotion, development of the private sector, infrastructure 
enhancement and economic and regulatory reform. 

I suggest, however, that the new group keep in mind that many of the problems in Africa are 
unique to the continent. Given this uniqueness, one should not automatically assume that 
policies which work in some developing country settings would necessarily be effective in all 
African countries or for that matter, solutions for one country in Africa may not work in the 
other countries. African uniqueness reflects the longer period of colonial rule, the continuing 
poverty in many areas, the number of national and tribal subdivisions within the continent (Sub- 
Sahara Africa has 48 countries compared to only 12 countries in South America), the 
geogr^hical isolation of many population centers, the pervasive role of government and the low 
level of infrastructure development. 

I will focus the remainder of this statement on this aspect of U.S. relationship with Africa. This 
emphasis on trade conforms to Sachs’ prescription for economic growth in Africa. Sachs 
estimates that the African growth rate each year is about 5 percent lower than it should be based 
on normal economic expectation for developing counhies. Most of this lagging growth can be 
ascribed to two factors— extent of market orienta- tion including openness to trade and the 
national savings rate. 

The lack of trade openness contributes to about 40 percent of this shortfall. Thus by opening 
African economies through the new Compact, a significant portion of the problem can be 
addressed. In trade, we should go beyond consideration of a free trade area simply between the 
United States and Africa. The Administration should be instructed to use its negotiating 
leverage to gain support for a multilateral free trade approach with Africa. Tbe United States 
should promote free trade in Africa’s relationship with other countries. This would be both 
within Africa and in African relations with the developed world. 

There is already very close consultations concerning debt relief and other fuiancial matters 
among donor countries which include the United States, the European Union and Japan. These 
consultations should be extended to the trade area as well. 

The timing may be appropriate for negotiating such an initiative. 

The US GSP program is currently not in effect and the extension currently under 
consideration will only last through May, 1997. An African free trade initiative may be 
more appropriate and even more politically acceptable than a further extension of non- 
reciprocal GSP. 


1 . 
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2. The European Union agreement with its former colonies-Lome*-is expiring at the year 
2000 and preliminary discussions on renegotiations are already under way. 

In addition, the European Union is in the process of negotiating an agreement with South 
Africa providing for the establishment of free trade between them within twelve years. 

3. Japan and some of the NICs have not been that actively involved in Africa waiting for 
more political stability. (Taiwan and for that matter, Israel have been an exception 
having been active for political reasons tied to its need for diplomatic recognition and its 
position as a success model for a number of African countries.) The time has come for 
the Far East to make a contribution. 

Unilateral free trade such as that under Lome or GSP may no longer be the best route for 
promoting development. The disciplines of reciprocity is in the interest of developing countries. 
Excessive protectionism does not assist a country in integrating into the world economy. The 
Crane McDermott proposal would provide this discipline; a second renewal of GSP would not. 

Such agreements must recognize the domestic constraints on African countries and thus allow 
more time and flexibility for obligations to be implemented. Thus any such free trade agreement 
would probably have to allow many of the African concessions to be phased in over a period 
lasting longer than the lOto 12 years customary for FTAs. Technical assistance is required to 
assist many African countries to establish the administrative structure necessary to implement 
many of the Uruguay Round agreements. 

A Iso, origin rules will be particularly difficult to design. On the one-hand, they cannot be too 
demanding since African countries, with one or two exceptions, lack the industrial base to 
produce components for modem manufacturing and assembling. However, in import sensitive 
areas, they cannot be so liberal as to allow excessive amounts of third country materials to 
undergo minor transformation in Africa for reexport to developed countries. This would lead to 
a lack of political support in the United States for such arrangements plus there would be only be 
a minimal value-added content in Africa. This is a particular conundrum for apparel produced 
from Far East materials. 

A second and perhaps even more immediate possibility is offered by agreements within Africa 
for subregional and regional integration. I strongly support the United States asserting the lead 
in the development of these agreements. These agreements could form the building blocs for 
eventually forming a free trade agreement encompassing the whole continent. This model is 
similar to the model being followed in the Western Hemisphere with the formation and 
deepening of subregional agreements. (Unfortunately due to the absence of fast track, the is not 
participating in the process today.) There are now five such subregional groupings in the 
Western Hemisphere (Andean Pact, CACM, CARICOM, MERCOSUR and NAFTA). 

In Africa, there are similar agreements. Two of the larger agreements already provide for a free 
trade customs unions-SACU (the Southern African Customs Union consisting of Botswana, 
Lesotho, Namibia, Southern Africa and Swaziland) and UDEAC (the Customs and Economic 
Union of Central Africa consisting of a number of former French colonics.) Other agreements 
making progress towards the goal of free trade include COMESA (the Common Market for 
Eastern and Southern Africa) and ECOWAS (the Economic Community of West African States) 
include most countries in South and East Africa and West Africa respectively. 

The most active African negotiations today is taking place under the umbrella of SADC (the 
Southern African Development Community consists of SACU members plus Angola, Malawi, 
Mauritius, Mozambique, Tanzania, Zambia and Zimbabwe). Eventually Kenya and Uganda 
should join this effort. As part of an attempt negotiate protocols covering all aspects of trade 
relations, SADC considering a trade protocol which would establish a second generation type 
of FTA. This means that it goes beyond simple tariff elimination to include eliminating as many 
market access restrictions as possible and addresses such other issues as competition policy, 
corruption, government procurement, investment, services and standards. South African support 
for this effort is crucial since it provides the largest market in the region. 
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The United States along with other developed countries and the MDBs should actively promote 
such free trade agreements. Below, 1 have listed four ways where these countries can assist. 

First, any liberalization effort requires temporary balance of payments assistance. Developed 
countries should concentrate this type of assistance tm countries opening their markets. 

Secondly, developing country budgets are reliant on tariff revenues for funding domestic 
programs. Thus a reduction in duties must be offset somewhat. In the United States, we do this 
through reducing expenditures in other programs or through finding alternative resources from 
new or increased taxes or suer fees. This is even difficult In the United States. Witness the 
recent struggles over funding NAFTA, Uruguay Round tariff reductions, GSP and CBI parity. 
Then think how much more difficult such a process will be for Africa. 

Initially, some revenue would have to be provided by foreign resources at least until the duty 
reductions generate new business activities which will offset the loss in general revenue. The 
European Union and the World Bank are providing some of these resources. 

Third, there is need for adjustment assistance. Foclunately, due to the level of development, the 
amount of dislocation from increased impests will be minimal. 

Fourth, funding is required to assure that there is physical infratnicture to take advantage of free 
trade, One needs roads, telecommunications to make sure that trade and investment can follow 
the trade liberalization inherent in a fm trade agreement. This involves coordination with donor 
countries and Multilateral Development Banks. At this time of scarce official resources, it also 
involves developing new mechanisms to tap the resources of the private sector. 
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Chairman Crane. Thank you, Mr. Lande. 

Next, Mr. Nedelcovych. 

STATEMENT OF MIMA NEDELCOVYCH, VICE CHAIRMAN, 
CORPORATE COUNCIL ON AFRICA 

Mr. Nedelcovych. Thank you, Mr. Chairman, Members of the 
Subcommittee. 

It is a particular pleasure to be able to testify here this afternoon 
on behalf of the Corporate Council for Africa. Personally, to me, it 
is a particular pleasure, as I have basically lived and breathed 
Africa all my life, having grown up in Ethiopia and then lived pro- 
fessionally in a number of African countries, serving 4 years as 
U.S. executive director of the African Development Bank, until 
1993. I have since come back and am working now in international 
business throughout Africa with F.C. Schaffer, a sugar corporation 
that is building, designing, and operating sugar plants throughout 
the continent. 

It is a particular great pleasure to appear as vice chairman of the 
Corporate Council. We created the Corporate Council specifically to 
fill a void that we saw, when there was no business voice, if you 
will, for Africa. People did not come to ask opinions of American 
businesses doing business in Africa. That is one of the main rea- 
sons that the Corporate Council was created, and also to be able 
to extend our hands across the continent to be able to create this 
sort of ^owth and joint ventures that we would like to do with our 
companies. 

The Council now, in fact, has raised its membership up to about 
100 members, and is growing. We represent companies of all sizes, 
and are, if you will, the practitioners on the continent. We operate 
in all services, trades, and investments and turnkey projects. 

So, I think what I would like to do in the short time is to be able 
to give you, to some extent, our practitioner’s view because we ap- 
preciate very much that finally the subject of trade, not aid, growth 
in the private sector and opportunities on the continent, are getting 
the kind of attention that we thought all along should have been 
the case. 

We and our members strongly feel that, as far as the continent 
is concerned — and it is a truth — ^the billions of dollars that have 
been basically sunk into development over a number of years — and 
I am not telling any secrets — ^has not really led to the kind of re- 
sults that one would have hoped. So we are of a strong belief, 
therefore, that it is not so much throwing money at the problem 
but, more importantly, how we use the money that is put out there. 
That is the issue. 

As we operate throughout the continent, Mr. Chairman and 
Subcommittee Members, we have seen a lot of encouraging signs. 
We have seen governments that have become responsible to their 
people, governments that have begun to take an open view clearly 
to open markets, open economies. You know, to some extent, one 
can say that the light has lit up, and to another extent one could 
also say that there really is very little choice. I think the hard fact 
has come down to the African leadership, the African elite, that re- 
sources are scarce and resources have to be utilized in the most ef- 
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fective manner. That, from our perspective, is a key element as to 
where we see the future of the continent. 

Now, a major issue comes in in terms of implementation. Yes, we 
are all happy with the results of free markets, the growth, the end 
of the road. But no one, and certainly none of our members, will 
state that it is an easy road to get there. There are many hard 
bumps on the way. There are very basic human needs and very 
basic infrastructure problems along the road to an open market 
and the end result of development. But, we are of the strong belief 
that it is, in fact, the only road. And it is, in fact, the one way that 
U.S. business, U.S. knowhow, can very much contribute in assist- 
ing this type of growth. 

Take, for example, this mantra of “trade, not aid.” We have all 
heard it. What does it mean? Well, from our standpoint, as I said, 
we are practitioners, we are not in the aid business. We might have 
aid benefits that come up, but we are in the business of growth and 
in the business not only of promoting our own interests, but in so 
doing, jointly promoting the growth and benefits that are to be 
found on the continent. 

We feel that only through that kind of private sector growth can 
the basic human needs be sustained over a period of time. There- 
fore, that, to us, is the most effective way to utilize resources. 

If one were to get to point out a couple of specific points, there 
are very critical agencies that have been very supportive, clearly, 
in our operations — and here I am generalizing across the various 
companies in our Council. One can name them. You’ve heard the 
Department of Commerce, with their advocacy roles, and the em- 
bassies have clearly gotten the message and they are out there to 
support us; AID with their attempts at promoting U.S. involve- 
ment; very critical agencies that I will pinpoint that we, as peti- 
tioners, have been able to benefit from. The Trade Development 
Agency, the U.S. Ex-Im Bank, OPIC, these are all agencies that 
certainly people are familiar with what they do. 

The one thing I would state from a practitioner’s standpoint that 
is very important is the ability for these agencies to be able to sup- 
port U.S. business most effectively. We operate very much — we at 
Schaffer — in Francophone countries. We are constantly up against 
the European mechanisms of finance, and a colleague of mine will 
deal more specifically with Ex-Im, so I will not steal much of the 
show. But, it is a very critical element to be able to match the kind 
of funds that come out of Europe. If we agree we want to do it, we 
can figure out a way to do it. That is the key issue to me. 

Right now Ex-Im is closed in most of the African counties. Let’s 
identify the problem that is there and how we resolve it. USAID 
really must want to support U.S. business — and it has not for a 
long period of time been in the growth business, trying to grow 
economies. Now, I have seen over the last few years USAID shift 
back more toward the basic human needs side. In my mind, we are 
reversing a certain positive process we began, and that is the 
sustainable ability to meet needs through growth. 

If I may make another specific recommendation, the Trade and 
Development Agency provides, what I call, the opening wedge for 
U.S. business to go in and identify opportunities, to help defray 
some of the front-end costs with feasibility studies. Why is that im- 
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portant? To newcomers in Africa — and this is for many companies 
in the Council — it is difficult to enter the market. It is timely, 
therefore, it is costly. Any ability to be able to defray those costs 
is of great benefit. 

The ability to create the opportunities for the various countries’ 
leaders, be it business or political, to have the interchange and ex- 
change with our leaders on the business side, also is a great 
supportive element. 

Members of the Subcommittee, I can go on and on. The prepared 
statement is there, as the Chairman stated earlier, so I will pro- 
ceed with the conclusions. My final recommendation is that we 
here are convinced that there is good business to be done in 
Africa — certainly I can speak as a practitioner that there is — and 
if we are convinced that it is through business, the private sector, 
that growth is achieved, and that growth meets best the needs of 
the countries, then we can create that kind of alliance between 
business and government and allow each of us to do what we do 
best. 

I thank you. I remain open for questions. 

[The prepared statement follows:] 
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STATEMENT OF 

DR. MIMA NEDELCOVYCH, VICE CHAIRMAN 
CORPORATE COUNDL ON AFRICA 

Th{.‘ Corporate Council on A frica 

Mr. Chairman and members of ihe CommiUee, it is a great pleasure to have been invited 
to appear before you as a representative of the Corporate Council on Africa. As you may know, 
the Corporate Council on Africa is a private, non-profit organization, composed of nearly 100 
American corporations and individuals who came together in 1992 to promote the growth of the 
private sector in Africa. Our members represent a broad set of interests and hold a variety of 
views on most African issues, but they all agree on the Corporate Council on Africa’s guiding 
principle that the engine for economic growth in Africa must be the indigenous African private 
sector. 


It is the African private sector, not foreign assistance, that will create jobs, create new 
enterprises, provide a lax base for African government, and improve the quality of life for all 
Africans. When Africans create wealth, they can feed and clothe their own families, educate 
their own children, and demand that their leaders provide good and accountable government to 
provide for their common welfare. 

For too long, the international community has pumped billions of dollars into Africa to 
promote “development,” but the impact has been minimal. According to one study conducted by 
the London School of Economics in 1994, sub-Saharan Africa has received over $170 billion in 
international aid over the past decade, yet during the same period, living standards fell by 2% 
annually and are now lower than they were in 1970. There is no question that the international 
community must and should respond to Africa’s compelling needs, particularly in the wake of 
the continent’s all-too-frequent man-made and natural disasters. However, there is also no 
question in the minds of the American business community that the ingredient most often 
overlooked in the development equation has been the private sector, in Africa and here in the 
U.S. In this regard, the Corporate Council on Africa heartily welcomes the Committee's 
determination to include the views of (he private sector in its deliberations. 


Encouraging Signs 

Members of the Corporate Council on Africa have been doing business in Africa since 
the early part of this century, In many respects, we are encouraged by what we see. Contrary to 
the popular images - seen on magazine covers and nightly news reports •• of children with 
bloated bellies or young teenagers waving AK-47’s, we are encouraged by the growing trend 
toward elections and democracy across the continent. More specifically, we have noted a 
discernible shifi as Africans come to understand that they have a right to good and responsible 
governments that do not abuse their basic rights. Military regimes are no longer in fashion, and 
those which do exist are being pressured to give way to elected civilian governments. On the 
economic side, we share the views of Assistant Sccrctwy of State for African Affairs, George 
Moose, when he told the Corporate Council on Africa in September 1994 that “African 
governments increasingly acknowledge that outw^d looking policies which encourage trade, 
investment, and the growth of the private sector are essential for economic development." 

Africans Have Got the Message 

Across the continent - from Uganda to South Africa to Cote d’Ivoire - African 
governments have begun to put important policy reforms into place. Africans have learned the 
benefits of more realistic exchange rates, and that they can be implemented without the dire 
political consequences that were once feared. Functioning stock markets have emerged in 1 1 
African capitals with combined market capitalization of nearly $300 billion, and estimates 
predict that Africa will be able to increase their share of the world equity market by nearly 35% 
by 2010. And African governments are coming to realize that parastatial monopolies over power 
and telecommunications -- which in many African countries were the “crown jewels" at 
independence and remain symbols of national sovereignty and easy sources of revenue >> must be 
privatized if they are to attract the foreign technology, expertise, and capital necessary to meet 
the burgeoning demands of growth. 
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African governments have also recognized the necessity to lower barriers to intra-African 
trade if they are to establish competitive markets. Several economic communities have been 
established, the largest of which are the Southern Airican Development Community (SADC) and 
the Economic Community of West African States (ECOWAS). Last week, aMts annual summit 
meeting in Yaounde, the 53 members of the OAU considered ways to implement the African 
Economic Community (AEC) treaty which came into force in 1994 and commits its members to 
a working economic community by the year 2025. 

Africans clearly have got the message. On June 24-27, 1 996, the Corporate Council on 
Africa, together with the World Bank and the UN Economic Commission for Africa, co- 
sponsored an international conference in Accra, Gl^aon “^Reviving Private Investment in 
Africa.” A number of our members participated in that conference, where they heard directly 
from key African leaders, including Ghanaian President Jerry Rawlings who has used economic 
reforms to fuel a period of unexcelled economic growth for his country. In one of the many 
discussions in which government and business leaders exchanged views, President Rawlings 
went right to the heart of the dilemma facing Africans as they make this massive change: “I don’t 
understand capitalism, but I do understand the fruits of capitalism.” 


The Problems of Implementation 

The major problem facing African governments today — which, like President Rawlings, 
understand the “fruits of capitalism” — is how to implement the systemic changes they are 
introducing. Without glossing over the many and complicated aspects of policy implementation, 
the participants in the Ghana conference identified two key constraints to the success of the 
reform efforts. 

To be successful, African governments will need a cadre of highly-skilled and 
technologically-proficient people to implement the policies and put new programs in place. In 
some cases, the sons and daughters of Africa are reluming home from good jobs with large 
companies in America and Europe; that trend should accelerate as they see the evidence that the 
commitments to reform are sincere. However, Africa's indigenous human capita) must be 
trained and energized with an ability to execute the new policies. Managers need to be trained to 
make (he stock exchanges function effectively, developing new procedures for settlement and 
clearing accounts and overcoming dismal liquidity ratios. There is also much international 
experience to be transferred about the mechanics of privatization, whether of national airlines (as 
in Kenya) or power distribution grids. 

The second crucial area is the development of domestic markets large enough to support 
local business and attract foreign interest. Without a strong domestic market and consumers with 
disposable income, African businesses will never approach their full potential and foreign 
investors will continue to concentrate on extractive industries and operations which produce 
goods for export. Unfortunately, policies which encourage the development of local markets — 
primarily low tax rales — often run afoul of IMF directives designed to enhance government 
revenues. Nevertheless, the evolution of regional economic communities promises to provide the 
foundation of substantially larger markets, with the potential to support both American and 
African investors. SADC, for example, brings a dozen southern African nations together, with a 
population of nearly 1 50 million, nearly three times the market of its most prominent member 
(South Africa) alone. In West Africa. ECOWAS includes 16 countries and a market of nearly 
200 million potential customers. 

A.s I have already noted, African leaders have recognized the importance of establishing 
free trade areas and agreed in principle to reducing tariff and other barriers. However, progress 
in these areas is notoriously slow and merely opening markets is often not enough. African 
economies must actively compete for favorable terms of trade and investment with larger and 
better-known regions of the world, including Southeast Asia. African countries must learn to 
identify and target individual companies which can complement their development efforts, and 
then they must lake the initiative to aggressively market their advantages. 
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Meanwhile, other impediments to opening African markets remain. For example, non- 
trade barriers — in this case, governmental safety standards — effectively limit the ability of 
American automobile manufacturers to sell their American-made products in South Africa. 
Local ownership requirements remain in force in several countries, including Benin and 
Zimbabwe, where they send a strong signal that special interests and out-dated protectionism 
continue to counteract efforts to expand American trade and investment. 


America Needs a Strategy 

Mr. Chairman, I have tried to sketch a profile of how much of the American private 
sector views the current economic climate in Africa. Unfortunately, in doing so, 1 have had to 
make some very general observations, which obviously do not apply to each nation. The 
members of the Corporate Council on Africa are active in every country on the continent, and we 
are more aware than most of the shortcomings of such an approach. Nevertheless, this broad 
perspective does highlight what I believe many would agree is a need for a consolidated 
American strategy for dealing with the economic changes underway in Africa today. 

Mr. Chairman, many of us have heard the mantra of “Trade, not Aid" as a prescription for 
U.S. policy toward the developing world, including Africa. It certainly sounds good. Not only 
does the phrase stress the attributes of enhanced trade in generating wealth, but it also implicitly 
recognizes the reality of declining assistance resources. However, as a strategy, the concept is 
unfortunately quite hollow. In fact, U.S. government policy toward African economic 
development has changed very little in recent years, except for the elimination of a number of 
AID missions and a reduction in direct assistance monies. There has been no concomitant 
increase in resources or attention paid to expanding trade opportunities for American businesses. 
Nothing demonstrates this reality more vividly than the fact that the U.S. still maintains hundreds 
of AID officers and hundreds of contractors, while supporting only four full-time commercial 
officers in all of sub-Saharan Africa. 

American Embassies have been given new directives to provide support for U.S. business 
interests, and many are doing an admirable job. We know this because we have had a firsthand 
opportunity to meet some of our best and brightest diplomats as they have worked diligently to 
support the Corporate Council’s recent trade missions to Eritrea and Ethiopia, as well as our 
trade missions last year to Mozambique and Zimbabwe. Nevertheless, it is true that U.S. 
presence overseas is being cut, including commercial officers. This is not good news for 
American business and businesspeople as they face increased competition from their European 
and Asian counterparts who often enjoy strong and direct support from their goverrunents. 


A Government-Business Partnership 

Mr. Chairman, much has been said about how U.S. government policies can be realigned 
to better support U.S. international trade and investment. I do not pretend to speak for American 
businesses in other parts of the world, but the members of the Corporate Council on Africa have 
some very definite ideas about how the situation might be improved regarding trade with sub- 
Saharan Africa. Nearly (wo years ago, our members met together for three days with senior 
officials of the Administration to discuss policy recommendations to improve commercial 
opportunities in Africa for (he U.S. private sector. The conclusions of the group were compiled 
into a policy paper which was included in testimony before both the House and the Senate in the 
spring of 1 995. Copies of that document are still circulating and many of its recommendations 
are still operative. 

Mr. Chairman, what we propose is a partnership based on the simple concept of 
comparative advantage, with both the U.S. government and the American private sector doing 
what each is best suited to accomplish. The objective is to develop the African market, opening 
it to American trade and investment, and — in the process — empowering the African private 
sector and promoting real and sustainable economic development on the continent. 
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There is ample evidence that American business is interested in the arrangement. Those 
companies which are operating in Africa are doing well and profit margins in the region are 
among the highest in the world. Membership in the Corporate Council on Africa has sky- 
rocketed, from barely 6 companies three years ago to almost 100 today. Thirty-two American 
companies recently paid S3, 000 to participate in our trade mission to Eritrea and Ethiopia — an 
event unimaginable only a few years ago. U.S. investors have also discovered the continent. 
There are at least seven mutual funds dedicated to investing in Africa, while a number of 
emerging country funds have substantial holdings of Africa-based equities. There is no doubt 
that American business is interested in Afhca. 


Business Looks to Government 

If the U.S. government-business partnership is to succeed where traditional development 
assistance has failed, much will depend on our ability to parlay the inherent advantages of both 
into an effective force for progress. While business has its strengths, it is also clear that business 
is not suited to carry out many functions which are natural to government. In particular, this 
means the U.S. government working with other governments -- in Africa and with other trading 
partners — and international organizations to create the necessary environment for economic 
development and to level the playing field among potential competitors. 

Perhaps no single initiative by the U.S. government would be as effective in improving 
the competitiveness of American companies than the successful negotiation of an international 
agreement which elevated the key elements of the Foreign Corrupt Practices Act into 
international practice. Steps within the EU to limit tax deductions for special payments are a 
welcome development, but until America’s competitois are held to a similar high standard of 
conduct, they can continue to turn to bribery and other unethical practices to increase their 
“competitiveness” thereby abetting the cycles of corruption which plague many African 
countries. 

The U.S. government should also continue to promote free trade arrangements, and the 
elimination of tariffs and other barriers consistent with WTO precepts. Regional efforts already 
underway in Africa - especially SADC, COMESA, and ECOWAS - to open trade and enlarge 
markets should be strongly encouraged, and the U S. might consider establishing multilateral free 
trade agreements with them. The U.S., through AID or other organizations, should provide 
technical assistance in setting regional standards for mad and rail transport, simplifying customs 
requirements, and easing regional financial transfers which would foster more rapid integration 
of the regional economics, making the markets larger, more open, and ultimately more attractive 
to both American and African business. Although an all-encompassing arrangement such as the 
OAU's African Economic Community might ultimately be realized, the existing regional 
groupings could serve as a catalyst for encouraging other states to make the necessary policy 
adjustments. 

Within almost every African country, there is a substantial role for the various arms of the 
U.S. government - Department of Slate, AID and USIA — to play a meaningful role in creating 
an enabling environment to enhance the opportunities for the private sector. As 1 already noted, 
most African governments have “got the message,” but they do need assistance in implementing 
the more open policies and developing their human resources if they are to make rapid progress. 
For example, American assistance could play a pivotal role in training customs services and 
personnel for more efTicienl operation. African central banks could use assistance in managing a 
national banking network, while outside expertise could be instrumental in facilitating 
privatization efforts and efficient stock exchanges. Many of these policies were originally 
encouraged by AID, and we should not be hesitant to take the next steps necessary to actually 
implement (he resulting reforms 

Besides continuing to encourage market-friendly policies, the Department of State and 
USIA have a unique opportunity to contribute to the enabling environment by advocating and 
facilitating where possible the stable, predictable and democratic political and legal systems upon 
which any sustainable economic development must be founded. American companies have a 
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long-term stake in Africa’s future, and only governments that enjoy the support of their 
populations can promise that necessary stability and opportunity. 

Lastly, U.S. companies doing business in Afhca look to their govenunent to support them 
in relation to their host governments as well as against their international competitors. In most 
cases, American Ambassadors have been forthright in taking up cudgels for American companies 
in disputes with the local governments. However, many American companies presently doing 
business in Africa are apprehensive about discussions of economic sanctions against Nigeria. 

For them, the implications are clear: today’s hot investment opportunity could be tomorrow’s 
target for economic sanctions, based not on traditional standards of threatening the international 
peace but on its domestic policies. 


Some Specific Recommendations 

Mr. Chairman, it seems clear that major new programs for Africa are most unlikely at the 
present time. And the suggestions I have made recognize that fact. What we are proposing is 
generally a realignment of existing institutions and programs to capitalize on what we view as 
some encouraging signs within Africa that some of the basic preconditions for economic 
development - based on an indigenous private sector and open markets — are being realized. In 
short, we want to work closely with the U.S. govenrment to load some real substance into the 
“Trade, not Aid” equation for Africa. 

Mr. Chairman, members of the Corporate Council on Africa have been privileged to meet 
with individual members of the Committee to discuss how we might best accomplish this goal, 
and we would greatly welcome the opportunity to continue this dialogue as the Committee works 
toward legislation. While we remain open to new ideas, our experience indicates that the 
institutions already in place - AID, the Export-Import Bank, OPIC, TDA - have the potential to 
fill most of the gaps with relatively minor adjustments. 

The Trade and Development Agency is singularly the most effective government agency 
most of our members have encountered in promoting trade with Africa. By providing support for 
feasibility studies and creating opportunities for Afncan decision-makers to meet American 
manufacturers and service providers first-hand, TDA provides the “opening wedge" in helping 
American companies penetrate the Afncan market. Its only limitation is its small staff and 
budget which could be upgraded, a minima! increase for a maximum impact. 

However, the Export-Import Bank is missing many opportunities in Africa due to 
constraints on its ability to take what seem to be reasonable and prudent risks. Whereas foreign 
competitors can generally obtain advantageous financing terms from their governments, various 
U.S. policy decisions concerning the credit-worthiness of many African countries, legislative 
prohibitions, and various repayment issues preclude EXIM Bank from proving trade financing to 
a majority of African countries. One clear example of these lost opportunities for American 
exporters is the fact that of the seven African countries which demonstrated the strongest gains in 
GDP growth rates last year - Burkina Faso, Cote d’Ivoire, Ghana, Kenya, Malawi, Mali, and 
Togo " EXIM was only able to provide services in two, Ghana and Kenya. The Committee may 
be interested to note that the Corporate Council and senior officials of the Bank have already 
established a Working Group to explore appropriate mechanisms to better integrate the views 
and experience of the private sector into the Bank’s financing decisions. A key member of the 
Corporate Council on Africa. Mr. William Bucknam, will also be testifying before this 
Committee and will discuss the Export-Import Bank at greater length. 

The Overseas Private Investment Corporation (OPIC) definitely provides a necessary 
function, since OPlC's political risk insurance is a fimdamental part of the majority of American 
investments undertaken in Africa. OPIC, however, needs both staff and resources to meet the 
demands placed on it, much less expand its activities into areas of additional opportunity, such as 
meeting its targets for investments into Africa from smaller American companies. OPIC has the 
authorization to fund equity investments, but this has never been funded. Mixed credit programs 
to meet third country competition should also be considered. 
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Lastly, while we continue to support Secretary Christopher’s directive to American 
embassies to promote the interests of U.S. business, we would also encourage additional 
personnel and resources to promote U.S. commercial interests in Africa. As I noted earlier, there 
are only four full-time Foreign Commercial Service officers assigned in ail of sub-Saharan 
Africa. However valiant the efforts of our Ambassadors to mobilize their existing resources, we 
believe that the direct benefits to the American economy of promoting trade through a few more 
dedicated commercial offices would far outweigh any incremental costs. 


A More Active Role for the USG? 

Mr. Chairman, while some of the suggestions I have outlined above may require some 
rethinking, and in some cases some regulatory changes, they represent very little in terms of new 
expenditures or programs. The government-business partnership we envisage is not based on 
new programs. To the contrary, we would rather see more effective use of existing organizations 
than the introduction of new activities designed to encourage private sector functions but which 
frequently fail, or accomplish their missions at a cost much higher than normal market 
mechanisms. 

In this context, we would recommend for the Committee’s consideration a creative 
approach which would use the Internal Revenue Code to encourage equity investments in Africa. 
The Internal Revenue Code could be amended to provide for a tax credit for investments made in 
specific African countries, which could be stated by name, or descriptive condition (per capita 
income under a specific amount). The Code would specify the financial limits on the credit, as 
well as other conditions. Types of activities could be encouraged (agriculture) or excluded (arms 
manufacture). American jobs would be created as equipment for the plants is produced, and the 
African private sector would benefit from both new jobs and ancillary businesses. A major 
advantage of this concept is that it would create a strong capital flow into selected countries, 
while leaving the economic decisions in the hands of private sector investors. African countries 
would gain experience in competing for the private sector dollars. Most importantly, no new 
government bureaucracy would be required, since oversight mechanisms are already in place 
through IRS enforcement procedures. 


Conclusion 

Mr. Chairman, the members of the Corporate Council believe that Africa has the strong 
potential for a positive future. Africans themselves are increasingly taking their fate into their 
own hands as they turn to free markets and competition to lead them to prosperity. The 
American people have a strong and vested interest in their success. 

For decades, American business has worked in Africa, building successful enterprises but 
falling short in building up an indigenous private sector which could achieve the critical mass to 
promote real development. Likewise, the American government has labored, together with its 
international partners, to foster economic growth but also without success. It is time that 
American business and government forge a stronger partnership, designed to create the enabling 
environments and open markets that will allow African governments to succeed in their reforms. 
The result will inevitably be new opportunities for trade and investment which will benefit both 
Africans and Americans. 

Mr. Chairman, wc very much appreciate this chance to offer our perspectives and share 
our experiences in Africa over the years. We look forward to continuing this dialogue with you 
and your Committee. Thank you. 
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Chairman Crane. Thank you. 

Mr. Bucknam, Clay Shaw wanted to be here to introduce you as 
a neighbor, but he conveyed his best. Unfortunately, he is locked 
into a conference at the present time. But, we welcome your 
testimony. 

STATEMENT OF WILLIAM E. BUCKNAM, VICE PRESIDENT AND 
GENERAL COUNSEL, MWI COUP., DEERFIELD BEACH, FLORIDA 

Mr. Bucknam. Thank you, Mr. Chairman, for giving me the 
opportunity to appear before the Subcommittee this afternoon. I 
would like to compliment both you and Mr. McDermott on the bi- 
partisan initiative which raises the level of debate on important 
issues regarding African trade. 

I have come today to discuss some of the practical as opposed to 
the theoretical aspects of opportunities and obstacles that currently 
exist in our trade with sub-Saharan Africa, as well as ways to ex- 
pand our existing trade relations and to develop new trade opportu- 
nities in that region. 

MWI Corp. was founded in 1926 in Deerfield Beach, FL, which 
does lie in the heart of Mr. Shaw’s congressional district. We man- 
ufacture a variety of equipment, including the Hydraflo irrigation 
pump, also used for drainage, borehole drilling rigs, and a revolu- 
tionary new device that we call Pedalflo, that does away with the 
age-hold hand pump that is used for village water supplies, which 
can be operated by peddle power or solar power and deliver a pres- 
surized and clean supply of drinking water in areas where there’s 
never been any. We have three factories in Florida and one factory 
in Maiduguri, Nigeria. 

We first looked to the African continent approximately 25 or 26 
years ago as a significant potential market for our equipment. 
Today, we export worldwide 85 percent of what we manufacture, 
with a large amount of that going to Africa. 

Although we are still categorized as a small business, we have 
significant experience with the Export-Import Bank. We received 
our first Ex-Im Bank commitment for work back in 1982 in 
Nigeria. By fiscal year 1992, we had been rated by Ex-Im Bank as 
the number one small business user of Ex-Im Bank financing na- 
tionwide, as well as the number 13 user overall of Ex-Im Bank 
financing. 

We have no doubt that significant trade opportunities currently 
exist for our equipment in sub-Saharan Africa. Unfortunately, in 
37 out of 48 of the countries in the region, Ex-Im Bank is now com- 
pletely closed for business in the public sector. 

I have taken the liberty of dissecting the country limitation 
schedule issued twice a year by Ex-Im Bank, and creating one for 
sub-Saharan Africa, which I have attached as exhibit 1 to my state- 
ment. You can see, country by country, where Ex-Im Bank is open 
and where Ex-Im Bank is closed. 

Short and medium term public sector cover is available in two 
of the countries, and Ex-Im Bank is now open in all programs for 
public sector cover in nine of the countries in the region. 

The decision as to whether Ex-Im Bank should be open or closed 
in a particular market, and if so, what exposure fee to charge, is 
based on credit ratings issued by the Interagency Credit Risk As- 
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sessment System, also known as ICRAS, chaired by the Office of 
Management and Budget. Members of this interagency group in- 
clude the Departments of State, Treasu^^, Commerce, Defense and 
Agriculture, as well as the Overseas Private Investment Corp. and 
Ex-Im Bank, and there are observers from three other agencies as 
well. 

Ex-Im Bank prepares risk assessment papers which are 
circulated. The pressed ratings are reviewed, and if there is a dis- 
agreement, a meeting is held. OMB ultimately, however, decides 
what the rating is going to be. Unfortunately, neither independent 
parties, U.S. exporters, or the subject countries are allowed to have 
any input into this particular system. 

The difficulty that American companies have in penetrating new 
markets in sub-Saharan Africa is best exemplified by the current 
situation in Cote d’Ivoire. We recently received a delegation of Cote 
d’Ivoire government officials at our factory in Deerfield Beach, 
which included the Ambassador and leading representatives from 
the private sector. This meeting had been arranged by a Washing- 
ton-based firm called Alexis International. 

Members of the delegation were clearly interested in all of our 
products. They wanted to become self-sufficient in food production, 
and they want to be able to provide clean drinking water to people 
throughout their country. 

The most effective way for an American company to determine 
the depth of a potential market before deciding whether it is pos- 
sible and feasible to establish a manufacturing facility is to be able 
to sell its goods in a particular market. Substantial sales can only 
be made with the support of the Export-Import Bank. Unfortu- 
nately, today, notwithstanding dramatic economic gains, Ex-Im 
Bank remains completely off cover in Cote d’Ivoire. 

In a recent report by the World Bank, they were quite optimistic 
about Cote d’Ivoire, talking about their structural adjustment pro- 
gram, privatization, trade reform, agricultural reform, and the fact 
that last year the Ivorian economy achieved an astounding, stag- 
gering rate of growth of 7 percent. 

Unfortunately, notwithstanding their best efforts, Cote d’Ivoire 
government officials, including the ambassador, were unable to find 
out why Ex-Im Bank remains off cover. One Ex-Im official says 
that the Ivorian economy is the best managed in sub-Saharan 
Africa. Another member of ICRAS apparently feels the debt load is 
still too high. And then another Ex-Im Bank official expressed his 
own opinion, that there just probably is not enough U.S. business 
interest in Cote d’Ivoire to justify going on cover. 

Well, all of this leads to three or four general conclusions and 
recommendations. If we are sincerely interested in increasing U.S. 
trade in sub-Saharan Africa, the sine qua non for doing that is the 
availability of Ex-Im Bank financing. It is intolerable that in 37 out 
of 48 sub-Saharan African countries, U.S. exporters continue to be 
put at a decided competitive disadvantage by this credit rating sys- 
tem, a system that we are not allowed to have any input into. 

Second, the congressional mandate that before Ex-Im Bank 
opens in a particular country that there be a “reasonable assurance 
of repayment” really needs to be modified in order to permit Ex- 
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Im support in more sub-Saharan countries, just as it was in the 
Caribbean Basin, just as it was more recently in Russia. 

Ex-Im Bank needs'to be more aggressive, at least in two coun- 
tries where they are closed in the public sector but open in the pri- 
vate sector. They should identify and qualify one or two commercial 
banks to take on the foreign exchange risk and onlend to the gov- 
ernment and to open up the opportunity for U.S. exports in those 
two countries, which are Gabon and Kenya. 

Last, and not the least important, and apropos of part of Mr. 
McDermott’s recommendation, there needs to be someone at the di- 
rector level who takes on the responsibility of sitting down with the 
ambassador from Cote d’Ivoire, or from whatever country, and re- 
view, in a general way — not necessarily all the specifics — as to why 
the decision was made not to go on cover, and to identify for these 
countries the specific economic targets that need to be achieved in 
order for there to be cover. This has been done by Ex-Im Bank in 
the case of Latin America. There has been one director for the last 
12 or 13 years that has taken an interest in the Latin American 
region. Africa does not have an advocate. 

I again thank the Subcommittee for the opportunity to make 
these comments today. 

[The prepared statement and attachment follow:] 
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STATEMENT OF 
WILLIAM E. BUCKNAM 
VICE PRESIDENT A GENERAL COUNSEL 
MWI CORPORATION 


Honorable Chairman. 

Thank you for giving me the opportunity to appear before the Subcommittee this 
afternoon to discuss opportunities and <^stacie$ which currently exist in our trade with 
Sub-Saharan Africa, as well as ways to expand our existing trade relations and to develop 
new trade opportunities in the region. 

MWI Corporation (formerly, M&W Pump CtMporation), was founded in 1926 by the 
Eller family in De^eld Beach, Florida, which lies in the heart of Mr. Shaw’s 
Congressional District. We manufacture a vari^ of equipment including the patented 
Hydrafto water pumps for irrigation and drainage, borehole drilling rigs and a 
revolutionary new patented device called Pedalflo which can be operated by either pedal 
power or solar power and deliver a reliable supply of pressurized and clean drinking water 
in areas where potable water has never been available. Today, we operate three factories 
and a rental facility in Florida, as well as an assembly plant in Maiduguri, Nigeria. 

MWI first looked to the African continent as a significant potential market in the early 
1 970's. Today, we export worldwide over 85% of what we manufacture in Florida with a 
significant amount of our exports going to Afnca. We have equiprnem in operation in six 
African countries and we have ongoing marketing activities in twelve African countries at 
the present time. 


EXIMBANK 

Even though we are a small business, we have significant experience with the Export- 
Import Bank of the United States (“Eximbank”). We received our first Eximbank 
commitment in 1 982 for Nigeria. In FY*92 we were rated by Eximbank as the number 
one small business user of Exim fiiumcing in the country as well as the number 13 user 
overall nationwide of Eximbank financing, just behind Asea Brown Boveri, Inc and 
Overseas Bechtel. Inc. Today, we have over $300 million in outstanding Exim Letters of 
Interest and we hope to finalize S60-S80 million of this bu^ess in the near future 

We have no doubt that sigraficant trade opportunities currently exist for our equipment 
thoughout Sub-Saharan Afiica. Unfortunatdy, in 37 out of 48 of the countries in the 
region, Eximbank is now completely oflT co\ec and closed for public sector transactions 
Short and medium terms public sector cover is currently available in two of the countries, 
and Eximbank is now open in all programs for puUic sector cover in only nine Sub- 
Saharan countries. * 

LC.R.A.S. 

The decision wheth^ Eximbank should be open in a particular market and, if so , what 
exposure fee to charge, is based on credit ratings issued by an interagency group known as 
the Imeragency Credit Risk Assessment System (“l.C.R.A.S.”), which is chaired by the 
Office Of Management and Budget Members of this interagency group 

include the Departments of State, Treasury, Commerce, Defoise and Agriculture; the 
Overseas Private Investment Corporation and Eximbank. Observers fit>m the National 
Security Council, the National Economic Council, the Council of Economic Advisers and 
the Federal Reserve Bank also partidpate. 

Eximbank prepares risk assessment papers for soverdgn risk and private sector 
transactions in particular countries and these papers are distributed to I.C.R.A.S. members 
by O.M.B. The proposed ratings are reviewed and if there is disagreement a meeting is 
held O.M B., however, ultimately deddes what the rating should be. Neither interested 
U S exporters nor the subject countries are pennitted to partidpate in the rating process 
The actual ratings are not made public and are considered to be confidential information. 


1 . See attached Exhibit One for the cuirent Eximbank Country Limitatkm Schedule for public sector 
iransactioQS in Stdr-Saharan Countries. 
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The Cote d’Ivoire Dilemim 


The difficulties American companies have in penetrating new markets in Sub-Saharan 
Africa is best exemplified by the current situation in Cote d’Ivoire. We recently received a 
delegation of Cote d’Ivoire government officials at our factory in Deerfield Beach, 
including the Ambassador to the United States and leading representatives from the 
private sector.^ The members of the delegation were clearly interested in our products. 
After all, what is more important than acquiring pumping equipment to become self- 
sufficient in food production or equipment to provide clean drinking water which would, 
undoubtedly, reduce the infant mortality rate dramatically.’ We also sensed that the 
members of the delegation were anxious to aquire the latest American technology and, 
most importantly, to break the commercial bonds of their colonial past. 

The most effective way for any American company to determine the depth of a potential 
market before deciding whether to establish a manufacturing facility in a particular countiy 
is to sell its goods in that market Substantial sales can only be made with the support of 
the Export-Import Bank. Today, notwithstanding dramatic economic gains, Eximbank 
remains completely off cover in Cote rvoiie 


In a recent report, the World Bank was quite optimistic about Cote d’Ivoire: Their 
structural adjustment program is on track with both the Inteinational Monetary Fund and 
the World Bank; since the devaluation of the CFA in 1 994, privatization, trade reform 
and agricultural reform are also on track. The Ivorian public debt has been rescheduled 
with the Paris Club and they are currently negotiating the rescheduling of their commercial 
debt with the London Club. Last year, the Ivorian economy achieved an astounding 
growth rale of 7%. 

The precise reason why Eximbank remains off cover today in Cote d’Ivoire is unclear. 
While one Exim official believes that the Ivorian economy is the best one managed in Sub- 
Saharan Africa, another member of I.C.R.A.S. apparently feels that the debt load is still 
too high and places too much demand on future income. Another Eximbank official 
recently opined that there is “not enough U.S. business interest in Cote d’Ivoire to justify 
reopening at this time’’.*' 


2. This meeting was organized by Alexis Imenuiionai, lac. of Washington, D.C. which had also 
organized a recent series of major trade and investment conferences for Cote d’Ivoire in San Francisco 
and Tampa where over 200 interested U.S. companies had participated. 

3. The water crisis is a signiTicant worldwide problem. In a 1987 report, the World Bank noted that 
nearly 1.8 billion people are still in need of safe drinking water. In Africa, however, the bank noted that 
the "prognosis is less good" sinoe no nwre than half of the rural population will have an adequate supply 
of clean drinking water by the end of the century. 

4. This perceived "lack of imeiesl" would certainly not be sufficiem to justify the conunued off cover 
policy of Eximbank. in any case, it is clear from the trade and investment conferences held by Alexis 
International, Inc., and the follow-tip trade mission scheduled for later this year, that there is significant 
U.S. business interest in the Ivorian market. In any case, Eximbenk has no way to verify actual exporter 
interest in a particular country in which they arc closed for business. Once an exporter reads Exim’s 
published Cotmuy Limitation Schedule and leams that Exim is closed in a particular country, few 
exporters would then call Exim to express interest in the country. 
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Conduaion« and Recoinm<nd«tioiM 

In order to remove some of the obstacles which currently exist and to create new trade 
opportunities in Sub> Saharan Afiica, the following steps should be taken: 

1 . At the present time, the Export-Import Bank is completely closed for public sector 
business in 37 of the 48 Sub-Saharan Afiican Countries. US. exporters continue to be 
put at a decided competitive disadvantage by a credit rating system which is not 
transparent and which should be reviewed and revised to allow critical input from 
independent sources as well as interested exporters and the subject countries. 

2 The congressional mandate that before Eximbank opens in a particular country that 
there be a “reasonable assurance of repayment*’ needs to be modified in order to permit 
Exim support in more Sub-Saharan countries, just as it was for the Caribbean Basin 
Initiative and, more recently, for Russia. 

3 In two countries where Eximbank is closed in the public sector but open in the private 
sector, e.^., Gabon and Kenya, Eximbank should qualify one or more local commercial 
banks, and provide lines of credit which will enable the banks to onlend to their 
government in order to finance U S. exports of goods and services. Such creditworthy 
commercial banks would then be responsible for servicing the foreign debt. 
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EXHIBIT ONE 

EX-nf BANK COUNTRY LIMITATION SCHEDULE 
SUB-SAHARAN AFRICAN COUNTRIES 
PUBUC SECTOR 
effective may I, I 99 t 


ANGOLA: 

NO COVER 

BENIN: 

OPEN SHORT AND MEDIUM TERM 

BOTSWANA: 

OPEN ALL PROGRAMS 

BURKINA FASO: 

NO COVER 

BURUNDI: 

NO COVER 

CAMEROON: 

NO COVER 

CAPE VERDE ISLAND: 

NO COVER 

CENTRAL AFRICAN REP: 

NO COVER 

CHAD: 

NO COVER 

COMOROS: 

NO COVER 

CONGO: 

NO COVER 

COTE D'IVOIRE: 

NO COVER 

DJIBOUTI: 

NO COVER 

EQUATORUL GUINEA: 

NO COVER 

ERITREA: 

NO COVER 

ETHIOPU: 

NO COVER 

GABON: 

NO COVER* 

GAMBIA: 

NO COVER 

GHANA: 

OPEN ALL PROGRAMS 

GUINEA: 

NO COVER 

GUINEA-BISSAU: 

NO COVER 

KENYA: 

NO COVER* 

LESOTHO: 

OPEN ALL PROGRAMS 

LIBERU: 

NO COVER 

MADAGASCAR: 

NO COVER 

MALAWI: 

NO COVER 

MALI: 

NO COVER 

MAURITANU: 

NO COVER 

MAURITIUS: 

OPEN ALL PROGRAMS 

MOZAMBIQUE: 

NO COVER 

NAMIBIA: 

OPEN ALL PROGRAMS 

NIGER: 

NO COVER 

NIGERU: 

NO COVER** 

RWANDA: 

NO COVER 

SAO TOME & PRINCIPE: 

NO COVER 

SENEGAL: 

NO COVER 

SEYCHELLES: 

OPEN ALL PROGRAMS 

SIERRE LEONE: 

NO COVER 

SOMALIA: 

NO COVER 

SOUTH AFRICA: 

OPEN ALL PROGRAMS 

SUDAN: 

NO COVER** 

SWAZILAND: 

OPEN ALL PROGRAMS 

TANZANIA: 

NO COVER 

TOGO: 

NO COVER 

UGANDA: 

OPEN SHORT AND MEDIUM TERM 

ZAHIE: 

NO COVER 

ZAMBIA: 

NO COVER 

ZIMBABWE: 

OPEN ALL PROGRAMS 


‘ALTHOUGH CLOSED IN THE PUBLIC SECTOR, EXIM IS EITHER PARTLY OR 
FULLY OPEN TO THE PRIVATE SECTOR. 

“SUPPORT LEGALLY PROHIBITED. 
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Chairman Crane. Thank you, Mr. Bucknam. 

Next is Mr. Foote. I trust I am pronouncing it right, “foot” and 
not “foot-ee.” After my mistake with Mr. Lande, I just wanted to 
make sure. 

STATEMENT OF MELVIN P. FOOTE, EXECUTIVE DIRECTOR, 
CONSTITUENCY FOR AFIDCA 

Mr. Foote. Thank you very much. 

Mr. Chairman, distinguished Members of the Subcommittee on 
Trade of the Ways and Means Committee, on behalf of Ambassador 
Andrew Young and the Constituency for Africa’s board of directors, 
it is quite an honor for me to appear before you today. 

I also want to use this opportunity to thank you and this impor- 
tant Subcommittee for your continued efforts to consider the ways 
and means for the United States to expand its trade relationship 
with sub-Saharan African countries. This surely makes good sense 
for America, which as we rapidly move toward the 21st century, is 
challenged to find new markets for its products. It also makes good 
sense for Africa as well, which needs access to American capital, 
Arnerican technologies, and American goods and services, as it 
strives to improve the standard of living for the 800 million people 
residing in the region. This is clearly a “win-win” opportunity for 
Americans and Africans. 

The CFA, Constituency for Africa, is a membership coalition of 
organizations, groups and individuals with interest in Africa. 
Founded in 1990, CFA’s mission is to educate the American public 
about Mrica and African issues, and to strengthen linkages and co- 
operation between and among American organizations, groups and 
companies and counterpart institutions and organizations in Africa. 
A sizeable portion of the CFA is either now doing business or inter- 
ested in doing business in Africa. 

I have a number of practical suggestions that I hope you will con- 
sider as a way of strengthening America’s trade relationship with 
Africa. These suggestions fall into three basic categories; U.S. 
policy formulation, U.S. programs in Africa, Eind programs to be 
carried out in the United States. 

Let me preface these suggestions by stating that many of the 
suggestions and proposals put forth by Representative McDermott 
are, indeed, encouraging and deserving of serious consideration. 

Any reservations I have concerning the McDermott proposals are 
in the area of funding. Will the necessary resources required to fi- 
nance these initiatives be taken from already meager resources tar- 
geted at child survival and emergency assistance programs in 
Africa, a sort of reverse “Robin Hood’7 

Under U.S. policy formulation, certainly Ambassador Moose 
talked about debt relief. While a number of African countries have 
made impressive strides over the past decade toward democratic 
governments and free market economies, still even these countries 
are finding that they are merely “treading water.” We have to do 
something to ease the burden of debt. 

On the programs in Africa, the United States should promote the 
regional integration of African economies. As I am sure you are 
aware, one of the legacies of colonialism was the creation of the 
more than 50 countries which exists today, with different economic 
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and political structures and policies. Many of the conflicts and eco- 
nomic problems facing Africa can be easily traced to the way 
boundaries have been drawn. 

Much progress is now being made in integrating the Southern 
African market through SADC. Other regional blocks are in var- 
ious stages of development in west, east, central and northern 
Africa. \^at turned out to be Ronald Brown’s final trip to Africa, 
whereas the convened regional business forums, to me is a move 
in the right direction. 

The United States should also work with African countries to re- 
move trade barriers and target major resources at helping to build 
and improve infrastructure, i.e., port facilities, roads, warehouses, 
telecommunications systems and the like in Africa. The new Leland 
initiative connecting 20 African countries to the Internet system is 
certainly promising. U.S. firms should be given encouragement to 
participate in these major projects. 

The United States should expand investment guarantee pro- 
grams to more countries in Africa. Many of these countries are of 
a much better risk than many of the Eastern European countries, 
which now have guarantee programs in place. 

In terms of programs in the United States — and this addresses 
some of the concerns that Congressman Rangel raised — the 
American public overall, and the business community in particular, 
remain uneducated, undereducated or miseducated about Africa 
and about business opportunities on the continent. In many re- 
spects, this poses the greatest challenge to expanding trade with 
Africa. The way Africa has been portrayed in the U.S. media and 
in the Confess has only served to dissuade Americans from taking 
an active interest in Africa and has discouraged the American 
private sector from looking at Africa as a place to do business. 

The U.S. Government, led by the Department of Commerce, and 
in close partnership with nonprofit organizations such as the 
Constituency for Africa, the Corporate Council on Africa, the U.S.- 
Africa Chamber of Commerce and other quality organizations pro- 
moting trade with Africa, should take the lead in rectifying this sit- 
uation. 

I would estimate that if $3 million per year for 5 years, say $15 
million, could be made available for this purpose, to produce qual- 
ity educational materials, to organize and sponsor seminars, work- 
shops and other educational events in target cities and in selected 
regions around the country, and to support a variety of trade pro- 
motion activities, that there will be a major shift in the attitudes 
and activities of the American business community, especially the 
small and medium sized firms which more readily match up with 
business concerns in Africa. 

The U.S. Government could also be helpful by assisting African 
embassies in the United States in their trade promotion activities. 
Many of these embassies are completely dysfunctional as outposts 
for business and trade with their countries. They lack the nec- 
essary equipment, supplies, promotional materials, travel budgets 
and skilled promotion officers to adequately promote their 
countries. 

Perhaps some of the major computer and software firms can be 
given incentives to donate computer equipment and supplies and to 
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train African embassy staffs in their usage. Perhaps some of the 
U.S. air carriers and major tour operators could be encouraged to 
assist African embassies in their tourist promotion programs. 

If funding could be identified, CFA certainly would be prepared 
to take a leading role in organizing such support. CFA is also posi- 
tioned to assist the African embassies to take advantage of the nu- 
merous national meetings of African American organizations 
throughout the summer and early fall months. These meetings rep- 
resent prime opportunities for African embassies to exhibit, net- 
work, and to share information about their countries with opinion 
makers and decisionmakers in business and commerce, technology, 
education and in government. 

Thank you again for this opportunity to share some ideas on 
ways and means for the United States to expand its trade activities 
with Africa. Thank you. 

[The prepared statement follows;] 
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CONSTITUENCY FOR AFRICA 


HEARING ON U.S. TRADE WITH SUB-SAHARAN AFRICA 
Committee on Ways and Means 
Subcommittee on Trade 


by 

Melvin P- Foote 
Executive Director 
Constituency for Africa 


August 1, 1996 

Longworth House Office Building 
Washington, D.C. 


Mr. Chairman, Distinguished Members of the Subcommittee on 
Trade of the Committee on Ways and Means, on behalf of Ambassador 
Andrew Young and the Constituency for Africa's Board of 
Directors, it is quite an honor for me to appear before you 
today. I also want to use this opportunity to thank you and this 
important Subcommittee for your continued efforts to consider the 
"ways and means" for the United States to expand it's trade 
relationship with Sub-Saharan African countries. This surely 
makes good sense for America which as we rapidly move towards the 
2l8t century, is challenged to find new markets for it's 
products. It also makes good sense for Africa as well, which 
needs access to American capital, American technologies and 
American goods and services, as it strives to improve the 
standard of living for the 800 million people residing in the 
region. This is clearly a "win-win" opportunity for Americans 
and Africans. 

The Constituency for Africa (CFA), is a membership coalition 
of organisations, groups and individuals with interest in Africa. 
Founded in 1990, CFA's mission is to educate the American public 
about Africa and African issues, and to strengthen linkages and 
cooperation between and among American organizations, groups and 
companies and counter-part institutions and organizations in 
Africa. A sizable portion of the Constituency for Africa is 
either now doing business or interested in doing business with 
Africa. 

The tragic airplane crash which took the life of the 
Secretary of Commerce, Ronald H. Brown, and so many others 
earlier this year, is truly a tremendous blow for those of us 
promoting a stronger United States trade relationship with 
Africa. Secretary Brown was in every respect a "pioneer" with 
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the vision, charisma and ability to transform the American 
business community's view of Africa and opportunities on the 
continent. I believe that the fact that so many are today 
exploring opportunities to do business in Africa, is a true 
testament to the legacy of the late and great Ronald H. Brown. 
Certainly CFA will do it's part to continue the great work that 
Secretary Brown leaves behind. 

I have a number of practical ideas and suggestions that 1 
hope you will consider as a way of strengthening America's trade 
relationship with Africa. These suggestions fall into three 
basic categories: U.S. policy formulation; U.S. programs in 
Africa; and programs in the U.S. Let me preface these 
suggestions by stating that many of the suggestions and proposals 
put forth by Representative Jim McDermott, are indeed encouraging 
and deserving of serious consideration. Any reservations 1 have 
concerning the McDermott proposals are in the area of funding. 
Will the necessary resources required to finance these 
initiatives, be taken from already meager resources targeted at 
child survival and emergency assistance programs in Africa. Are 
we "taking from the poor to give to the rich". Otherwise, the 
establishment of a U.S. - Africa Free Trade Zone; the creation of 
a U.S. - Africa Economic Cooperation Forum; a $300 million 
Partnership program to support privately managed equity, and 
infrastructure funds to leverage private financing for small and 
moderate sl 2 ed African businesses, are all clearly moving in the 
right direction. To these I offer the following suggestions. 

I. U.S. Policy Formulation: 

Debt Relief: While a number of African countries have 
made impressive strides over the past decade, towards democratic 
governments and free market economies, still even these countries 
are finding that they are merely "treading water". While much of 
this debt is clearly rooted in the colonial and post colonial 
period economic policies and later in the policies and politics 
of the cold war — it is obvious and clear that it is now in all 
of our interest to relieve these countries (especially those that 
are deemed on the right course) of this tremendous burden. The 
U.S. should use it's good auspices and it's leverage with the 
Europeans, and with the World Bank and other multi-lateral 
financial institutions, to help create an enabling environment 
for the private sector in Africa, and to address this crucial 
problem of the debt. 

II. Programs in Africa: 

The U.S. should promote the regional integration of 
African economies. As I am sure you are aware, one of the 
legacies of colonialism was the creation of the more than 50 
countries which exists today, with different economic and 
political structures and policies. Many of the conflicts and 
economic problems facing Africa, can be easily traced to the way 
boundries have been drawn. 
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Much progress is now being made in integrating the southern 
Africa market through SADC (The Southern African Community). 

Other regional blocks are in various stages of development in 
west, east central and northern Africa. What turned out to be 
Ron Brown's final trip to Africa, whereas he convened regional 
business forums, is the strategy we ought to pursue. 

— The U.S. should also work with African countries to 
remove trade barriers and target major resources at helping to 
build and improve infrastructure, i.e. port facilities, roads, 
warehouses, telecommunications systems, and the like in Africa. 
The new Leland initiative (connecting 20 African countries to the 
Internet system) is promising. U.S. firms should be given 
encouragement to participate in these major projects. 

The U.S. should expand investment guarantee programs to 
more countries in Africa. Many of these countries are of a much 
better risk than many of the eastern European countries, which 
now have guarantee programs in place. 

III. Programs in the U.S.: 

— The American public overall, and the business community 
in particular, remain uneducated, undereducated or miseducated 
about Africa and about business opportunities on the continent. 

In many respects, this poses the greatest challenge to expanding 
trade with Africa. The way Africa has been portrayed in the U.S. 
media, and in the Congress, has only served to dissuade Americans 
from taking an active interest in Africa and has discouraged the 
American private sector from looking at Africa as a place that 
they can do business. 

The U.S. government, led by the Department of Conunerce, 
and in close partnership with non-profit organizations such as 
the Constituency for Africa, the Corporate Council on Africa, the 
U.S. /Africa Chamber of Commerce and other quality organizations 
promoting trade with Africa, should take the lead in rectifying 
this situation, I would estimate that if $3 million per year for 
5 years ($15 million), could be made available for this purpose, 
to produce quality educational materials, to organize and sponsor 
seminars, workshops and other educational events in target cities 
and in selected regions around the country, and to support a 
variety of trade promotion activities; that there will be a major 
shift in the attitudes and activities of the American business 
community, especially among small and medium-sized firms which 
more readily match up with business concerns in Africa. 

The U.S. government could also be helpful by assisting 
African embassies in the U.S. in their trade promotion 
activities. Many of these embassies are completely dysfunctional 
as outposts for business and trade with their countries. They 
lack the neccessary equipment, supplies, promotional materials, 
travel budgets, and skilled promotion officers, to adequate 
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promote their countries. 

Perhaps some of our major computer and software firms can 
be given incentives to donate computer equipment and supplies, 
and to train African embassy staffs in their usage. Perhaps some 
of the U.S. air carriers and major tour operators, could be 
encouraged to assist African embassies in their tourist promotion 
programs. If funding could be identified, CPA would be pi^epared 
to take a leading role in organizing such support. CFA is also 
positioned to assist the African embassies to take advantage of 
the numerous national meetings of African-American organizations 
throughout the summer and early fall months. These meetings 
represent prime opportunities for African embassies to exhibit, 
network and to share information about their countries with 
opinion-makers and decision-makers in business and commerce, 
technology, education and in government. 

Thank you again for this opportunity to share some ideas on 
"ways and means" for the U.S. to expand it's trade activities 
with Africa. 
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Chairman Crane. Thank you, Mr. Foote. 

Mr. Tilton. 

STATEMENT OF IMANI COUNTESS, EXECUTIVE DIRECTOR, 

WASHINGTON OFFICE ON AFRICA; AS PRESENTED BY DOUG- 
LAS TILTON, ASSOCIATE DIRECTOR FOR COMMUNICATIONS, 

WASHINGTON OFFICE ON AFRICA 

Mr. Tilton. Good afternoon. My name is Douglas Tilton, and I 
am the associate director of communications for the Washington 
Office on Africa. I am testifying this afternoon in place of the 
Washington Office on Africa’s executive director, Imani Countess, 
who is regrettably out of town today. 

On behalf of our staff, I would like to thank the chairperson and 
the Members of this Subcommittee for the opportunity to make a 
statement on U.S. trade with sub-Saharan Africa. I would also in- 
vite members to review the more detailed statement that we have 
submitted for the record. 

The Washington Office on Africa is an advocacy organization 
supported by church, labor and civil rights groups. Before 1990, our 
work focused on accelerating the end of white minority rule in 
Southern Africa. More recently we have taken up issues affecting 
the continent as a whole. We aim, in part, to familiarize the 
Washington policy community with the perspectives of opinion 
leaders and grassroots organizations within Africa. 

Let me say first how much we appreciate the Subcommittee’s de- 
cision to consider this important subject and to solicit a wide range 
of opinion. We hope that these hearings will ultimately generate 
concrete measures to increase mutually beneficial trade between 
the United States and African countries. We consider commercial 
ties to be one crucial component of good relations between the 
people of the United States and of Africa. 

However, they are only one component. The United States should 
seek to construct a comprehensive and integrated Africa policy. 
Trade, investment aid, and debt reduction are all essential compo- 
nents of such a policy. Trade enhancement initiatives cannot take 
the place of a well-structured and targeted development assistance 
program. 

Trade and aid policies should be seen as complementary rather 
than mutually exclusive options. The effectiveness of both will also 
be affected by the adequacy of measures to address the serious 
problem of indebtedness of African states. Potential programs 
should be assessed in relationship to existing ones. There should be 
procedures for results-based evaluation of both current and future 
programs. 

Aid programs should not be viewed as a form of “welfare” but 
should promote public investment in social, physical and economic 
infrastructure. Such investment should be designed to maximize 
access to public goods and services and to build productive capac- 
ities. 

We strongly favor additional measures to increase U.S. trade 
with and investment in Africa. We applaud the efforts of this 
Subcommittee, the Office of the U.S. Trade Representative, and 
Representative McDermott and his colleagues on the African Trade 
and Investment Caucus. We welcome moves to strengthen existing 
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U.S. Government programs, to improve their level of coordination 
and visibility, and to explore new mechanisms to encourage trade. 

At the same time, we believe that the details of emerging policy 
proposals must be more completely elaborated. For example, we 
agree that trade and investment programs and other economic co- 
operation initiatives must be conditioned on transparent standards 
applied to recipient governments. However, we are eager to ensure 
that such conditionalities are developed in an open debate, rather 
than being imposed by donors according to a set of rigid economic 
prescriptions. 

Likewise, we expect the Congress would wish to review the expe- 
rience of the 10 enterprise funds created for Eastern Europe and 
the former Soviet Union before establishing any new, privately 
managed equity fund to leverage investment capital for African 
nations. 

Funds should not be transferred from existing programs without 
a prior evaluation comparing the effectiveness of their current use 
with the projected effects of their redeployment. 

At this juncture, it might be most appropriate to allocate funds 
to facilitate the initial planning process. This should involve exten- 
sive consultation with African states, representatives of African 
civil society, multilateral agencies, and expert advisers. This type 
of holistic review could lay the foundation for a thoughtful, bal- 
anced, and comprehensive realignment of our economic relations 
with Africa. 

Thank you. 

[The prepared statement and attachments follow:] 
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Subcommittee on Trade, Committee on Ways and Means 

Submitted by 

Washington Office on Africa 
Imani Countess, Executive Director 

On behalf of the Washington Office cm Africa, I would like to thank the Ch^rperson and the 
mmbers of die Subcommittee for this oj^rtunity to malte a sWement on US trade with Sub-Saharan 
Africa, We appreciate the attention given to this important subject by the staff and members of the 
Suboommittee and your efforts to solicit a wide range of opinion. We hope that these hearings will 
generate concrete measures to increase mutually beneficial trade between the United States and 
African countries, as we consider commercial ties to be one crucial component of good relations 
between the people of the United States and of Africa. 

The Washington Office <m Africa (WOA) is an advocacy organization working in favor of grassroots 
African inter^ts with the support of church, trade union, and civil rights groups. Its educational 
affiliate is the Africa Policy Information Center (APIC), formerly the Washington Office on Africa 
Educadonal Fund. Before 1990, both organizations focused primly on the issues of freedom from 
white-minority rule in Southern Africa. Since then, WOA and APIC have taken on a wider range 
of issues affecting the continent as a whole. Chie of our central objectives is to foster awareness 
within the Washingttm policy community of die creative debates taking place among African opinion- 
le^ei? and grassroots groups. 

Neither organuation is an c^jerationa) agency engaged in development, relief or other projects in the 
field. Nor do we receive government funding. We are in contact with a wide range of groups such 
as the All Africa Conference of Churches and other national and regional organizations which 
comprise civil society across the continent. We share information and join in coalitions around a 
range of issues with US and intemational organizations concerned with human rights, sustainable 
development, democratization, and other issues relevant to grassroots African interests. 

APIC has published two background pliers particularly relevant to the topic of this hearing, namely 
The US and 4fnca's Trade: Prospects for Partnership and ThinJdng Regionally: Priorities for US 
Policy toward Africa (copies of which are available from the Africa Policy Information Center, 1 10 
Maryland Avenue, NE, Suite 509, Washington, D.C. 20002 or on the World Wide Web at: 
ht^://www.igc.org/apic/index.shtml). 

We have followed with interest the productive discussions on US economic relations with Africa 
catalyzed by the congressional mandate in the 1994 act approving the Uruguay Round Agreements. 
We prepaid a written reaction to the first annual r^rt presented by the Office of the US Trade 
R^nesentative in compliance with this mandate. Hiat I^ter, addressed to the co-chairs of the newly- 
foimed Africa Trade ^ Investment Caucus, was endorsed by 17 other organizations. It is included 
in this statement (below); we think the points made dierein are still of relevance as the Subcommittee 
continues to develop its own prc^sals. 

In tiiis testimony 1 would like to concentrate cm several partioilar points, in the context of preliminary 
proposals whi^ have emerged from the Africa Trade and Investment Caucus^ We recognize that 
these proposals are still evolving, and intend our remarks to be a constructive contribution to that 
debate as the Caucus and the Subcommittee move toward formulation of specific legislative 
measures. I will address first the general framework within which trade relations with Africa is to 
be considered, and then make some comments and raise some questions about imrticular aspects of 
the proposals being advanced within the Africa Trade and Investment C^aucus. 

2. Tkade and aid policies should be seen as complementary, rather than as mutually exclusive 
options ai>pUed to difTerent sets of countries. Ibe effectiveness of both wUi also be significantly 
affected by the adequacy of measures to address fbe serious problem of Indebtedness of African 
states, l^oposed new programs should be considered in relationship to each other, and 
evaluated In terms of their potential contributloQ to sustainable development. Hiere should be 
procedures for results-based evaluation of both existing and future programs, regardless of 


‘Rep. Jim McDermott, "Growth and C^Rtortunity in Africa: The End of Dqparidcncy," 
Remarks to the Overseas Development Council Conference on African Economic Recovery, 
Washington, D.C., June 12, 1996. 
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whether thor are implemented primarily through goTemmeDtal agencies, the private sector, or 
the voluntary sector. 

Tte isaie of wiat policies are nK>st effective in promoting sustainable development that can bene^t 
the myagofity of AMca’s peq^e is complex. There are no magic formulas to ensure su<xess. That 
is why we are omioenied to ensure that ^ paradigm fcv US policy integr^es a range of compcments, 
without portraying sustainable devdopment and private sector approaches as contradictory 
alternatives. In our view, sustainable d^elopment remains the goal. This means "improving the 
quality of human life while Uving within the capacity of supporting ecosystems."’ It includes 
eccNnomic growth, social equity, and the preservation of environmental coital to protect the options 
of future pnerations. The« are goals and values which a;ply equally to the least enveloped and the 
most indu^riaiized cmintries.’ 

Aid StiU Esseaiiai 

In our view "aid" should not be conceived as "charity* or "welfare," nor restricted to humanitarian 
relief. Aid is more properly seen as a counterpart to government support and subsidies for private 
sector initiatives. It should rq;>resent public investm^t in sustainable development to produce long- 
term benefits for both "donor" and "recipient" a)unmes. Current aid programs, both bilateral and 
multilateral, are in serious need of results-based evaluation and reform to ensure that limited fonds 
are well-used for toe intoided objectives. But whatover the current political cUmato, toe need is for 
more aid, not less. US foreign assistance levels are already disgracefully low; at 0.1% of GNP, 
they are the lowest among the OECD countries, (^pinion polls show that these figures are also 
below the level toat the US public supports— once they know the actual amount which the United 
States ^)ends on foreign assistance. Short-sighted and indiscriminate cuts in aid programs not only 
endanger human lives today, but also seriously diminish the chances for future economic growth in 
Africa and other regions— growth which could benefit toe United States, too. 

USAID, the World Bank, and other agencies which have drawn criticism from African grassroots 
groups and others for their past performance, are now demonstrating a growing re^nsiveness to 
pressure for reform. This increased openness presents unique opportunities for bold new initiatives. 
In considering the past record and future potential of these institutions, it would be unfoir to evaluate 
previous {ffograms against goals of sustainable developmoit when they were in fact aimed largely at 
unrelated objectives. Historically, much bilateral aid has been devoted to the pursuit of geostrategic 
objectives or the short-term political advantage of client regimes, mther than to improving the quality 
of life for ordinary people in recipient countries. Much multilateral aid, as internal World Bank 
studies acknowledge, was marred by toe unfounded aswmption toat macroeconomic stabilization was 
in itself sufficient to set countries on the path of growth and poverty alleviation.* 

Trade and InvesPnent Essentiai, buS not Sttfficunt 

Priva^ sector trade and investmrat is a necessary component of any sustainable devel<^ment 
strategy, and govemm^t subsidies to facilitate the acceleration of such priv^ sector s^tiviti^ are 
amply justified. The extent of US trade with Africa that already exists is far greater than is 
commonly assumed. Thus, to give only two examples, US trade with Southern Africa is roughly 
comparable to toat of toe US with the former Sfoviet Union; US trade with West Africa is 50% more 
than US trade with Eastern Europe. The potential is much greater; investment in facilitating it can 
pay off for both the US and Africa. 

Even in the ca^ of toe most advanced African countries, howevo', private sector ti^e and 
investmrat is not a sufficient substitute for adequate and sustainable levels of aid. The diverse 
experioices of East and Southeast Atian countries ^w toat taldng advantage of market opportunities 
requires not only libeializatitxi and export orientation, but also massive investments in state capacity 


’ Davki Reed, ed., Structured Adjustment, the Environment and Sustainable Development 
(Londem: World Wildlife Fund/Earthscan, 1996), p. 33. 

^ Toviford A Moral Economy: Responses to Poverty in the North and South (Toronto: Inter- 
Church Coalition on Africa, 1996). 

* World Bank, Taking Action far Poveny Reduction in Sub-Saharan Africa: Report of an 
Africa Region Task Force (Rqx>rt No. I5575-AFR, May I, 1996). 
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and human resource dcvclc^ment.* This does mean that the prospects for such economic 
expansion in Aihca are hopeless. It does^ however, imply a long time frame. Creating the basis for 
such development requires concurrent action to promote investment in social and physical 
infrastnichiie through fordgn asustance, facilitate trade aund investn^nt, and address the 

pressing issue of dd?t overhang*. It also means involving multilateral institutions, naticmal 
governments, tfie private sector, and the voluntary sector in ongoing dialogue about their appropriate 
contributions. 

Debt Reduction PrerequisUefor Rffecdve Trade Expansion 

Among the issues of critical importance for the success of aid and trade programs Is the status of 
Africa's tWst (see point 2 in letter below, p. 8). The details of initiatives under way for Kxiuction 
of Africa’s dd>t, bcih bilateral and multilateral, are most apprepriately addressed elsewhere than in 
diis testimemy. It is clear, however, that failure to resolve this issue could undermine the prospects 
for new investment, aid initiatives or trade-related credits, even for many countries that have been 
most consistent in implementing economic reform packages. 

New Paradigm Requires Debate 

We applaud the Subcommittee’s rect^nitiem of the need to "initiate and pursue a mutually beneficial 
trade relationship with the countries of Sub-Saharan Africa.*" The success of this endeavor will 
depend upon our ability to look beyond the narrow national security and geopoIiticaJ strategic 
concerns which shaped policies of the Cold War era and to implement a paradigm shift in our 
relations with Africa. US policy must recognize Africa's economic potential and promote mature 
and equitable relationships between the United States and African nations. A new paradigm, 
however, must represent an improvement on the pa^. To this end, it is essentia] that policies on 
trade and investment be contextualized in an integrated fashion with other concerns and 
instrumentalities. 

All a^xx^ts of US policy including trade, investm^t. economic and social development assistance, 
promotion of democracy and human rights should be crafred to support one another in order to 
generate a multiplier effect, maximire impact, and ensure responsible use of US funds. It would not 
be helpful to action a simple faith in aid as the instrument of development to embrace trade and 
maricet forces with equal zeal as ‘the" solution. 

While we recognize that this Subcommittee is necessarily focused on trade and tr^e-related 
investment in particular, we also think the search for a new paradigm for US-Africa economic 
relations requires a broader and longer-term dd>ate. We therefore welcome the formation of the 
Africa Trade and Investment Caucus as an important forum for the discussion of a new paradigm 
whid) might enjoy more broadly-based support. We think it important that debate on the relationships 
among these issues continue not only within the administration— through a vehicle such as the African 
Trade and Development Coordinating Group proposed by the US Trade Representative— but also 
among diose cemevned with trade, investment, and devde^ment in the Ctmgress, the private secu>r, 
and the voluntary sector. While the Africa Trade and Investment Caucus’ initiatives have taken very 
productive steps to set such a dialogue in motion, we think it essential that the range of issues and 
of those involved in the dialogue continue to be expanded. To the extent that a wider consensus 
develqxs on these issues, reaching a variety of constituencies in Congress, the private sector, and the 
voluntary secu>r, we think it will enhance the chances for legislative success and effective 
implementation of trale-specific proposals. 

II. We stroogly favor additional measures to eobaoce mutuaily benefictai US trade and 
investment, Including strengthening existing US government programs, improving tbeir level 
of coordination and visIbiUty, and exploring proposals for new mechanisins. However, any new 
initiatives wiU require careful consideration and a full elaboration of details prior to 


* Sec Hovraid Stein, al. , Asian industrialization and Africa: Studies in Policy Altemaiives 
to Struaurai Adjustment. (New YOTk: St. Martin’sPreK, 1995), as well as Barbara Stallings, ed.. 
Global Change, Regional Response: The New International Context of Development (New York; 
(Abridge University Press, 1995). 

*" Advisory from the Committee on Ways and Means: Subcommittee on Trade." No. TR- 
26, June 28, 1996. 
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implaneiiftatiMi. nils p li^nnlm process should mclude extensive consultation with African 
states, mulUlateral acencies, and expert advisors. Proposals involving the transfer of funds 
fr^ existing pn^anui should not be undertaken without a prior eraluation ennparing the 
eflTeetiv^iess of ttiese hinds in their current deployment with the pr^yected effects si thrir 
redeployment. 

As noted in the letter below, we think that a number of the specific proposals advanced in the first 
annual report of the US Trade Rq)resentative are positive initiatives, many of which can be 
implemented by cKaitive action with no new legislative guidance. We hope that other witnesses to 
this hearing, and cmitinued inquiries by the Subcommittee, will provide the public with additional 
informatitm cm die implementation of these proposals. 

We also agree that a more comprehensive initiative, surii as that outlined in general terms by 
Representative Jim McDermott (D-WA), could utell m^e a signiHcant contribution to expanding 
mutually braeficial US-Africa trade and investment. At the same time, we still have a number of 
doubts and questions which have not been resolved by preliminary versions of those proposals we 
have seen. We hope that these hearings and future elaboration of legislative initiatives by the 
Suboemunittee can sl4d further light on these questiems. The remainder of this testimony is our effort 
to specify some of the questions raised in our minds and that of others in the non-governmental 
AMca advocacy community, answers to which would influence the level of support we and our 
cemstiCuendes might offisr to specific l^slaticm as it emerges. Any suggestions made in the context 
of these questiems should be r^aided as tentative in character, and offered as a contribution to the 
wider debate, rather than as alternative proposals. 

Equity <utd Infrastructure Funds 

In the course his remarics to tee Overseas Develc^ment Council on June 12, 1996, Representative 
Jim McDermott presented the option of privately managed equity funds teat would leverage private 
financing for African agribusiness, manufiu^ng, women entrepreneurs and infrastructure projects. 
We think this proposal has considerable potential for making a constructive contribution. We are 
concerned, hovk«ver, that there be adequate planning so that in fkx the public monies invested in such 
ventures are productively used and have the maximum effect. The level of specificity of proposals 
we have seen u> does not give adequate information for a careful evaluation. In this context, 
it seems that the Subcommittee might at this time consider legislation allocating funds for an initial 
planning process and/w encouragement of apptopnaic agencies within tee administratiem to undertake 
such a planning process, which could result in a detailed proposal for establishment of such equity 
and infrastructure funds. 

The mixed experience to date of tee ten enterprise funds created for Eastern Europe and the former 
Soviet Union, and particularly tee failure of tee Czech and Slovak American Enterprise Fund, 
emphasizes the ne^ for ad^uate planning.^ The planning process should include detailed 
consultation with private and public financiers of African prefects, including potential private sources 
of risk capital. These consultations might be directed not only at d^rmining a^ropriate governance 
structures, levels of financing, and business procedures, but also at tee advisability of focusing 
resources on specific sectors of investment, and the appropriate level of bundling of sectors within 
or between funds so tiiat adequate management expose in evaluating projects will be built up within 
each fond. 

Source qf Funds 

Ont of tee most contentious aspects of any new trade and development initiative will be tee source 
of funds used to underwrite it. At least one of the plans currently under consideration proposes to 
divert a substantial propt^on of funds from USAID programs in Africa. Given the deep cuts which 
Congress has made in USAID funding allocations in recent years and the benefits which can be 
derived from a balanced and integrated approach to development— in which development assistance 
is used to oxni^^nent and enhance trade ^ tn^^ent strategies— we would a^ite singly against 
any jdan atekte forteo- diminished USAID's capacity to support long-tenn, equitable, and sustainable 
development. 


^ Eaton, "Public Money Foots tee KUs fw 'Privatized' Foreign Aid, " The New York 
Times, F^ruary 7, 1996, pp. Al, AlO. 
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This is not to suggest that USAID funds should be sacrosanct. On the contrary, the merits of existing 
pix^rams must be weighed carefully against the potential benefits which both Africans and Americans 
might derive from altomative initiatives. However, it is worth noting that USAID has alre^y 
acquitwl ctonsiderable experiMitt in promoting small business and entrepreneurial development. 
Other existing US programs haw also demonstrated success in stimulating private sector growth, 
trade, and investment, oto in highly creative ways, TTic Afticiui Dcvclt^ment Ftmndation, for 
example, has provided seed capital for projects su^ as the Spring C^inet Cooperative Society in 
Harare. This extremely successful furniture manufacturing enterprise has grown from a ten-member 
cooperative in 1987 to become one of Zimbabwe's major furniture suppliers with a staff of 178 and 
earnings of more than $1 million in 1994. Although it uses predominanUy local materials, it also 
imports frtoric and oak from the United States. Future US trade and investment programs in Africa 
should be carefully designed so that they reinforce, rather than compete with, these valuable 
Initiatives. 

Over a number of years, Congress has repeatedly reviewed USAID’s ^tivities and has delineated 
a set of guidelines to govern USAID's operaci<xis and expenditures. For example, in 1994, Congress 
^pulated that no funds appropriated under the Foreign Assistance Act of 1961 should be used "for 
the purpose of establishing or developing in a foreign country any export processing zone or 
dea^ated area in which the tax, tariff, labor, environment, and safety laws of tiiai country do not 
api^y, in part or in whole, to activities carried out within that zone or area ..." A risk inherent in 
the diversion of funds from USAID is that they would not automatically be regulated by provisions 
intended to protect workers and the environment. Funds should therefore not be redirected from 
USAID-even from the agency’s private sector development activities—without a detailed assessment 
of the comparative advantage which is expected to result from such a transfer and an evaluation of 
the propos^ action's likely impact on USAID's Africa program as a whole. 

Access for Exports to the V.S. 

We are encouraged by the efforts currently being made by members of Congress and administrauon 
officials to identify new strategies to expand bilateral tr^e with African nations. To achieve long- 
term success, such initiatives must dramatically enhance African access to US markets. This includes 
not only tiie extension of preferential terms of trade to African nations, but also the encouragement 
of investment in both the physical and social infrastructure which undergird sustainable development. 
US policy should also promote emerging African processing and manufacturing industries in a 
manner which does not invite worker exploitation or environmental destruction. 

Most African nations are poorly situated to realize significant advantage from the trade liberalization 
agreements generated by Uruguay Round negotiations. Studies designed to predict the impact of 
tariff reductions on sub-Saharan Africa have produced ambiguous and conflicting results, but they 
agree that the greatest threat which the Uruguay Round presents to African nations is the potential 
for the furthCT ecxmomic marginalization of those countries which arc unable to capitalize on the new 
opportunities {resented by the agreements.* In order to expand these opportunities. Congress should 
reactivate the Generalized System of Preferences (GSP), In the short term, this could be 
accomplished through the expeditious enactment of the GSP Renewal Act of 1996, which was 
adopted by the Senate on May 13, 1996, as an amendment to H.R. 3074. 

Ultimately, however, the US should revise the terms of the GSP to enhance the benefits available to 
participating countries and to encourage sustainable development. This might involve, on the one 
hand, waiving statutory product exemptions for eligible countries for a specified period (5 to 10 
years) white, cm the csber, modifying the eligibility criteria. In particular, the United States should 
move away from its present practice of extending preferences to “least-developed countries," as this 
designation only takes into account economic considerations. Instead, the program should be geared 
for those nations which the United Nations Development Programme (UNDP) identifies as “low 
human development' countries, most of which are in sub-Saharan Africa. The UNDP's human 
<tevelqpmem index (HDI) iMovidcs a more appropriate gauge of a country's achievement tiian purely 
economic indicators because it factors in data pertaining to the health, education, and income of the 


"World Bank, Findings, Africa Region. No. 67 (July 1996); and US International Trade 
Commission, U.S. -Africa Trade flows and Ejffeas of the Uruguay Round Agreements and US 
Trade and De^hpment Policy (Washington, D.C.: US ITC, January 1996). 
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country’s population.^ Similarly, GSP eligibility should be restricted to nations which abide by basic 
oivironm^^ protection policies and which demonstrate respect for human rights— including equal 
protection under law for women and adherence to the labor protections cited in the Trade Act of 

1974. 

EiigibiliQ^ for New Initiatives 

If, as discussed in the previous points, measures are taken to establish investment funds or greater 
access to the US market for AMcan exports, it is our view that the criteria for eligibility to these 
programs should be established on the basis of tTan^)arent conditions relevant to the programs 
themselves, and not exclusively conditioned cm participation in larger schemes such as those 
discussed in ixxt point. 

Thus, once the scope of a particular investment fund is determined by its charter, applications to 
financing from the fund should be to projects in any sub-Saharan African country, perhaps even 
with prefi^ence to projects which could demonstr^ r^onal rather than single-country impact alone. 
The viability of such projects should be evaluated with respect to all relevant factors, which would 
certainly include, but not be limited to, the investm^t context in the country or countries of the 
companies presenting the project. 

Similarly, expanding export oj^itunities through amendments in a reauthorized GSP, or other 
mechanisms, should be open to ^1 countries digible d^at program. 

Among die reasons for not Unking eligibUity in these cases to broader initiatives, such as a US-Africa 
Free Trade Area, is the different time frames involved. Detailed plans for such ambitious programs, 
as we ar^ below, will inevitably take considerable time to develop. More specific measures, such 
as equity funds or adjustments in GSP product eligibility, could hqiefully be implemented on a 
faster-track l^islative and administrative timetable. 

V,S.~Africa Forum, Free Trade Ana, and Partnendtip 

The proposals sketched out by Rq). Jim McDermott in his remarks to the Overseas Development 
Coundl on June 12 provide a very ambitious framework with many features that seem to us highly 
positive. Precisely because of thdr ambitious scale, however, we think that they require much more 
fleshing out ajid systematic consultation before taking legislative shape. Hopefully other witnesses 
at this hearing wUl have commentary that can advance the process consldo^ly. Our remarks are 
primarily concerned with the issues of timetable, process, and interrelationship among the three 
elements identified by Rep. McDermott, namely the Forum, the Free Trade Area, and the 
Partner^p. 

The first priority, in our opinion, and the one that could also move on a fast track, if there were 
support from Cmgress and the Administration, is the U.S.-Afiica Economic Cooperation Forum 
by Rq>. McDermott. This \«^ld provide an arena in which dialogue abewt plans for the 
Free Trade Area and the I^utnership could place among stakeholdm, including the US 

and African private investors, African governments, multilateral agencies, US government agencies, 
and the US ^ African voluntary secton. An effective model for such an exchange is the privately 
initiated series of US-Africa Telecommunications and Broadcasting Conferences (AFCOM), of which 
tile fifth was held at the Hyatt Dulles hotel in early June this year. These conferences have brought 
together key players, both pri^te and pidilic, in the telecommunicaticMis, broadcasting and 
informatics communities in Africa, the US and other world regions. 

like the ATCOM conferences, the broader forum should be at the same time high-level and to 
interested participants from different sectors, allowing for a wide exchange of views. It would 
provide the opportunity for public airing of a range of prqwsals. It could also facilitate informal 
dialogue whi<^ could set the context for more detailed n^otiatiems by government officials 
concerning particular programs, including the suggested Free Trade Area and Partnership, as wdl 
as fcKT subsequent exploration of investment and trade qiportunities by pri^^ companies. 


^United Nations Development Programme, Human Development Report 1996 (New York: 
Oxford University Press, 1996). 
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Letter from the Washington Office on Africa and other organizations 
April 11, 1996 

Dear Kq>res^tative5 Crane, Gilman, McDermott, and Rangeh 

Thank you for your invitation to respond to the Comprehensive Trade and Dcvei<^mcnl Policy for 
the Coiuitries of Africa, released by the Office of the United States Trade Rcpresaitative on February 
1, 1996. We applaud the formation of a bipartisan Caucus on Trade and Investment in Africa and 
appreciate the Caucus' efforts to promote a thorough and participatory discussion of these vital 
issues. 

We ccmgratulafie tte (niginal authors and supporters of the 1994 legislation which gave rise to these 
policy proposals. We concur in their assessment that a coherent and effective US policy towards 
Africa must encompass a full range of interlocking issues, including trade, development, and 
investment. 

We stncmgly support the continuing efforts of both Congress and the Administration to formulate an 
integrated US-Africa trade and developmoit policy. Although we have strong reservations about the 
airrent document, we believe that it represents a valuable preliminary step toward the realization of 
that goal. 

In particular, we wish to affirm the document's emphasis on the creation of permanent structures 
within the Executive branch responsible for coordinating US-Africa trade and development policy 
and overseeing its implementation. We believe that this will help to raise the visibility of US-Africa 
relations and encourage a thoughtful and systematic aii^roach to the expansion of US ties with the 
continent. 

Wc also support the document's attention to facilitating regional coordination in Africa. The 
pr(^)osed provisions relating to the designation of groups of countries for cumulation treatment under 
the terms of the GSP will create new opportunities for African nations. 

Several other strac^es mentioned in the document are worthy of further exploration. In particular, 
we would endorse the development of creative and flexible sources of capital and credit, geared to 
the needs of small producers, credit unions, and cooperative associations. Similarly, we support 
pr^x>sais designed to increase Africa's ac<toss to. familiarity with, and use of electitmic networks*^ 
particularly wt^ these se^ likely to create c^^tortunities for grassroots community groups and non- 
governmental organizations to participate more effectively in defining development agendas. 

While we see these as positive aspects of an emerging policy, we believe that the current document 
ignores many aspects of African realities and disregards well-grounded African analyses of key 
issues. Instead, it adopts a "one-size-fits-aU" approach to development, the many flaws of which 
have been repe^edly identified by critics in Africa and around the world. 

If we are serious about formulating a comprehensive US trade and develojunent strategy that is 
cap^le of narrowing the economic gulf between (and within) the US and Afiica, est^Ushing a 
foundation for sustainable development, and addressing our mutual needs for security and prosperity 
thoi we must radically revise our policy priorities. We therefore propose that this process recognize 
the following general principles; 

I, Trade pit^raizts, debt reduction, aid, and other ecoDomk cooperation initiatives should be 
coodltioitod on transparent standards applied to recipient governments. ihit aich 
conditionalities should be developed in open debate, rather than being hnpo»d by donors 
acccNTding to a of rigid economic prescriptions. A strat^c abroach to African devdopmmt 
requires explicit discussion of the combined impact of aid, trade, dri>t, and different structural 
adjustment policies. The US can most usefully shape its own policies on these complex and related 
topics only if it is willing to engage in genuine dialogue on these issues within African and 
multilalerai contexts. Hus slKudd include not only the clubs of Western demors that coordinate policy 
towards pmticular African countries, but also a broad range of scholars and r^r^^t^ves of civil 
society. 

The US Trade Representative's policy propels are premised on the assumption that “statist 
economic regimes' are primarily reenable for a fiulure “to deliver sustained increases in prosperity 
for the peoples of Africa.' The policy points with approval to the rapid growth achieved by many 
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Asian economics over the past three decades—without acknowledging the central role which the 
governments of these countries played in orchestrating the development process, protecting growth 
industries, and ensuring social investment in education and agriculture. At the same time, the 
<iocum<mt presents an unambiguously favorable depiction of structural adjustment policies, ignoring 
the very grave injections which have been raised by African analysts and which are receiving 
increasingly serious consideration within the World Bank. As a result, ihe policy states flatly, “A 
successful development strategy must be trade-led and market-oriented. ’ 

In fact, the ex(«ience of most African countries demonstrates that this rigid formula has been equally 
unsuccessful in generating "sustained increases in prosperity" for Africa's poorest households. 
Unit^ul^ed markets hold few rewards fcM- those who approach them with little or no economic clout. 
NemMess, the cbminant pc^cy-making trend of the past dec^ has been to demand that moie and 
more economic relationships be governed by the martet. Tliis model has c^structed the efforts of 
African leaders, United Nations agencies, and many non-govemmentai organizations to identify and 
to implement programs more consistent with "sustainable development.” 

Ultimately, "public sector vs. private sector" debates obscure much more important questions— 
questions about what policy choices are being made, about how the fruits of growth and d^elopment 
are distributed within a society, and ^ut the extent to which policy-makers are accountable to the 
people whose lives they a^ect. Similarly, a narrow focus on macroecxMiomic indicators (such ^ 
aggregate economic growth) disguises more localized, but equally important, dynamics (such as the 
differential impact of development across gender, class, ethnicity, etc.). 

US policy should not aim to impose market-oriented "solutions' on Africa, especially when these 
involve efforts to constrain, indiscriminately, the role of government. Instead, US trade and 
development stndegies should be components of a broader policy agenda which recognizes a useful 
and l^itimate zegul^ry role for govonment, promotes the public accountability of government 
officials, encourages greater incentive-orientation in all economic relationships, and facilitates the 
efforts of African public, private, and voluntary secter organizations to identify and implement new 
economic initiacives suited to local needs and conditions. Access to US development assistance and 
preferential trade and investment programs should be conditional not merely on the beneficiary's 
adoption of sound and iqjpropriate economic policies, but also on a demonstrated commitment to 
sustained soda! investment, to principles of c^ien and democratic administration, and to the full 
recognition of basic human rights (including, in particular, the rights of women, youth, landless 
households, and other historically marginalized groups). 

2. Any comprehensive policy must address Africa’s enormous debt burden. The current 
proposals only mention Africa’s debt burden in passing. They include no substantive 
recommendations for a systematic program of debt reducticm. Sub-Saharan Africa’s debt grew from 
$84 billion in 1980 to $223 billion by the end of 1995. Twenty-eight sub-Saharan countries have 
amassed debts which total more than twice their annual income from the export of goods and 
services. Partly in the interests of enhancing the ability of these nations to service their cmerous 
debts, G-7 nations and Bretton Woods Institutions have promoted export-led growth. As a result, 
sub-Saharan economies have made little progress toward self-sufficiency while periodic over- 
production has weakened commodity prices and diminished the purchasing power of their exports. 

Overwhelming service obligations prevent most African countries from embarking on any 
int^ra^ tmd effective devek^ment plan. US pc^icy must acknowledge this situ^on and luidFess 
it throi^ the introduction of systemic measures to rediKe Africa's bilateral and muldJatml 
Africa's tnlateiral debt to the US is less than 3 percent of its o>terall debt burd&i. But the US can and 
should press for revision of the so-called "Naples Terms" that currently govern bilateral d^t 
restructuring. These terms are inadequate in addressing Africa's enormous bilateral debt, primarily 
to European governments. For example, Uganda was granted only 2 percent reduction of its $3 
billion debt under the Nj^les terms, despite its ^rong compliance with economic adjustment 
programs. 

to addition, Ae US AouW v^orously support efforts for a comprehensive approadi to Africa's d^t 
to multilateral institutions. Any solution should provide additional funding, raAer than divert scarce 
resources from development aid, and should give priority to countries committed to poverty 
reduction. 
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3. A top priority for US trade policy should be the establishment of fair trading terms. Congress 
is right to recognize trade's potential as a tool for the promotion of economic growth and 
development, both in the US and in Africa. In order for it to fulfil that potential, however, US 
policy must do more than simply expand US exports to Africa. Trade growth will only be 
susteinable if it is bidirectional and if it meets the n^s of both partners. Fair terms of trade arc a 
prerequisite for such durable partnerships. 

The provisions of the GATT treaty, which govern international trade, generally favor industrialized 
nations. Most Ahrican countries have less capacity to take advantage of the new trade opportunities 
expected to flow from the Uruguay Round agreements. The US should enter into a regular dialogue 
with a broad cross-secdmi of Africans in order to define more equitable trade terms and to work for 
their eventual incorporation into existing agreements. In the interim, the US should endeavor to 
minimize GATT’s negative impact on African trading partners by making full use of provisions 
designed to assist developing countries (such as the Generalized System of Preferences). It should 
also increase its technical assistance programs to facilitate regional integration and economic 
diversification. 

4. Development assistance should continue for the foreseeable future. Carefully targeted 
development assistance can complement trade and investment growth to accelerate economic 
transformation. Moreover, the US must share responsibility for Africa’s problems. Many of 
Africa’s present problems are directly attributable to the Cold War—which made countless African 
nations battlegrounds for US-Soviet competitiorh-and to the continent’s long and negative experience 
of precolonial and colonial engagement by Western powm. The US should be as active in addressing 
the consequences of these struggles as it was in perp^uating them. 

At the same time, the US must radically reassess its assistance strategies and priorities. We cannot 
afford to squander funds in the pursuit of short-term economic objectives, on well-intentioned 
projects which are peripheral to the needs and interests of their ostensible beneficiaries, or on the 
cultivation of fragile alliances with governments which do not enjoy the support of their citizens. 
US assistance must be aid that works. It must advance America’s interests in long-term peace and 
security by promoting sustainable and equitable development. African assistance programs should 
empha^ investment in both physical infrastructure and in human resources. Social investment is 
especially important, not only b^use it puts people at the ci»iter of the development process, -but 
also because it enhances the potential for rapid and equitable economic growth. 

Focused efforts to prevent humanitarian crises are also priority assistance investments, given their 
potential to avoid more costly crisis-relief expenditures later. And humanitarian aid needs to be 
rethought so that it lays the groundwork for long-term development rather than only addressing 
immediate disasters. 

In exjunction with tlte reorient^ion of its funding {morities and the other initiatives discuss^ above, 
the US should renew its commitment both to bilateral aid programs and to multilateral institutions, 
including UN agencies and the IDA facility of the World Sank. US assistance programs should 
achieve a rough balance in their support for public, private, and voluntary sector initiatives. US aid 
could be particularly valuable in encouraging national and regional dialogues on trade and private 
sector development by engaging a cross section of the society (men and women; rural and urban; 
employed, self-employed, unemployed, and under-employed; public, private, informal, and 
voluntary sectors; etc.) in discussions related to these topics. 

Finally, we rect^nize that this is an evolving policy which is scheduled to be reviewed annually over 
the next four years. We welcome the opportunity to be involved in this process on an ongoing basis. 
We also encourage die Caucus to seek out a variety of African perspectives and advice as frequently 
as possible. 
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THE U.S. AND AFRICA’S TRADE: 
PROSPECTS FOR PARTNERSHIP 


The U.S. Stake in African 
Economic Progress 

liaW the conriiicnts in 

SB3S area, second largest in 
population, and arguably the 
richest of all in terms of natural 
resources, its people are among 
the poorest in the \\'orld Africa’s 
people are hard-working and 
intelligent, and the continent can 
boast of having produced great 
civilizations long before today's 
developed countries came into 
existence. But the vast gap between 
contemporary Africa’s level of 
economic development and that 
of virtually every other area of the 
world is, in fact, growing, 

In today's world, stability is not 
possible in the face of massive inter- 
national economic and social dis- 
parities. Isolationism is not a viable 
option, even for the U.S. Each new 
advance in relecomnumicaritins, 
each new desecration of the global 
environment, each new strain of in- 
fectious virus, each new- advance in 
fissionable or biological weaponry, 
each corporate decision to relocate 
a plant overseas, shrinks the global 
community and confirms the inter- 
relatedness of all peoples. Cdearly, 
in today’s world, to lx one’s own 
keeper one mu.sr be one’s 
neighbor’s keeper as well. 

If the vast economic disparities 
between the U.S. and Africa place 
the U.S. at risk, then it must be a 
matter of U.S. policy to strive to 
shrink that gap. For Haifa century, 
“foreign aid”' has been the principal 
weapon for attacking the vast dis- 


parities between the develojxd and 
the least developed countries While 
the debate over the quality' and 
quantity' of aid will continue, and 
the need tor aid remains great, the 
reality is that it is fist diminishing. 

The precipitous decline in 
Africa's economic performance Ix- 
ginning in the late 1970s led the 
donor community, directly and via 
its internitional funding agencies 
such as the World Bank and the 
IMF', to exert great pressure on Af- 
rican countries to restructure their 
economics so as to render them 
more efficient and more ntarket- 
orientcef. A major objective of these 
“structural adjustment”^ programs 
was to prod the African ctninirics 
to revamp their economics in ways 
which would make them more vi- 
able and more attractive to foreign 
traders and investors. After a de- 
cade of experimentation, these pro- 
grams have show n only mixed re- 
sults in economic development 
terms. But in many cases, they have 
led to new' prtjspccts for using trade 
as a means for transforming African 
economics. An expanded U.S.-Af- 
rica trade rclaritmship deserves high 
priority on country agendas on 
bt»th sides of the Atlantic. 

U.$.- Africa T^afie 
Relationships 

The African continent is a more 
significant trading partner for the 
U.S. than most people realize, and 
potentially even more significant. 
Both the reality and the jx>tenrial 
syarrant much greater attention 
from policy-makers and the public 



alike. The strategic sig- 
nificance ot African oil, ^ 

for example, should im- ■■ 

ply much more fexused 
concern with the long- 
term future of such 
countries as Nigeria, 

Angola and Algeria, ^ 

each confronting very 
different but intense Q9 

political and societal 
crises. The medium- 
term potential to m 

expand the sliare of 
exports to Africa sup- 
plied by the U.S. is sig- 
nificant. The long-term po- 
tential — if the U.S. aids Africa 
in expanding and diversifying 
its exports — is even greater. 

The magnitude of U.S.- 
Africa trade ($23.4 billion in 
1994) comes to almost ex- 
actly tw o per cent of overall 
U.S. foreign trade of SI. 2 
trillion.-* U.S, exports to 
Africa come to almost $9.2 billion. 
The U.S. imports some $14.3 bil- 
lion from Africa, creating a trade 
deficit with the continent of abt)Ut 
$5.1 billion. 

The imports, moreover, arc of 
strategic importance. Two-thirds of 
U.S. impi>rts from Suh-Saharan Af- 
rica arc accounted for by a single 
commodity: petrtileum, comprising 
20 per cent of total U.S. crude oil 
imports in 1994. This is mainly the 
sweet Nigerian crude oil ($4.4 bil- 
lion), with sizeable amounts also 
coming from Angola, Gabon and 
C'ongo. Oil from west Africa is par- 
ticularly favored bv American users 
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because of its high quality, but also 
because its supply has generally 
been considered to be more stable 
by comparison with that from the 
Middle East. 

Of equal or greater strategic 
importance are several minerals for 
which Africa constitutes a major, if 
not the major Western source. In 
this group are such items as chro- 
mium, cobalt, vanadium and man- 
ganese, used in making specialized 
steel products. Africa supplies the 
U.S. with 47, 43, 35 and 25 per 
cent, respectively, of its im|x>rts of 
these commodities. 

On the export side, U.S. sales 
to Africa have been in the $8 to 10 
billion range for the last four years. 
The bulk of these sales are of 
equipment and machinery. Sales to 
Sub-Saharan Africa, for example, in 
total some S4.4 billion, included 
$289 million in U.S. aircraft and 
aircraft parts, $245 million of oil 
and gas field equipment, almost 
$200 million in construction ma- 
chinery, and over $100 million 
each of computers, motor vehicles, 
telecommunications and (arm ma- 
chinery. The other major compo- 
nent was food — ! principally wheat 
($250 million) and rice ($107 mil- 
lion). In 1994, the $2.2 billion of 
U.S. exports to South Africa alone 
made it a larger market for the U.S. 
than all the countries of Eastern 
Europe combined (sec chart on 
page 4). 

While the U.S. runs a trade 
deficit with Africa, most European 
countries run a trade surplus there. 
There is, therefore, ample opportu- 
nity for the U.S. to increase in ex- 
pcMts to Africa, especially if these 


exports are balanced by increases in 
imports from Africa as well, so that 
Africans can earn the dollars to pay 
for U.S. goods and services. 

Africa's capacity to expand im- 
ports on a sustainable basis, how- 


ever, is vulnerable nor only to the 
multiple weaknesses of internal eco- 
nomic infrastructure and manage- 
ment, but also to its continued de- 
pendence on exports of primary 
commodities. Countries exporting 
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oil have advantages that those ex- 
porting agricultural products such as 
coriee or sisal do not have. But oil 
producers too can easily be battered 
by wide price swings. Even South 
Africa is highly vulnerable to price 


shifts in gold and other minerals. 

The catch-22 for primary com- 
modity producers in the world mar- 
ket IS that if evervone produces 
more, the price may go down, as 
consumers arc oversupplied with co- 


coa, for example, or manufacturers 
with raw materials. The only secure 
route to better trade performance 
consists in being able to export 
more highly processed products 
with greater value added inside the 
country. The international trading 
svstem has historically not helped 
African countries to make that tran- 
sition. Current changes may impose 
even greater difficulties. 

The Global lyading 
System Handicaps Africa 

As currently structured, the global 
trading system is nor especially 
friendly to African exports. The re- 
cently renegotiated General Agree- 
ment on Tariffs and Trade (GATT) 
Treaty^ did little to ease the restric- 
tions on the ability of Africa to ex- 
port to America and elsewhere. In 
fact, while lowering tariffs will have 
different impacts on different Afri- 
can countries and sectors, most 
analysts agree that treaty implemen- 
tation will have an overall negative 
impact on Africa's trade prospects, 
by raising prices of imported foods 
and removing trade concessions 
previoLi.sly granted by European 
countries. Those countries most 
able to take advantage of the new 
opportunities will be those with 
better trading infrastructures and a 
larger share in the world market al- 
ready 

Tariff escalation, that is the fact 
that import duties generally be- 
come higher for products with 
greater proportion of value added 
by processing, docs considerable 
harm to Africa’s efforts to industri- 
alize itself. Most African countries 
have an under exploited export po- 


TABLE 2s U.S. 

Experts to African Countries (In millions of $) 

Country 

1990 

1992 

1994 

Algena 

9S1.4 

676.6 

1.191 1 

Angola 

149 7 

157 6 

197.4 

Benin 

23 7 

270 

259 

Botswana 

192 

465 

22.7 

Burkina Faso 

14.7 

132 

7.3 

Burundi 

09 

96 

17.7 

Cameroon 

46 4 

570 

53.6 

Central African Rep 

1 2 

1.0 

25 

Chad 

7.9 

53 

75 

Comoros 

0 1 

06 

0 1 

Congo 

896 

597 

38.0 

Cole d'Ivoire 

78 4 

87.1 

111.2 

Ojibouli 

7 4 

10.6 

6.7 

Egypi 

2.248 9 

3.087 3 

2.843 8 

Eq. Guinea 

02 

10 8 

1 9 

Eritrea 



8.4 

Ethiopia 

157 0 

249.5 

143.1 

Gabon 

49 0 

54.7 

40.2 

Gambia 

6.7 

10 1 

39 

Ghana 

138 4 

123 8 

124 5 

Guinea 

42 9 

605 

498 

W.AIrica.N.EC 

20 0 

8.5 

18.6 

Kenya 

115.9 

124.2 

169 5 

Lesotho 

26 

3 1 

34 

Lkbarla 

44 3 

306 

464 

I l-rbya 

Madaaasear 

11 5 

61 

47 9 

Malawi 

13.8 

136 

187 

Mall 

9-0 

11-3 

19.0 

Maununia 

14.5 

594 

14 0 

Mauntiue 

12.9 

22 3 

238 

Morocco 

495 3 

4932 

4092 

Merambique 

SO-3 

149-7 

394 

Namibia 

44.4 

34.2 

183 

NIoar 

12-4 

128 

120 

Nigerta 

551-4 

1.0008 

509.2 

Rwanda 

1-0 

2.5 

34.8 

Senaaai 

52.6 

802 

42.5 

Saycttallea 

22 

23 

61 

Sierra Leone 

286 

281 

24.2 

Somalia 

11.8 

208 

29.9 

South Africa 

1.732 5 

2.4252 

2.172 7 

Si.idan 

42 3 

525 

$45 

Swaaiiand 

78 

38 

5.4 

Taniama 

48.0 

338 

48.9 

Togo 

307 

195 

12 5 

Tunisia 

178.5 

2325 

327.1 

Uganda 

26.0 

153 

27.7 

Zaire 

138-4 

327 

39.5 

Zambia 

80 1 

681 

32.6 

Zimbabwe 

1347 

1434 

92.6 

AMca Total 

7,S47.4S 

S3T8.S 

S,1S1.T 

' includes Guinea Bissa 

j. Cape Verde Islands, and Sio Tome and Prineve 


1 Source. U.S. Department of Commerce 
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tcntial, which cati Lk* translated into 
economic growth with virtiialiy no 
additional niosic-fary assistance from 
abroad, foremost among such (>o- 
tentials is the option of pnK'cssing 
Africa’s primary comnwKlities prior 
to their shipment abroad. If Zam- 
bia could process its co|>per, 

Guinea its bauxite, Ghana its cocoa, 
Kthiopia its colfee, the value added 
to these ex|>orts wtmid provide 
l'K)th employment and vitally 
needed foreign exchange f<jr these 
struggling economies. 

The fact that the tariffcodes 
raise the levy with each higher level 
of prtKCssing tif the raw item dis- 
courages such structural changes. 

So does attaching quotas on the 
importation of semi-pr<H;essed and 
processed g(K)ds into the devehiped 
countries. This can have even more 
significant effects in blockiitg 
Africa’s nnports than the tarifVesca- 
lation practices. 

Another widespread practice, 
subsidizing U.S. and Kuroptcan 
food exptirts, has discouraged Atfi- 
can farmer* from gr<»wiug wheat 
and other fiKKlstuffs. To Ix' sure, 
these subsidized fixtdstufb* provide 
a short-term benefit (lower (<>od 
prices) to the African economies, 
but in doing s<i they perform a 
long-term disservice by dnving do- 
mestic Htrmers out of busiitess. 

In theory, the latest round 
(Uruguay Round) of GAIT, leading 
to reduction of many such trade bar- 
riers, should o^x‘11 up new opportu- 
nities for African countries, .is l<>r 
other countries. In fact, develo|X'd 
countries were well able to fight f<>r 
detailed provi.sions defendiitg their 
interests in the eomples treaty negjt- 


nations, aixl are best placed to make 
the transitions nccdc'd. 

Maity CiATT provisitMis have am- 
liivalcnt clKxts when thc*y are aj^lied 
to Afnea. The Trade Related Invest- 
ment Measures (TRIMS)'', tiwe*- 
antp>le, arc dc-stgned to nuke fbreigit 


investment itK»re artraetixe to fix- 
eigners, an objeetive widelv shared by 
both sides. At the same rime, sonx' of 
the TRIMS provisions may Ix 
viewed as affronts to the national 
sovereign^' and as unwarranted ef- 
tbrrs to repxal Uxal legislation. In- 
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Top Seven African Markets for U.S. Exports, 19S4 

All Others 

Egypt 



Algeria 


Top Seven African Suppliers for U.S. Imports, 1994 

All Others 

Nigeria 



Algeria 


igola 


deed, while arri'.Kriin; torciyin iiivcs- 
rors and sriiiuiLirinji trade, these pro- 
visions may als(j diseoiirage loeat in- 
vestors and self-reliant ilevelopineiit. 

Tluis, while African countries 
may open ritcir ec«»noinies more 
widely lo imports and iinestments 
from other c».)iinrries. they m.iy not 
ha\e the capacity to take advantajic 
ol new opportunities l<»r esports in 
sectors other tlian primary com- 
modities. 

Untijrtunately, the aiehiteetsof 
the global trading system, inehiding 
tltc U.S., displav \erv little sensitivity 
to these issues. Aside from irs tradi- 
tional purehases of critical comnuKl- 

Afrlca Policy Information Center 


ity and mineral im^•K^^l^ from Africa, 
tlic U.S. commercial interest in Af- 
lua is almost exclusiwiy l<»cused on 
whai it can sell rather than on what 
more it can buy. Tlicre seems to Isc 
little recognition <)f the need (iir Af- 
rica to incre.ise its e\jH>rts and shirt 
its pattern i»f esjxn is to enable it to 
service its debt as well as to increase 
its purchases. 

Breaking Out 
of the Colonial Model 

Sparked by the severely deteriorat 
iiig economic situation w hich they 
faced in the early eighties, African 
countries sketched out an alternative 

> — 


to tlie es|^»rt-led dewlopmeiU strat- 
cg\' inherited tfom the colonial era. 
Instead ofeontinumg to use esfHirrs 
.IS their engine ot' growth, tlie\' e\- 
pre.ssc-d a desire to place greatei em- 
phasis on proiliteing g(M»ds hn- eon 
sumption within Afnea itself, and 
develof’ing strategies w hich could 
shift lc>reign trade away from the 
traditional dependence on a few pn- 
marv commodities.' 

One aspect of the strateg\ was 
termed “e*jlleciive self-reliance," 
acknowledging tlte need to create 
sul>-regional economic entities 
which could offer economics of 
scale in botli production and mar- 
keting. A number of siiclt sub-ic- 
gumal gi'oiipings were alreadv m 
existence (C'OMHSA, SAIX!, 
Kt'OVVAS. and others)^ Inn were 
sutlcring from general neglect b\ 
the Africans and from dismissal as 
unfeasible by the major donor or- 
g.inizarions. This donor retieence 
sofrened over the ilecade. however, 
aiul in 1991 . African heads of stare 
collecrixely committed rheinsehes 
to tiic creation of an African Kco- 
nomic ( ommimiiy by 2()2S, to be 
built oil the sub-regional economic 
structures, which hopefullv would 
have nmnired by ihen. 

In tlic long tcrni, Africa’s po- 
tential fi>r trade will depend on 
building up prodnetixe capacity 
within the eonvinenr f(>r goods 
more in demand by the outside 
world U S trade policy towards 
Africa slniukl be consciously aimed 
at assisting such structural ch.\nges, 
as well as saiisrt’ing the more imme- 
diate needs for imports of primary 
commodities and export opportu- 
nities for U.S. eompanics. 
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Elements of a 
U.S.-Africa Trade Policy 

It is in the long-run interest of all 
peoples that the yawning gap be- 
tween economic conditions in Al' 
rica and in the United States be 
seen to be closing. That is not the 
case now. Given the feet of dimin- 
ishing aid resources it is imperative 
that less costly instruments be 
(bund to address this problem. 
Trade is one such instrument. 

To the extent that U.S. 
policymakers have focused on trade 
with Africa, it has primarily been in 
the context of encouraging U.S. 
exports to Africa. There are indeed 
many opportunities in this regard, 
particularly in South Africa but also 
around the continent. The principal 
barriers on the U.S. side are the 
lack of sufficient detailed knowl- 
edge of the opportunities, a gap 
which both government and private 
efforts can help to fill (sec, for ex- 
ample, the African Business Hand- 
book, described on page 8). 


In order for trade growth to be 
sustainable, however, it must be a 
two-way street- It would be short- 
sighted for the U.S. to concentrate 
exclusively on immediate export 
opportunities and import of the 
traditional primary commodities. 
There arc a number of trade-related 
routes by which the U.S. could 
bring genuine assistance to Africa, 
and ultimately, to itself. They need 
not entail large outlays of money. 

In 1994, Congress, recognizing 
the difficulties Africa feced in adjust- 
ing to the new' GATT treaty, man- 
dated the Administration to imple- 
ment a “comprehensive trade and 
development policy in Africa" and 
to report annually, for four years, on 
the steps taken to carry out this in- 
struction. The results to date have 
been extremely limited. The admin- 
istrabon has propjosed a pro^m of 
assistance to U.S. companies inter- 
ested in trade and investment in the 
SADC area and in four other Afri- 
can countries (Ghana, Gabon, 


Uganda and Cote d’Ivoire). But 
crirics feel the plan still fells fer short 
of a muld-feceted strategy focused 
on facilitating development of 
Africa’s trade, and some members of 
Congress plan to continue pushing 
fbr greater efforts. 

The following list, although 
general in character, indicates areas 
which warrant much more detailed 
attenrion from policy-makers. 

(1) Encouraging the 
Production of African Products 
The U.S. is well suited to help Africa 
to identify new products which it 
might develop for export, and to pro- 
vide the technical assistance to initiate 
such industries. In some cases, such as 
tropical fr>od products, a limiting fac- 
tor may be the quality standards re- 
quired by U.S. importers. Technical 
assistance can overcome this problem 
svith 3 rrunimom of effort. 

(2) Countering 
Harmful Effects of GATT 

The GATT provisions are set until 
the next round of negoriadons. 
However, GATT member countries 
have some flexibility in implement- 
ing some of its provisions and the 
U.S. should take advantage of these 
opportunities. Furthermore, the 
World Trade Organization (WTO), 
the new organization designated to 
administer the treaty, is in its in- 
fancy. There will be numerous op- 
portunities for the U.S. to influ- 
ence the direction in which it goes, 
especially with respect to dcvclop- 
ing-country relationships. 

3) Liberalization of the GSF 
The Generalized System of Prefer- 
ences (GSP) is probably the most 
important legislation which affects 
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Alrican exports to the U.S. Its in- 
tent and purpose was to case some 
of the burdens placed on develop- 
ing countries' trade by the creation 
of GATT. The GSP created the op- 
tion for exempting certain develop- 
ing country exports from the re- 
strictive effects of the reciprocity 
provisions of GATT, Each devel- 
oped country enacts its own legisla- 
tion, Under the U.S, system, spe- 
cific countries and products arc in- 
cluded as eligible when designated 
as such by the office of the U S. 
Tradc Representative, an agency di- 
rectly responsible to the prestdent. 

In practice, the GSP has been 
of very limited benefit to the poor- 
est countries, such as those in Af- 
rica, Despite proposals to reform 
the program suggested in 1994 and 
1995, the GSP was renewed in 
1995 for five years with little 
change. F.ven without legislative re- 
form, how'cver, African countries 
could be assisted in taking advan- 
tage of the complex administrative 

Africa Policy Information Canter 
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procedures for obtaining exemp- 
tion for specific products. 

(4) Assisting the Regional 
Integration Process 
Regional integration offers Africa 
its greatest hope for escaping from 
its current economic predicament. 
Achieving it w'ill be difficult and 
will require scritnis financial, tech- 
nical and moral support from the 
U.S and other foreign donors. The 
U.S could open foreign commer- 
cial service offices at the headquar- 
ters of each of the major African 
sub-regional entities, such as 
COMESA, SADC, and ECOWAS, 
to promote the sub-regional con- 
cept among U.S. investors. 

(5) Reducing African l>ebt 

To service its enormous debt obliga- 
tions, Africa owes in excess of $ 35 
billion annually to the developed 
countries and international financial 
institutions- This obligation swamps 
whatever surpluses Africa may have 
in its trade balances. Although the 

f — 


debt is not being fully serviced, it 
should be forgiven or scaled dowm 
to a level which is manageable, so 
that Africa can move ahead with its 
development. It is particularly ur- 
gent to consider Africa’s debt to the 
international financial institutions as 
w'cll as bilateral debt. 

(6) Increasing the 
Provision of Credit 
With the decline in aid monies, Af- 
rica is in urgent need of financing 
for its necessary imports of U.S. 
goods, and for making capital in- 
vestments. The Export-Import 
Bank, a leading U.S. agency 
charged with this mission, is cur- 
rently inactive in most of Africa. 
This void should be reversed. 

Other U.S. capital-providing agen- 
cies, such as the Overseas Private 
Investment Corporation (OPIC) 
and other specialized government 
programs for promotion of trade 
and investment, should be widely 
represented in Africa as they arc in 
Eastern Europe. — Robert Browne 

Robert hrownt ts currently an Adjunct Fellcw 
at TransAfrtca Forum’s Policy Institute He 
<vas formerly the U.S. Executive Director at 
the African Development Fund in Abidjan, 
Oke d 'h'otre. 

Endnotes 

1 “foreign aid," or “olficial development 
assiMance" (Ol'>.^), is formally defined b\ 
the Organiearion of Economic Co- 
operation and Development (OECD) as 
financial Hows that < I ) “are administered 
with the promotion of the economic 
development and welfare of the recipient 
countries as the mam obiettne" and (2) 
“are concessional in character," with a 
grant element «>f at least percent. 
IX-vciopcd country “dtinors" provided 
approximately S57 billion m ODA in 
1993, the equivalent of 0.3 percent o( 
Gross National Product (CNP), the 
Uiwest percentage level since 1973. 
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S«l«ctod bifomuitloii R^iourc** 

TTic third bijiuuial African Business Handhnok^ fi)r 1995- 1996, is due 
(Hit in I'lcccmber 1995. This extensive compilation of general back- 
gnmnd, sutisties, and contact in>()nuation tor a wide varicn' of gox'- 
emntent agencies, companies and other groups, costs $35 and is pub- 
lished by 2 1st Clentiirv Africa, Inc., 818 18th St. NW, Suite KIO, 
Washington, IX: 20006. Tel: (202) 659 6473; Fax: (202) 659-6475). 

Africa Can Competel Expnrt Opportunities and Challenjtes/er 
Ciarments and Home Products in the U.S. Market. Tyler Biggs er at. 
World Bank Hiscu.ssion Paper 242 (JutK 1994). 84 pages. ISBN; 0- 
8213 2838 7. $7.95. 

More information on the impact of OSP, and the dilute to use it 
to bcncHt African countries, is available from the Environnwntai and 
Energy Study Institute (EKSI), 122 C St. NW, Suite 700, Washing- 
ton, IX: 20001 Tel: (202) 628- UOO; Fax: (202) 628 1825; F: mail; 

cesi^gc. apc.org. 
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l.Whik' '‘nriK'tural ai<|iisrm«'nt'' prutuam^ 
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hi-cn v'onccmvd wirh n-Uiivinji dclkio tn 
6nan\‘ul ilualinp Mith other 
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viMitn*b. iic>alua(H>n <il vurrcncics, amt 
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clvartv denunvb '‘adiaMiiKiKs.’ rhe 
pa<lia{(i-s itftvK take liirk 

.K'ciiunt ot'tfK' dama|^' ui human capital 
Jiui tail «> Iwiif: ahmii the kwti-ivrm 
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separate Sub-.Vihamn Afrk'a tbxn N<irth 
Ahiea, whkh is generjlh' ((niu|H'ii with 
the Near In this |'aper, aiik'w 
utherwhe mired, "Atnea*' rcten i«i the 
enlirv etwrineni. When Maiitfk.e are- hir 
Sub Saharan Aifk'a tmly. that k mired in 
the ictt <ir laMe. 

4.CiATT is the iniernaiimial a(treemeni 
whk'b ha.s n.‘|(iilaied imm wiwki iratte 
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since 1447. In the Uruguay Riiund. 
lastinti ikmi 14X6 ihniuish 1444, 
ne^idtiacors etx'niually aftreed im new 
hir ranft' redeHttun. the kinnatiim 
tit' a new Wtuid rratle* t>rgani/.ani>n 
(WrO). and «Hhcr ntcawirv-t aimed at 
liheralixing intemaiuMul trade. 

.S .Sex- WnilStrrriftmnMLfMp IS, J 444. 
•Sub-Saharan Alrki h .Se*en as Big lawer 
in OATPs New Wirid Trade Aee.»d." 

( :<mgrv«Mma) Rrseatv)! .Servk'c. Afntm: 
Impact tif 'tbr Urupmap Trade Raand 
Aoercmetia, tkt. S. 1444; U..S. Innrr- 
uathmal Trade ('(imnMwHm. rumhe-aring 
Briel in IN\'. No. .Ml -162. “U S Altka 
t rade Fkm-saml Kllcets iit'the Uniguay 
R<iunJ Agreemems and U.S. Trade ami 
IKvekifinamt Pidky." Aug. 2. 1445. 

A. TRIMS are mcanuive t<i rrgulaie 

invesiinent. siieh as by rv«tu'ihng a certain 
prtiptwriim iit'kical csmicm in 
nunuKKturing <ir a certain peneniagc id' 
kwal <mnersiiip- rhe llrate-d Stale's, 
arguing that such nieasufvs ciiuM have a 
negarive itnpaei nn trade, pushed unNigly 
and sue'vTMltilly i«> meludr language 
against such rcstnetiuns in the* agive'tneni. 
IK'vekiping esMMmies haev up to tivv 
vvarv and vk’vekyied einimries up n> ivvi> 
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years, to eliminate TRIMS vvhieh aa‘ not 
ill conlorniitv with the agreement. 

7 See Afhen'i I'ruMrmi . Ajnrnu 

Altcrfinih'tsiM’K'.. 1442) tiir an abridged 
version vif the 1484 AIncan Alternative 
Krameuork to .Structural Adliistmem 
Programs Other sources intnMlueing 
these i'vviies include Adebayo Adevleji ct 
al.. edv.. 7Ia' ( '.iMillfiipf aj' African 
hroNsinie Rccavery and fKvcInpmcHt 
(laindon: frank (!au, 1441 ), Robert S. 
Browne and Robert I. Ciimmingv, The 
ljufos Plan if Action I's. the Bnp Report 
(IjurencevIHe. VA: Brunswick Publishing. 
14X4). and )ames Pk'kett aint Hans 
Singer, Toirards h.crtiomif Rccorrry in 
.4/nf<i lloiulotv. Roiiik'dge, 1440). 

X. SAIX! srands liir Southern Athcan 

l>evelopment (lonvmiinity; KCIOWAS Tor 
the Feonomic ('vmtmunity oT West 
ATncan States. For lists of memlwr 
cotintries in 1944, see page 4. Mauritius 
was adniiitvxl to .SAIX! as its 12th 
member in 1445. COMFSA (Oornmon 
Market oT Fast and Southern Alriea) is 
the new name tiir the P'l'A ( Pivt'ercntial 
Trade Area), which overbps with SAIX! 
btil also incluik'S the eonnirk's oT Fast 
Aliiea and rhe Horn. 

liMHIniixl aaglxg available at S2 ca., 
SI .60 ca. for 20 or more. Add 15% for 
posrage and handling. May he freely 
rcprtMiuccd with attribution to APIO. 


APIC 


Proiiucxd b\' the 

Atrica Policy liiliirmation ( enter 
1 10 Maryland Avc. NK #509 
Phone; (202)546 7961 
Fax. (202) 546 1545 
K-mai); apk'9igc .apc.org 

Ihis M’riesot'backgniumJ papers n 
part ot'a program oTpuMie wliKaritm 
hinded b> (he ('jnwgk' CaiqwmHm 
tX'New York, The Ford Ftnindanm, 
and The lidin I). and ( btherinc T. 
MacAnhiu FosuHlatkm. 



no Maryland Avanua. NE. #509 
Waahinglan, DC 20002 



166 


THINKING REGIONALLY: 
PRIORITIES FOR U.S. 
POLICY TOWARD AFRICA 


econc Congressional action to 
significantly cut aid to Africa is 
only one sign among many of 
a trend to reduce U S. involvement on 
the continent How much frirther Af- 
nca IS marginalized in the U.S. will ul- 
timately depend on the abilit\' of 
Afnea’s multiple constituencies to re- 
verse this trend Nevertheless, events on 
the continent are likely to compel a 
greater commitment of resources than 
U.S. policymakers currently contem- 
plate. And engagement at any lev el 
needs to be based on clear identification 
of U S. interests in Africa and well-de- 
fined critena for establishing pnonaes. 

This paper suggests a framework to 
assure the promotion of U.S interests 
in all five regions of the African conti- 
nent. and of three important goals 
shared by Africans and Americans alike. 

Although conventional wisdom 
tends to dismiss Africa’s importance for 
the U.S., each one of Africa's five re- 
gions IS significant enough in terms of 
population, potential economic devel- 
opment, impact on global issues and 
even current trade tics to warrant sus 
tained policy attention. Economic, 
strategic, political, and societal inter- 
ests, intertwined within any one Afri- 
can country, are also easily influenced 
by events across porous borders. Afri- 
can policy-makers are increasingly real 
izing the need to take this regional di- 
mension into account. U.S. policy 
should also do so. 

Negative goats such as Cold War 
nvalry no longer define the U.S. inter- 
est. It is m the U.S. interest that, 
within each African region, as else- 
where in the world, countries and 
peoples should be able to advance the 
common goals of achieving securit)'. 


democracy and development. While 
the paths to these objectives may differ, 
they are inseparable. Economic 
progress cannot be isolated from the 
needs tor security and expansion of 
democratic rights 

U.S. involvement in averting crises 
and building a sustainable future in 
each of Africa’s regions should not he 
dismissed as “social work.” ft is a 
genuine national interest because of 
the need for the U.S. to establish a re- 
sponsible role as a leading participant 
in the new' post-CoId War international 
community. It is also justified on the 
grounds of actual or potential eco- 
nomic partnerships in each region A 
downward spiral of chaos in any one of 
these large regions, moreover, would 
inevitably have costly fallout for the de- 
veloped countries of the North Atlan- 
tic. in the form of refugees, drug traf- 
fic, the spread of disease and rising 
costs for humanicanan aid. 

Rational strategies to achieve these 
goals cannot be designed purely in 
terms of bilateral relations with se- 
lected countries At the same time, it is 
nor feasible to give equal wei^t to 
U.S- relations with each African coun- 
try. This paper singles out five African 
nations as focus countries where the 
U-S must be consistently involved: 
Siiuch Africa in Southern Africa; Nige- 
ria m West Africa; 2^ire in Central Af- 
rica, Kenya in East Africa; and Algeria 
in North Africa.' 

Giving priority to these countries 
should not be contused with making 
unconditional alliances with their rul- 
ing elites, with seeking to build them 
up as regional hegemonic powen, or 
with granting them automatic first -call 
in the queue for aid dollars. The idea 



of ‘focus countries' sug- 
gested here should be 
sharply distinguished 
from the similar-sound- 
ing concept of ‘piv oral 
states,' which designates 
regional powers for vir- 
tually exclusive attention 
within a region, with the 
assumption that thc\' will 
lead their neighbors. 

Rather, U.S. policy to- 
wards each of these key 
countries must encom- 
pass the rcaliucs of each 
region and encourage 
constructive dialogue and 
collective problem-solv- 
ing among neighbors. 

We also must recog- 
nize chat the U.S. has 
special historical respon- 
sibilities toward a select num 
ber of other countries — 

Liberia, Angola, Somalia, ani 
Sudan — that also warrant pai 
ticular attention.^ The policy 
approaches to these countric 
also will be most cficctive ifi 
tegrated into policies toward 
their respccuvc regions. So will ihc re- 
sponses to crises forced on the interna- 
tional agenda by iheir horrendous scale 
or their momentary passage through 
the global media spotlight. Likewise, 
aid programs to “success cases" in large 
or small countries need to be viewed 
through the regional prism. 

Sustained policy attention to cer- 
tain countries should always be placed 
within the respective regional context, 
Thus there should be a Southern Africa 
policy while acknowledging that South 
Africa is a priority within the region, 
and a West African policy that recog- 
nizes Nigeria’s centrality to U.S. con- 
cerns in that region. What happens in 
Zaire, still saddled with the dictator 
installed with U S. assistance in 
America’s first major Cold War adven- 
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ture in AAica, will have profound ef- 
fects on the prospects for its neighbors. 
Although their regional weight is less 
overwhelming, Kenya and Algeria will 
also have major impacts on their re- 
spective regions. 

This brief paper does not claim to 
present a folly elaborated case for this 
approach, which would involve more 
detailed discussion of policy for each 
distinct region. The aim here is rather 
to offer an initial feamewortL to help 
answer the questions of vhm the U.S. 
shcniJd be most engaged in Africa, and 
on what issuts. Even given a consertsus 
on geographical and program priori- 
ties, there will remain the debates over 
what methods to employ arul which 
agencies should have policy leadership 
and managerial responsibilities. Over- 
shadowing all of this is the specter of 
diminished resources. But such imme- 
diate questions should not distract us 
from thinking strategically about what 
arc, in fact, significant and growing 
American interests in Africa. 

P« ft l<ln g WliM* to Focus 

As budget corutraints force reductions 
in embassy and aid pcrsormel, including 
the closure of some country programs, 
making dedsioru about where to focus 
is inevitable. Yet the grounds for mak- 
ing these decisions are not self-evident. 
One approach is to concentrate on 
"success" cases, chose countries chought 
most likely to make it in terms of crite- 
ria defined by U.S. officials, assuming 
that their success will set an example 
and positivefy influcrKc the decision- 
m^ang and behavior of their neighbors. 
This pci spec live is often accon^ianied 
by the corollary argument that the U.S. 
should simply opt out of invotvement in 
c^ies involving too much risk of failure. 
S^e, in Africa, this is often taken to 
mean most countries, the otwious con- 
sequence would be to fixus only on the 
least needy. 

At the extreme, some commenta- 
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tors suggest that in Sub-Saharan Africa 
only South Africa warrants being con- 
sidered a "pivotal state."* Yet together 
the countries of Sub-Saharan Africa, ex- 
eluding Soudi Africa, account for more 
total trade with the U.S. than all of 
Eastern Eutt^ aitd the former Soviet 
Union combined.* 

The framework presented here is 
different. The point is not to limit U.S. 
perspectives exclusively to bilateral rela- 
tions with certain states. Rather it is to 
find cost-effi^rdvc ways for the U.S. to 
pursue its interests for each region as a 
whole, beginning with consistent in- 
volvement with key regional actors. 

Focim CountriM 

I have designated South Africa, Zaire, 
Nigeria, Algeria and Kenya as five 
countries too important not to be in- 
volved in. Each meets mo» or all of 
the following criteria: 

( i) they arc large countries with large 
populations; 

{2 ) they boast the strongest and most 
industrialized economies in their 
respective regions; 

(3) they are presently among the largest 
trading partners for the U.S. in Africa; 

(4) the U.S. has diverse aiHi longstarul- 
ing interests in them (economic, 
political, societal and security); 

(5) they are potential cccmomic and 
poKdeal powerhouses of their re- 
speedve regions; 

These countries are all key aaors 
within their respective re^oru, whose 
cooperatkm will be invaluable to re- 
solving a vridc range of problems. They 
are likely to be either fixees for re- 
gional security or sources of regional 
instability. Finally, there are domesdc 
coiudcuencies in the U.S. concerned 
with poKcy toward each (4 these coun- 
tries that can help build and sustain 
public support for new U.$. inidatives. 

Together, these five ftxus countries 
provide nearly 60% of ail U.S. imports 
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from the African condnent, and com- 
prise the markets for 75% of total U.S. 
exports to Africa.* The total population 
of these five countries, nearly 250 mil- 
lion, comes to almost half the popula- 
tion of the entire continent.* 

The potential for posidve (or nega- 
tive) influence that these focus coun- 
tries have within their own regions and 
elsewhere on the continent is illus- 
trated, to give only a finv examples, by 
Nigeria's leading role in die West Afri- 
can peacekeeping force in Liberia, the 
South African role in promoting politi- 
cal settlements of conflicts in 
Mozambique and Lesotho, and Zaire's 
role in alternately accepting, expelling, 
or aiming refugees from the Rwandan 
conflict. Nigeria largely determined 
who would be the new head of the Af- 
rican Development Bank (in opposi- 
tion to the U.S. -supported candidate). 
Allgeria still has important influence 
with the Polisario Front of the Western 
Sahara, whose independence struggle 
against Morocco — the traditional ally 
of the U.S. in the Mahgrcb — repre- 
sents the continent's remaining unre- 
solved colonial conflict. And South 
Africa's current increasingly active for- 
eign policy on Nigeria is a new ex- 
ample of the potential for African pow- 
ers to influence international policies 
toward other African states. 

Each focus country — and its role 
within its region — is unique, and U.S. 
relations with each one will be differ- 
ent. It is now possiMe to conceive of a 
U.S.-South Africa pt^icy that considers 
Pretoria an ally with whom the U.S. 
can work on a host of issues. Both gov- 
cmment-tO'govemment and pcoplc- 
tO'peopie ties are growing rapidly and, 
tentatively, the two countries share 
broad policy objectives in South Africa 
itself and throughout the region. 

South Africa is the second lar^st trad- 
ing partner for the U.S. in Africa, and 
there is a positive trade balance. With 
S4.2 billion of trade with the U.S. in 
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1994, South Africa is a more important 
trading partner than aJl of Eastern Eu- 
rope combined. 

In Zaire, in contrast, it is neither 
possible nor desirable to treat the gov- 
ernment as an ally. The U.S. approach 
there will require a more creative and 
energetic combination of collaboration 
with the government on specific mat- 
ters of mutual concern {c.g. Rwandan 
refugees, the Ebola virus outbreak), in- 
creasing pressure for measurable de- 
mocratization and the observance of 
human rights, and strengthening tics 
with democratic forces. 

Economic relations wHth Zaire are 
limited and have been diminishing in 
recent years. Given the country’s vast 
natural wealth, however, its future as 
an impiortant emerging market should 
not be discounted solely because of the 
near chaotic current stare of affairs. In- 
deed, the past U.S. “investments” of 
over SI. 3 billion in grants and loans to 
Zaire should not be written off so cyni- 
cally. The country continues to face a 
national political crisis, and only a 
democratic resolution of it can unlock 
the country’s enormous but long- 
blocked potential. It is in the U.S. in- 
terest to help achieve such an outcome, 
and in doing so, to overcome one of its 
worst policy legacies in Africa. 

In Nigeria and Kenya similar ap- 
proaches will be required, at least in 
the short term. In both countries the 
U.S. has considerable economic inter- 
ests. Nigena is the largest trading part- 
ner of the U.S, in Africa and the third 
largest U.S. oil supplier after Saudi 
Arabia and Venezuela. Importing some 
$4.4 billion in Nigerian oil, petroleum 
and petroleum products, and exporting 
only $509 million in goods, the U.S. 
ran a trade deficit of nearly $4 billion 
with Nigeria in 1994 which accounted 
for most of the total $5 billion trade 
deficit with the African continent. 

U.S. policy toward Nigeria cannot 
fail to recognize the centrality of suc- 
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ccssfiil democratization to the country's 
prospects for security or for dcvelc^- 
ment. Thus despite the significance of 
U-S. trade with Nigeria, U.S. long-term 
interests require re-pnoritization of ele- 
ments in current U.S.-Nigerian rela- 
tions. The fate of Nigeria’s democracy 
movement holds significant import for 
the evolution of democratic politicai 
systems m other countries in West Af- 
rica, and across the continent more gen- 
erally. The rising calls in the U.S. and 
internationally for sanctions including 
an oil embargo against Nigeria will have 
to be taken seriously sooner or later. 
Washington will find it difficult to adopt 
a different standard toward Nigeria than 
that appUed to South Africa, which in- 
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volved the successful implementation of 
a comprehensive sanctions pobey during 
the latter 1980s. SimilaHy, combining 
sanctions with significant investments in 
supporting the growth of democratic 
civic forces makes just as much sense in 
Nigeria as it did in South Africa. 

Likewise, a revitalization of U.S. 
support for democratization in Kenya 
is crucial to avoid that country's slip- 
page into a violent ethno-rcgional cri- 
sis, and to provide a positive example 
of the economic benefits that can ac- 
crue from democratic governance. In 
addition to Its economic interests in 
Kenya, the U.S. still depends on access 
to Kenyan ports and airfields for vari- 
ous miUtary planning scenarios invoiv- 
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ing the projection of U.S. force into 
the Gulf as well in East Africa itself 
This should lend some urgency to U.S. 
efforts to support democratic reform 
and state observation of human rights 
in Kenya. Contrary to the conventional 
wisdom of the Cold War era, the U.S. 
cannot afford to elevate basing rights 
over human rights. Kenya is also a po- 
tentially important '‘hub’* around 
which regional economic development 
can be built as well as greater economic 
cooperation between the countries in 
the Economic Community of Eastern 
and Southern Africa (COMESA). 

In Algeria the complicated chal' 
lenge of “mainstreaming" Islamic fun- 
damentalism into a new democratic 
system is a problem with important re- 
gional implications across North Af- 
rica, in parts of West and East Afnca, 
and in Western Europe as well. Algeria 
is also the fourth largest trading part- 
ner of the U.S. in Africa with total 
trade ofS2.9 billion. Altogether, the 
countries of North Africa represent 
some S7.3 billion in trade for the U.S. 
The dual threats of radical religious 
fundamentalism and the anti-demo- 
cratic authoritarianism of governments 
in most North African states require a 
strong policy response if the U.S. is to 
help increase the chances for sustain- 
able democracy and decrease the 
chances for conflict in this vital region. 

Thinking Raglonally 


There is a need to find rapid ways 
of pressing forward on human rights 
and democratization issues, in pan be- 
cause they deserve urgent attention in 
themselves. This is also imperative be- 
cause to fiul to do so may jeopardize 
the ability of the U.S. to promote solu- 
tions to larger regional problems. 

Historical OMioatlens 

In addition to the locus countries 
identified above, U.S. policymakers 
should publicly accept greater respon- 
sibility for this country's “unfinished 
business" on the continent. The U.S. 
should acknowledge that many of its 
Cold War policies — which shaped U.S. 
relations with Africa from the era of 
independence until this decade— have 
done considerable damage in a num- 
ber of key African suces. We should 
feel a national obligatitm to help the 
people and governments of these 
countries to recover from the devasta- 
tion that superpower rivalry inflicted 
upon them, and helped them to inflict 
upon themselves. 

This is not a matter of pleading 
guilty and frcling remorse fix past 
deeds. As appre^ate as that might be, 
it would do very little Ibr Africa. More 
constructively, the U.S. must commit 
itself to sharing the burdens of recon- 
struction and reconciliation in order to 
promote a new intemation^ order 


which fosters accountability for state 
actions and the intemationa) rule of 
law. We should be particulaiiy con- 
cerned about intractable cases of civil 
strife where past U.S. policy arguably 
bears substantial responsibility for that 
result and where external assistance is 
required to increase the chances of 
resolution. Among these cases arc So- 
malia, Liberia, Sudan, Zaire and 
Angola. The U.S. should not amply 
walk away from involvement with 
countries that were former allies, client 
states or, as in Angola, the target of at- 
tack by American military proxies. 

One reason is that justice in inter- 
national relations is important in its 
own right. Unaddressed injustices are 
likely to fester and weaken any new in- 
ternational order based on rules and 
ideals. There is also considerable do- 
mestic support for the idea that the 
U.S. should be morally and fiscally re- 
sponsible for its international behavior. 
But there is little public recognition of 
the negative role the U.S. played in 
some of these cases. Acknowledgement 
of past mistakes can be useful in send- 
ing signals to dictators, demagogues 
and other human rights abusers that 
the U.S. is really committed to a new 
post-Cold War vision. It can also raise 
visibility of these issues for a public 
generally unaware of the past. 

Current Involvement in such issues 
is warranted as well because America 
needs to demonstrate the durability of 
its commitments, and the coherence 
and predictability of its international 
behavior. Because our actioru abroad 
frequently have a major impact on en- 
tirely different regions (c.g. U.S. inter- 
vention in Somalia is still a major influ- 
ence on U-S. policies toward Haiti and 
Bosnia), wc must be careful to avoid 
ad-hoc shon-term responses to prob- 
lems for which we share longer-term 
responsibilities. If the U.S. abandoru 
the people of those countries in Africa 
where it was most heavily involved dur- 
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ing the Cold War, it would demon- 
strate that the U.S., only concerned 
with short-term geostrategic interests, 
is not a reliable partner. Finally, the 
U.S continues to have significant 
‘pracDcaP interests in many of these 
same countnes (e.g. strategic minerals, 
oil, and access to ports and bases). 
Taken together, these elements provide 
ample justification for re-engaging in 
our “lost legacies" in Africa. 

Regional Perspectivee 

The five focus countries and six “his- 
torical responsibility" countries add up 
CO nine, with Zaire and Kenya in both 
carcgoncs. This list is not the same, 
nor should it necessarily be the same, 
as those countnes currently highest on 
the agenda for aid programs, for com- 
mercial missions, or for crisis response. 
Those pnontjes may change more 
quickly, and should be regularly evalu- 
ated on more particularized criteria- 
the quality of aid programs, the gover- 
nance capacity of a particular hast 
country, prospects for exports or in- 
vestments, or the need for response to 
immediate crises, such as those in 
Rwanda and Burundi. But such pro- 
grams should be shaped in the context 
of a longer-term regionally informed 
policy framework. 

Thus it is essential to rake stock of 
existing U S. interests throughout each 
region and understand how they arc in- 
tcr-relatcd. For example, peace and se- 
curity in Angola and Mozambique, and 
economic policy reforms in Zimbabwe 
and Zambia, are all critical for the devel- 
opment of a Southern African economic 
community. Already in 1994, U.S. trade 
with the 1 1 countries of the Southern 
African Development Community 
(SADC) totaled over $7 billion, about 
the same level as with all of the former 
Soviet Union. Future political and eco- 
nomic progress in this region — includ- 
ing the capacity to attract foreign invest- 
ment — will depend not only on domes- 
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tic developments in South Africa, but 
on the success of regional Institutions in 
dealing with complex and potentially 
divisive cross-border issues. 

In West Africa, although U.S. inter- 
ests in Ni^ria arc clearly preminent, a 
resolution of the wars in Liberia and Si- 
erra Leone will have a direct bearing on 
the prospects for pirospcricy sufrering 
throughout the region. Any policy to- 
ward Ni^ria focussed on internal re- 
forms must also contider Nigeria's role 
in the region. In turn, the course of 
Nigena's internal struggle for democ- 
racy has enormous implications for the 
legitimacy of its acaons in the region. 
And the results of Ghana's continuing 
commitment to western economic 
policy prescriptions arc likely to influ- 
ence the choice of economic policies 
pursued by its neighbors. 

In Central and East Africa, the 
enormous number of refugees and the 
continuing confiicu in Rwanda, 
Burundi and Sudan arc straining tntra- 
African relations, and draining local 
and international resources. Other 
countries in the region cannot postibly 
isolate themselves from their effects. In 
North Africa, the US approach to the 
confrontation in Algeria must be 
shaped with an awareness of the paral- 
lel but distinct issues of governance in 
other North African states. 

By considering South Africa, Nige- 




ria, Algeria and Kenya within their re- 
gionaJ contexts rather than simply in 
bilateral terms, one can better promote 
stronger regional economies that will 
begin to benefit the poorest among 
them as well as their larger partners. 
The same pertains to Central Africa, 
though the prospects for an emerging 
regional market there depends dispro- 
portionately upon a new start in Zaire. 

Despite the unevenness of efforts 
and the mixed results to date, African 
states have consistently endorsed the 
goals of regional development and 
economic integration as crucial to 
their overall development efforts. 
Implementing such programs in prac- 
tice requires confronting many com- 
plex negotiations and potential con- 
flicts of national, bureaucratic or com- 
mercial interests. But supporting re- 
gional economic integration, as is 
coming to be widely recognized, is in 
the U.S interest, since it should help 
develop larger markets that can better 
attract U.S. direct investments and ex- 
ports. The U.S. should develop strate- 
gies to promote such integration, 
while remaining sensitive to the dan- 
gers of unsustainable imbalances 
among countries within a region. 

The interplay between bilateral re- 
lations with focus countries and wider 
regional concerns will be different, de- 
piending on the region and on the is- 
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sues at sukc. But the fnmework out- 
lined here gives the opdon of sharpen- 
ing the focus without writing off non- 
focus countries. A regional approach 
would permit the U.S. to remain en- 
gaged with the whole of the African 
condncnc, while increadng its capacity 
to promote the objeedves it shares with 
most of its African partners. The alter- 
nadve of'selecdve engagement' only 
with 'pivotal states' or 'success stories,' 
in contrast, would tend to ignore the 
deeper interdependence which exists 
across the condnent. 

Priority Imum: Socurity^ 
Domocracy and Dovolopinont 

The criteria above serve to set priorides 
for where in Africa the U.S. should be 
most involved. Determining which sub- 
standve goals should consdtuie priori- 
des for U.S. poUcy actendon is in many 
ways easier, despite the complexity of 
determining how best to achieve those 
goals. The post-Cold War period has, 
thus far, been marked by a striking una- 
nimity between African sutes and the 
U.S. on priority objeedves and even on 
many of the methods to pursue such 
objeedves. For more than six years now, 
the African priorides of secunty, democ- 
radzadon and economic development 
have been embraced by American 
policymakers. Indeed, the 
Administration’s vision for U.S. foreign 
policy, focused on the expansion of de- 
mocracy and the growth of marker 
economies, could have been inspired by 
the changes taking place in Africa. 

Given this vision, it’s suiprising 
that there isn’t more focus on Africa, 
the region of die world with the most 
emerging democracies and the greatest 
number of countries undertaking eco- 
nomic reforms. This discrepancy is very 
telling about American indifference to 
Africa. It suggests chat there is a prob- 
lem in the political culture of this 
country which allows policymakers to 
calculate U.S. interests elsewhere in the 
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world using one set of criteria, while 
neglecting interests in Africa that meet 
the same criteria. 

Africans arc pursuing strategics to 
establish institutions and [voccsscs 
throu^ which they can collectively pro- 
mote confrict resolution and pres'ention, 
and generally promote stability. In most 
countries, some form of democratiu- 
tion is underway, albeit haltingly in 
some cases. The recent disap^inting 
lull in the pace of dcmoctatizaticm only 
underscores the need for more timely 
and significant support. E>cmociatiza- 
tion offers the only ht^ of creating and 
sustaining internal and tiicn regional se- 
curity and stability, and of legitimizing 
the process of economic refixm which is 
critical to these countries’ long-term de- 
velopment. Despite an adverse global 
environment, African countries arc con- 
tinuing to pursue major restructuring of 
their economies- But they are also rec- 
ognizing the need to increase invest- 
ments in human resource development, 
and for greater public participation in 
development efforts as well as develop- 
ment policy deliberations. 

While the U.S. cannot and should 
not be involved to the same extent ev- 
erywhere, it must be concerned with 
the overall progress of all three goals 
throughout the African continent and 
cake timely action to encourage the 


most promising African initiatives. Ad- 
vance cowards one goal does not auto- 
matically result in progress on the oth- 
ers. In general, however, they are mu- 
tually reinforcing, and successes on one 
front help to improve the chances for 
advancing on the others. 

There is also a need, however, to 
set priorities among the three broad 
goals of security, democracy and devel- 
opment. Without security neither of 
the other two policy priorities can be 
realized. Sccunty, especially the end to 
current armed conflicts, must therefore 
be the first preoccupation of U.S. 
policy toward each of the five regions. 
To prevent a return to war where 
agreements have been reached and to 
prevent religious, ethnic, or political 
intolerance from leading to war, demo- 
cratic institutions will need continuing 
support in democratizing sutes 

The details of pobey on each of 
these issues are beyond the scope of this 
paper. But, for each one, a regional pen 
spcctive is indispensable to making 
choices that can have the most eflea not 
only in one country but on advancing 
these goals for the continent as a whole. 

Security 

The regional dimension of security is- 
sues is vividly demonstrated in human 
terms by the flow of refugees across 
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the U.S. and multilateral agencies in 
which the U.S. has a prominent voice. 

Shrinking resources clearly imply a 
need to focus. But the concerns should 
go beyond choosing which country 
programs should be maintained and 
which shut down. A regional perspec- 
tive, including the hve focus countries, 
should also highlight investment in 
programs that develop the African hu- 
man resources needed to solve Afnea's 
own problems, and that help create 
larger regional markets better able to 
sustain economic growth and attract 
U.S. investment and trade. Promoting 
human resource development through 
greater investments in health and edu- 
cation, as well as increasing support for 
participatory development programs at 
the community level, should be priori- 
ties within each country program. 

A strategic approach to Afiican de- 
velopment, however, requires explicit 
discussion of the combined impact not 
only of aid but also of trade, debt and 
different variants of structural adjust- 
ment policies. And it requires consider- 
ation of the regional impact of devel- 
opments within any one country. The 
U.S. can most usefully shape its own 
policies on these complex topics only if 
it is willing to engage actively in dia- 
logue on these issues within African 
and multilateral contexts, including but 
not limited to the clubs ofWestern do- 
nors chat coordinate policy towards 
particular African countries. Once a 
clearer understanding is gained of how 
best to promote regional economic dc • 
velopmein and infrastructure, the U.S. 
must also be prepared to increase its 
level of assistance. 

Conelu«l9n 

With the decline of the strategic sig- 
nificance of Africa in Cold War terms, 
and the relatively small U.S. economic 
tics with Africa, too many observers arc 
prepared to state — quite emphati- 
cally — that the U.S. has no significant 


interests in Africa, and that this is un- 
likely to change in the near future. 

Such thinking disregards moral impera- 
tives for involvement in Africa that are 
often just as compelling as economic or 
national security arguments. In doing 
so, it Ignores the ancestral ties of some 
25 million African Americans who have 
significant and growing investments — 
political, social, cultural, emotional, 
psychological and economic — in 
Africa's future. 

It also reflects the absence of a 
strategic vision to replace the Cold War 
scenario. There is a failure to sec Africa 
as a whole, a continent with existing 
economic tics to the U.S already 
greater than those with the former So- 
viet Union. It is true that much of Af- 
rica is now handicapped by conflict, 
poverty or repressive governments. 

Each of Africa’s major regions, how- 
ever, with populations ranging frx>m 80 
million to almost 200 million (sec 
chart), has the potential for signifi- 
cantly increasing mutually profitable 
tics with the United Sures, in the eco- 
nomic arena as well as in cultural and 
political ties. 

A new policy perspective must 
build a new vision for involvement. 
There are multiple consbiuencies for 
.Africa in the U.S., concerned about a 
variety of countries and issues, that to- 
gether can offer significant support for 
U.S. engagement in Africa. This re- 
gional framework is offered as one 
component of such a vision, which can 
hopcftilly enhance our collective effec- 
tiveness in promoting positive change 
in Africa and U S.-Afnean relarions. 

— Salih Booker 

Salih Booker is the Fellow for Ajhea as Ok 
OunciV on foreign Relations, and Senior 
Advuor to the Vice President for DtPtrstty in 
International Affairs Programs. An earlier 
version of rbtt paper was presented to a meet- 
ing of the Council on Foreign Relarions held 
in Washington, D.C. (June 16, 1995) to dis- 
cuss criteria for setting priorities in U.S 
policy toward Africa. 


Endnotes: 

1 . While Eg>p( IS obviously considered the 
top priority in North Africa by U.S. 
policymakers — and receives more in 
US assistance than all the rest of Africa 
combined — it is primarily viewed as a 
key acior in the strategic Middle East. 

By choosing Algeria as a tbcus country, 
policvntakcrs would need to rconcnc 
their thinking and develop policies more 
sensitive to the African context rather 
than only a Middle Eastern one. 

2. These arc in addition to focus countries 
Zaire and Kenya, where the criterion of 
US historical obligations also applies. 

3. Sec Robert Chase, Emily Hill and Paul 
Kennedy, “Pivotal States and U.S Strat- 
egy," Fortin Affairs (January/February 
1996), 33-51. The authors also include 
Egypt and Algeria among African coun- 
tries on their list of pivotal states around 
the world 

4. Source. Bureau of the Census, Foreign 
Trade Division, 1994 data. These and ad- 
ditional comparisons compiled in APIC, 
The U.S. and Africa’s Trade: Issue Brief 
(Background Paper 004), November 1995. 

5. Source: USDcpartmcntofCommcrcc, 1994 

6. Source: UNDP. Human Development 
Report 1994. 
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borders, so that the destructive effects 
of an internal conflict almost always 
extend far beyond the borders of one 
country. In the most dramatic case, 
even without the humanitarian de- 
mand for international involvement in 
the aftermath of genocide in Rwanda, 
and the threat of new escalation of 
violence in Burundi and Rwanda, it 
should be impossible to ignore the 
impact of these crises on neighboring 
countries in both Central and East Af- 
rica, including the two focus countries 
of Zaire and Kenya. Renewal of vio- 
lence in Angola would threaten stabil- 
ity and the prospects for economic ad- 
vance in both Southern and Central 
Africa. The precarious peace settle- 
ment in Liberia is of wider concern 
not only because of US historical re- 
sponsibilities there, bur because of the 
destabilizing effect of refugees on 
other West African states, the expan- 
sion of illegal arms trading, and the 
example of continued reliance on vio- 
lence unchecked by civilian control. 

Increasingly, political and eco- 
nomic rcfijgees are finding their way to 
South Africa, not only from its imme- 
diate neighbors but from other regions 
of Africa, The issue of illegal immigra- 
tion is becoming the subject of heated 
debate within South Africa. South 
Africa’s own chances of success as a 
new democracy and a new emerging 
market cannot be separated from the 
prospects of other African countries. 

The U.S. cannot avoid responsibil- 
ity for involvement in conflict resolu- 
tion efforts where the U.S. has a re- 
gional concentration of interests and 
where the focus country in the region 
is affected or directly involved in the 
conflict, The precise mix of bilateral 
and multilateral engagement that in- 
volvement should take is debatable. 

But it is shortsighted to opt out of sus- 
tained efforts, while waiting for disaster 
to become so overwhelming that costly 
emergency relief is the only opaon. 
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There can be no guarantee of suc- 
cess in resolving intractable conflicts. 

As it deals with current crises, the U.S. 
should be concerned first of all with 
building stronger African multilateral 
institutions to assist in the future. It 
must also maintain support for UN 
peacekeeping efforts, striving to im- 
prove their eflectivcncss. Finally, the 
U.S. should promote reductions in the 
arms trade that helps to devastate Af- 
rica and rethink our own security assis- 
tance programs in Africa, no matter 
how small. 

Democracy 

In many cases the threats to legional se- 
curity and stability come in the form of 
repressive regimes which refuse to ac- 
cept greater denmxracy within their po- 


lidcaJ systems. The struggle for democ- 
racy and human rights in the focus 
countries is of particularly critical impor- 
tance for other countries, both by the 
demonstration effect and, at times, by 
direct positive or negative involvement. 

That is one reason why, as is gener- 
ally recognized, the success of democ- 
ratization in South Africa should be a 
fundamental ongoing goal of US for- 
eign policx'. But the state of democracy 
and human rights in the other four fo- 
cus countries should also be high on 
the agenda. Among ihc four, Algeria, 
Zaire, and Nigeria are currently in the 
throes of enormous internal political 
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struggles, all involving significant hu- 
man rights abuses. In each case, the at- 
tainment of a democratic system of 
governance would positively influence 
the other countries of the region and 
help lay the groundwork for acceler- 
ated regional economic integration. In 
Kenya, the democracy movement has 
suffered severe setbacks owing both to 
its own disunity and the government's 
continuing political repression. Never- 
theless, dcmocradzadon is crucial to 
Kenya’s future and the future of the 
East Africa region. 

In each region, it will be necessary 
also to identify where the U.S. can best 
make a cridcal contribudon to helping 
the smaller countries consolidate the 
democradc changes most of them have 
embarked upon. The variadons of what 


would be appropriate in the many dif- 
ferent cases arc too numerous to detail 
here. SufRcc it to say that with limited 
resources we will need to be creative, 
and better at coordinating with other 
donors, host governments and non- 
governmental organizations. 

D0V9lopm0nt 

There are many substantive issues con- 
cerning U.S. development policy, in- 
volving the size and the focus of the 
development assistance budget, the im- 
pact of policies on trade and debt, and 
the substance of the macroeconomic 
advice offered to African countries by 
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Focus Countries within Regions 

Status within Region 


Country 

Population 
Percent Rank 

GDP 

Percent 

Rank 

Trade with US 
Percent - Rank 

A^eria 

21.9% 

2 

40.3% 

1 

38.2% 

2 

Nigeria 

53-2% 

1 

50.9% 

1 

82.2% 

1 

Zaire 

50.7% 

1 

22.1% 

2 

10.8% 

3 

Kenya 

17.3% 

3 

25.2% 

2 

36,0% 

1 

South Africa 

31.4% 

1 

76.2% 

1 

57,0% 

1 
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Chairman Crane. Thank you, Mr. Tilton. 

Mr. McDermott. 

Mr. McDermott. Mr. Chairman, I want to thank all the people 
who have come today and testified. I think your input is important 
and will be useful as we work through the various issues you have 
raised. 

I guess the question I would ask of Mr. Bucknam and Mr. 
Nedelcovych is, why do you think the Ex-Im Bank has had the poli- 
cies and implemented the policies in the way they have in the past? 
I mean, what is it? Is it structural or is it simply a mindset that 
has created — or is it legislation that created the Bank that makes 
it impossible for them not to be further involved in Africa? 

Mr. Bucknam. If I could respond, Mr. McDermott, I think — and 
I am not here to criticize Ex-Im Bank because it is an excellent 
organization and we rely on it heavily. But 

Mr. McDermott. I am from Seattle, where we sell airplanes, so 
I know a lot about the Ex-Im Bank. [Laughter.] 

Mr. Bucknam. What you have is the end results of a situation 
which flows from this credit rating system, that enables them to go 
off cover and to hide behind a credit rating system that they are 
not allowed to disclose the basis for going off cover because that is 
confidential. But once they go off cover, they do not bother to tell 
anybody, including the subject country, what has to be done to go 
on cover. 

There was a time, a little over 3 years ago, when there was actu- 
ally an African Division at Ex-Im Bank, but recently they merged 
Africa with Europe. Now, some Africans took umbrage at that be- 
cause it was like putting them back under their colonial masters. 
So, there is no constituency at Ex-Im Bank. There are two people, 
one person in business development and one person in Europe- 
Africa who handle Africa for Ex-Im Bank, and that is simply not 
enough. 

Mr. McDermott. Why was that decision made to merge Africa 
and Europe? 

Mr. Bucknam. Well, it is because they are off cover in 37 out of 
48 of the countries, so they had to use their limited resources 
elsewhere. 

Mr. McDermott. OK. 

Mr. Bucknam. But if my point is adopted and somebody takes 
an interest at the director level to sit down with government offi- 
cials and tell them A, B, C, what has to happen, then it is no 
longer going to be 37; it is going to go down to 30, it is going to 
go down to 20, and they are going to be opening in a lot of other 
countries and they are going to have to re-create an African Divi- 
sion at Ex-Im Bank. 

Mr. McDermott. What you’re saying is that you think if the 
countries knew what they had to do, they might be able to do those 
things 

Mr. Bucknam. I know in the case of Cote d’Ivoire they have 
asked repeatedly and they do not get any straight answer from 
anybody. 

Mr. Nedelcovych. Congressman, if I may add to that aspect, 
just to sort of follow what my colleague said there, the issue really 
does flow out of — and we use Ex-Im quite a bit ourselves — out of 
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this rating system. So that if one has an equation, a process, in 
which a number of parties rate the country — ^and we will leave out 
how it happens — then you can simply say we cannot operate there 
because it is an F-rated country. 

The real issue is their intent. In other words, as my colleague 
said, if inside the Ex-Im Bank there was the interest and the will- 
in^ess, then we could go forward. The edict would come and say 
it is OK. Ex-Im only provides cover in 13 countries out of the 51 
or 52 that we operate at and it is not clear why. In fact — and this 
is in my statement — of the seven top growing GNP countries, only 
two of them — in fact, only one of them, since Kenya is sort of half- 
on and half-off — are provided Ex-Im cover. 

Now, what is the rationale why we do not? That is the issue. We 
have identified the problem, and if we identify this as the problem, 
let’s go forward and resolve it. There is an answer there, if we 
want to focus on it. 

Mr. McDermott. Mr. Lande, do you have a comment? 

Mr. Lande. Not on Ex-Im Bank. 

Mr. McDermott. Thank you. 

Thank you, Mr. Chairman. 

Chairman Crane. Mr. Rangel. 

Mr. Rangel. No questions, Mr. Chairman. 

Chairman Crane. Mr. Payne. 

Mr. Payne of New Jersey. Thank you. 

Let me just ask this question. As you know, there are regional 
organizations in Africa, and the President’s trade and development 
policy report on sub-Saharan Africa describes the history and expe- 
riences with these regional organizations. But we have not done 
an 3 dhing to offer any kind of new initiatives in that regard, 

I just wonder if any of you are familiar with the various regional 
organizations in sub-Saharan Africa and what progress are they 
making, or what kind of assistance do you think they could use 
from the United States or other international organizations, if any- 
one could try to answer that. 

Mr. Foote. If I could just sort of comment, my view is — my orga- 
nization has a number of relationships with a number of African 
regional organizations. We find oftentimes that they have never 
been contacted before. In other words, it seems to me that a lot of 
these institutions in Africa are overlooked. So, there is a need to 
learn about them, to find out where they are coming from. 

Oftentimes they fall into the area of resources, technology, com- 
munications, training. The question of language barrier is often- 
times an issue. I think on the one hand, for the American business 
community, we need to really make a lot of these proposals coming 
from Africa, to put it in English so that our people can even under- 
stand it. 

I would say it just falls into the whole category of just general 
support. 

Mr. Nedelcovych. Congressman, as you know, I lived in the 
halls of such an institution for a number of years, at the African 
Development Bank, perhaps in a better day. Since then, it went 
through a rough period. I believe that it is definitely mending itself 
and coming back out. 
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For me, there’s a very simple answer. In the end, it is the re- 
gional organizations that are going to have to pull a lot of this 
weight. When you get right down to it, those entities — not to say 
that they all function well; not to say there are not many things 
that can be repaired within each of them to make them better. But 
the point is that they are the entities on the ground. They are, if 
you will, the organizations of the constituency or the entities you’re 
trying to reach. 

So for the African Development Bank, my personal view is, par- 
ticularly with the present leadership there, the new president, that 
the effort and intent of developing and Rowing the private sector 
program will prove very useful. The ability to deal directly with 
private African businesses through the bank’s private sector win- 
dow, not strictly the traditional govemment-to-govemment kind of 
lending, a sort of IFC-like entity that we have at the World Bank — 
I think is a great step forward, and I would strongly encourage it. 

The trade associations. You know, it is a mixed bag from my per- 
spective. But I think particularly the COMESA, the East and 
^uthem African trade grouping, is doing a superb job. It is creat- 
ing what has been missing in A^ca, a market of size that makes 
it credible, for particularly larger companies, to go have a look, as 
opptosed to concentrating on Asia. COMESA I would very much sin- 
gle out as being successful. 

So, in brief, to me, I think we have to give them support because 
that is where the answers will come. I think certainly our position 
within the multilaterals, particularly the African Development 
Bank, ought to be such that we do support it because we do get 
good value out of it, both ourselves as companies here operating in 
Africa, as well as my belief that it is through those orgemizations 
that you will get that kind of development. 

Mr. BucKNAM. I think, Mr. Payne, that the hope for Africa lies 
in the development of the private sector, and to that end, notwith- 
standing all these regional kinds of organizations, it is the 
Corporate Council on Africa, the type of organization of which my 
company is a member, that will resdly spur the type of development 
that is needed for Africa’s future. 

Mr. Lande. I would respond, again focusing on the trade area, 
which I know more about. I will focus on subregional organizations. 
Africa is a continent of diversions. Sub-Saharan Africa has 48 coun- 
tries whereas South America has only 12 countries. So, the idea of 
assuming that all problems can be solved on a regional basis does 
not really fit the bill. 

The specific response to your question is, when it comes to the 
subregional organizations, the United States can do five things:. 

First, we should decide that we support integration in Africa. As 
in South America, integration begins with subre^onal agreements, 
and we should make sure that the WTO’s provisions are not that 
strong and doesn’t help them. We should provide technical assist- 
ance if they require it, in terms of working out things like origin 
rules. 

Third, we should instruct or request USAID to help countries get 
over their particular shortfalls that they are benefitting. Fourth, 
we should work together with the gentlemen in the private sector 
and emphasize the fact that they look at Africa as a region. And 
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there is one particular interest, that we should really urge South 
Africa to be in the lead in opening its markets to these countries, 
because that is the most important thing they can do. Finally, as 
I stated earlier, we should view sub-Saharan Africa as an entity. 
Any special measures opening markets to African trade should 
extend throughout sub-Saharan Africa without distinction. 

Mr. Payne of New Jersey. Just real quickly, with the democra- 
tization that has taken place in Africa — ^for example, I think we are 
at a unique situation in Southern Africa. You’ve got Malawi with 
a president for now 28 years; Kenya, a 28 year president, lost elec- 
tion; Namibia, Ninjomo is in, and Mozambique has a new govern- 
ment. In the southern rim, for the first time there is no civil strife, 
which is a golden opportunity. 

Do you think that, with the democratization, and with 
multiparty elections that are happening, with the support from 
NED and AID and so forth, and seeing that these things work, do 
you tiunk the opportunity right now in that area where there are 
no civil conflicts would be an ideal place where you would feel the 
infrastructure and some of those problems still present an 
overwhelming obstacle? 

Mr. Lande. I would say that, in terms of sub-regional integra- 
tion, you should make the SADC countries the force of U.S. atten- 
tion. Since, Tanzania has historical links with Kenya and Uganda, 
as part of East Africa, SAPC should be encouraged to expand to 
encompass these countries as well. 

Let me just make a quick comment on bananas we face. When 
deciding our trade policy priorities we have a very democratic sys- 
tem. Thus, anyone who has a complaint concerning a foreign trade 
practice has access under section 30 1 antidumping. 

I agree that somewhere we have to translate other policies into 
our policy. Our major interest should not be in narrowly defining 
whether or not SADC meets the requirements of article XXTV of 
the IVTO. It should be whether we should take advantage of the 
current impetus toward regional integration. Congressman Payne, 
described it 100 percent correctly. Where we happen to have a 
group of countries that does not have civil strife, or are struggling 
to regain economic stability, as Mozambique and Angola are, we 
should have a higher priority then the strict definitions of trade 
rules. 

So, the challenge is — and I am sorry Congressman McDermott 
had to step out for a moment, since he was right on the mark to 
somehow convince USTR, which runs our trade policy, together 
with the National Economic Council, to give a priority to the devel- 
opment of Africa. Bananas which we do not produce should not be 
a trade policy priority. It is a challenge you I do not know how to 
overlay foreign policy consideration because the results of an open 
democratic petitioning system. 

Mr. Tilton. Representative Payne, I think this helps to illustrate 
a case in point that we have been trying to make in our testimony, 
because earlier today as well there was a reference made to the 
peace and stability in parts of Africa almost as if it was serendipi- 
tous, had fallen from the sky. 

In fact, we would argue that these things must happen together. 
Aid, trade and investment all go hand in hand. Part of what has 
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laid the groundwork for those greater strides in democracy and in 
human rights has been, first and foremost, the efforts by people 
within those countries. But, in addition, supporting that, the role 
of United States and other donor nations in helping to underwrite 
and support those efforts toward peace, toward human rights, to- 
ward democracy. I think those are very important to be continued 
in other parts of the continent, as well as building up our regional 
ties and greater communication with regional bloc^. 

Mr. Payne of New Jersey. Since my time is up, and I am only 
a visitor here, let me just say that I would be very opposed to a 
new initiative in trade, as you have just indicated, eroding the di- 
minishing amount of aid which is going to, in essence trade cannot 
be substituted for aid. It will not work. The Congressional Black 
Caucus opposes it. We are for trade, African countries want trade. 
They say we do not want aid, we need trade. 

But you cannot move into trade when you do not have a road to 
run down or you do not have a government to govern, or you do 
not have integrity in the ban ki ng system. You have to continue to 
have democratization, NED-type programs, USAID, infrastructure 
programs, clean water programs, programs of nutrition, immuniza- 
tion programs. That m^es the stability that will make trade work. 
Absent that, to dilute that already diminished amount is wrong 
and it will be a policy that is ill-fated. 

Thank you, Mr. Chairman. 

Chairman CRArre. I want to thank all of you again for your time 
and patience and contributions. We look forward to ongoing input 
from you. 

With that, the Subcommittee stands adjourned. 

[Whereupon, at 3:40 p.m., the Subcommittee was adjourned.] 

[Submissions for the record follow:] 
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TESTIMONY OF 

THE HONORABLE LAURl J. FITZ-PEGADO 
ASSISTANT SECRETARY AND DIRECTOR GENERAL 
U.S. COMMERCUL SERVICE 
U.S. DEPARTMENT OF COMMERCE 

Before the Trade Subcommittee 
Ways and Means Committee 
US. House of Representatives 
August I. 1996 

Mr. Chairman, thank you for extending to me the opportunity to testify on behalf of the 
Department of Commerce on the economic situation in Africa and the measures the U.S. 
Government is taking to build a lasting economic and commercial partnership between Africa and 
the United States. As my colleagues have explained, we believe it is essential to encourage 
economic growth in Africa, and strengthening our commercial cooperation is a vital step in 
achieving that objective 

For too long, Americans have associated Africa with a continuous cycle of crisis and suffering. 

We have grown accustomed to the themes of famine, disease, war, political instability, and 
economic stagnation. Although none of these problems is unique to Aihca, all have become 
associated with the region to an inordinate degree. But as the Twentieth Century draws to a 
close, Africa is undergoing unprecedented political and economic change. The transformation 
sweeping across the African continent is opening the region to commercial opportunity as never 
before. 

As Africa evolves politically and economically, it is becoming increasingly attractive to foreign 
business enterprises. Although Africa’s commercial potential is largely untapped by the American 
business community, the U.S. Government has undertaken several new initiatives to assist firms in 
participating in the region’s awakening markets. These initiatives respond to the growing 
attention to Africa by the U.S. business community, as well as the desire of Africans for greater 
American involvement in their efforts to improve governance and increase prosperity based on 
free enterprise. 

The African experience to date has demonstrated that democracy and market-based economies go 
hand-in-hand and are mutually reinforcing, because both depend on the concepts of predictability, 
accountability, and the rule of law. As the political and economic reform process proceeds, more 
and more Afiican countries are making the difficult policy choices to build a foundation for 
political and economic freedom in the future, a future in which American business can play a 
pivotal role. 

A/nca in World Trade 

As African countries continue to implement reforms, they are gradually becoming more significant 
players in the global trading system. In 1994, the countries of Sub-Saharan Africa represented a 
total import market of S7l billion, while their combined exports totaled nearly S6S billion. The 
United States provided just over 6 percent of Africa’s total imports, placing us in fifth place as a 
supplier behind France, Japan, Germany, and the United Kingdom. That represents a decline from 
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a market share of more than 7 percent and a second place supplier position in 1993, due to a large 
drop in U S. exports to Nigeria, our second leading market in Airica. Our Nigeria shipments 
declined by 43 percent, reflecting uncertainty in that country’s political and economic climate, a 
shortage of foreign exchange, and the deterrent effect of widespread business scams. 

Market share data for 1995 are not yet available, but we anticipate a strong rebound for U S. 
suppliers from 1994. U S. merchandise exports to the Sub-Saharan region expanded nearly 23 
percent, propelled by surging shipments to South Africa and a rebound in sales to Nigeria from 
their low point in 1994. Nigeria's economy remains deeply troubled and our sales are well below 
the levels of the early 1990's. However, led by wheat, drilling equipment, and plastic materials 
used in pipelines, shipments have recovered enough to boost overall U S. exports to Sub-Saharan 
Africa. 

In comparison, U S. merchandise exports worldwide grew by less than 14 percent in 1995. Based 
on partial-year data from the IMF, U S exporters may have fiilly recovered the market share they 
lost in Africa in 1994. 

U.S. exports to Africa set a new high in 1995, reversing a two-year decline. Sales to Sub-Saharan 
Afnca were 54 percent greater than our exports to the Newly Independent Stales of the former 
Soviet Union. U.S exports to South Africa alone were roughly equal to our sales to Russia, and 
greater than those to all the countries of Eastern Europe combined. Robust growth has continued 
into 1996, with U.S. shipments to Sub-Saharan Africa in the first quarter a third greater than 
during the same period a year ago Among the leading export categories are: wheat; oil and gas 
field equipment; construction machinery and parts; computers, peripherals, and software; aircraft 
and parts; telecommunications equipment; farm machinery; arid mining equipment. U S. exporters 
are making a significant contribution to African infrastructure. 

U.S. investment in Africa has also outperformed U.S. investment worldwide. At year-end 1994, 
the U.S. direct investment position in Sub-Saharan AfKca was $3.7 billion, with South Afiica 
accounting for 2 $ percent of the total, Angola 14 percent, and Nigeria 1 1 percent. U.S. direct 
investment in Sub-Saharan AfHca by non-bank affiliates of U.S. enterprises generated a 30 
percent return on book value, compared with 1 1 percent worldwide, 14 percent in Latin America, 
and 12 percent in Asia and the Pacific region. During the period 1990-94, the average annual 
return on book value of U.S. direct investment in Afiica was the world’s highest at nearly 28 
percent, compared with 8.5 percent worldwide. 

U.S. investment in Afiica boosts U.S. exports and helps to fuel American industry. $400 million 
of U.S. merchandise exports in 1994 were shipped to U.S. majority-owned non-bank affiliates in 
Afiica, including those in North Afiica. The United States imported over $3 billion from these 
affiliates, mostly crude oil. 
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Initiatives to Support U.S. Business 

Despite recent growth in U S. trade and investment, Africa remains the last frontier for U S. 
exporters and overseas investors. Much of the U.S. business community has long regarded Africa 
as a preserve of the former European colonial powers. The late Secretary of Commerce Ron 
Brown challenged that self-fulfilling prophesy, insisting that the United States would no longer 
cede Africa’s markets to our trade competitors. Secretary Brown declared the United States 
ready to compete for a much bigger share of Afiica's markets for the mutual benefit of Africans 
and Americans alike, and he committed the Department of Commerce to a set of initiatives 
designed to broaden and deepen U S. commercial involvement in Africa. 

Much of our initial focus was on South Africa, whose economy dominates the continent and 
whose excellent infrastructure is a key to development throughout Southern Africa. South Africa 
accounts for half of Africa’s total production and claims more than half of U.S. exports to the 
Sub-Saharan region. 

South Africa's success in building a free enterprise democracy is of paramount importance to all 
of Africa, because many American firms view South Africa as the region's growth engine, low- 
cost supplier, and as their base of operations for all of Africa. These considerations led the late 
Secretary Brown to designate South Africa as one of the world's ten Big Emerging Markets, 
where potential for U.S. export growth is particularly strong. The Commerce Department 
program in South Africa includes an intensive trade promotion program, as well as special 
initiatives to influence development of South Africa's commercial policy and open its market 
opportunities Among the initiatives is the private sector Business Development Committee 
(BDC), which serves as an advisory body to the govemmenl-to-govemment Binational 
Commission (BNC), co-chaired by Vice President Gore and Deputy President Mbeki. These 
organizations work to remove business impediments and ensure close bilateral cooperation to 
support private enterprise. The BNC and BDC held their combined semi-annual meeting with 
their South African counterparts in Washington July 22-23, and made excellent progress in 
strengthening the bilateral commercial partnersfup. South Africa announced a resolution of the 
long-standing tariff dispute affecting exports of U.S. washing machines, and our two governments 
advanced the negotiation process toward a bilateral tax treaty. The United States agreed to 
provide technical assistance to South Africa in formulating a trade protocol with its neighbors. 

The U.S. Overseas Private Investment Corporation (OPIC) announced plans to establish a new 
equity fund for investments in Southern Africa, and also invited South African investors to joint 
venture with American partners in third countries 

With attention to South Africa’s position as the potential driver for the entire Southern Africa 
region. Secretary Brown appointed a Commercial Minister Counselor in Johannesburg, with 
responsibility to coordinate a program of business promotion and support throughout the twelve- 
nation Southern Africa Development Community (SADC). The regional Minister Counselor 
travels throughout the region to promote and assist U.S. business interests, and to advocate on 
behalf of U.S. firms competing for the region’s major procurement projects. 
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The strong commercial relationship between the United States and South Africa has paid big 
dividends for both sides. U S. exports to South Africa have grown more than 25 percent in two 
years, and shipments in the first quarter of 1996 were nearly 30 percent above the same period of 
1995 Investments have surged as well. More than 250 U S. firms have established affiliates in 
South Africa, according to the Investor Responsibility Research Center, and these enterprises 
employ more than 74,000 South Africans. The United States and South Africa are cooperating in 
the fields of commercial law and tourism development, and have made progress in resolving issues 
in intellectual property rights (IPR) protection and civil aviation services, which threatened to 
hamper further commercial expansion. Progress on IPR issues has enabled the United States to 
provisionally remove South Africa from its Special 201 Watch List, although South Africa must 
fulfill commitments and make further progress in the area of trademark protection, which will be 
the focus of a Special 301 *‘out-of-cycie" review in September. A civil aviation agreement was 
signed during the Binational Commission meeting. 

The United States and Japan have also launched a joint initiative on South Africa. Commerce 
Secretary Kantor and Japan’s Minister of Trade and Industry Tsukahara signed an accord last 
April to cooperate in promoting the competitiveness of South African industries and improving 
the South African business environment. The two countries agreed to establish a joint working 
group on South Africa to engage in information exchange, and to cooperate in small and medium 
enterprise development among South Africa’s black majority population. 

As the South Africa Initiative continues, the United States is engaged in the rest of Africa as well. 
In addition to Johannesburg, two other Commercial Service Offices in Africa*>Abidjan and 
Nairobi-‘have taken on regional outreach responsibilities in cooperation with their State 
Department colleagues in neighboring diplomatic posts. The regionalization of the Commercial 
Service enables the Department of Commerce and the Department of State to maximize their 
scarce resources by combining their efforts in trade promotion, business facilitation, and direct 
support for American companies. 

With Africa’s own financial resources severely constrained, the operations of the multilateral 
development banks take on added importance. The Commercial Service has assigned staff to 
each of the banks, including the World Bank and the African Development Bank, to help U.S. 
exporters participate in the banks’ project procurements and to help resolve procurement 
problems. Preliminary indications are that U.S. exports arising from African Development Bank 
operations totaled more than SlOO million in 1995, a significant increase over previous years. 

The Departments of Commerce and State also continue their business outreach through the 
annual Conference on U.S. Trade and Investment in Africa. The conference is co-sponsored each 
year in a different U.S. city, in cooperation with the Corporate Council on Africa and selected 
local organizations. As the government’s largest outreach program on Africa to the U.S. business 
community, the conference involves member agencies of the Trade Promotion Coordination 
Committee (TPCC), an organization of 19 U.S. agencies chaired by the Secretary of Commerce 
and designed to coordinate our overseas business promotional programs, plus local trade 
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organizations and the private sector. The 1996 conference in Houston attracted an audience of 
nearly 250. 

As you know, in compliance with the 1994 Uruguay Round Agreements Implementing Act, the 
White House last February transmitted to Congress the first of five annual reports on a new 
Comprehensive Trade and Development Policy toward the Countries of Africa. The Clinton 
Administration is the first to develop such a policy toward a region long overlooked in U S. 
foreign economic and commercial policy. The report stressed that the U.S. relationship with 
Africa has entered a new phase, based on trade rather than aid. The Administration has 
committed the United States to helping Afilca in various ways to build a future based on 
democracy and free markets; 

to participate in bilateral and multilateral efforts to support those African countries that 
pursue meaningful economic and regulatory reform; 

to support efforts to improve essential government and non-govemmental institutions and 
physical infrastructure; 

* to help create a more growth-oriented African business climate that will generate trade 
opportunities and attract both domestic and foreign investment. 

The private sector will have the lead role in helping Ainca to alleviate poverty and build 
prosperity, and the U S. Government will work with Aincan governments to identify and remove 
impediments to the functioning of free markets. We are looking to the A^cans themselves to 
empower their own private sectors to partner with U.S. enterprises. 

Commercial Development Mission to Africa 

Shortly after the White House report was transmitted to Congress, the late Secretary Brown led 
an historic Commercial Development Mission to Africa^ which demonstrated clearly just what the 
report envisioned. The mission visited five countries; Cote dTvoire, Ghana, Kenya, Uganda, and 
Botswana. In each country major initiatives were undertaken with African governments and 
private sector representatives to begin a lasting process of economic and commercial expansion 
based on close cooperation with American companies. 

During the mission Secretary Brown held discussions with government leaders and private 
representatives from nearly 40 African countries and more than 150 U.S. finns. He announced 
contracts and agreements for American companies totaling nearly $500 million, and he advocated 
on behalf of U.S. firms competing for projects that eventually could total more than S3 billion of 
U.S. exports. The Secretary challenged African leaders to recommit their countries to 
democracy, free enterprise, transparency, and lowering of commercial barriers. 

He signed a Memorandum of Understanding between the Department of Commerce and SADC 
aimed at increasing trade and investment ties between the United States and that important 
twelve-country regional organization. The agreement outlines a framework for cooperation 
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betweei the ConunCTce Department and SADC with respect to commercial devdopiiient in 
Southern Africa. The SADC agreement complements the Initiative for Southern Africa 
implemented by the U S. Agency for International Development (USAID), designed to help 
SADC increase regional trade and economic imegration. Secretary Brown also opened a new 
Commercial Service office in the U S. Embassy in Accra, Ghana, acknowledging the growing 
interest of US. business in Ghana as that coumty aggressively implements economic reforms. 

After his mission to Africa, Secretary Brown moved to further consolidate the U S. commercial 
partnership with the region by establishing a pennanent Africa Working Group within the Trade 
Promotion Coordination Committee. Much as the Africa Trade and Development Coordinating 
Group works to coordinate trade and development policies in Africa among U.S. agencies, the 
TPCC Africa Working Group serves to institutionalize interagency coordination of U.S. 
Government programs to support a stronger commercial relationship with Africa, and to ensure 
that the programs continue well into the fiiture. The Working Group convenes periodically to 
implement U.S. trade and investment initiatives toward Africa, to address specific problems and 
impediments to U.S. commercial expansion in the region, and to help coordinate U.S. 
Government measures to resolve them The Working Group has discussed such key issues as 
project finance, IDA replenishment, and means to follow up on the Brown mission. In 
September, we expect to host a commercial development mission to the United States by a joint 
governmental-private delegation from Southern Afiica. 

The initiatives underway to support U.S. business in Africa have already borne fruit. American 
exports to the region have reached their highest level ever, and investment is keeping pace. As 
the Administration prepares for the second atuiual report to Congress on A Comprehensive Trade 
and DevelopmenI Policy toward the Countries of Africa, we anticipate begitming a dialogue with 
African countries on a regional basis, with the objectives of promoting continued economic 
liberalization, regional development cooperation, and stronger commercial ties with the United 
States. We also look forward to close consultation with Congress toward our shared long-term 
objective of a more prosperous Africa in commercial partnership with the United States. 

Mr. Chairman, the measures I have described which the U.S. Government has undertaken to 
support increased U.S. commercial involvement in Africa are important to Africans and 
Americans alike. We will continue our efforts to educate the U.S. business community about 
Africa's growing opportunities and its readiness for American business participation. However, 
the biggest boost to U.S. involvement in Africa's efforts to build prosperity must come from the 
Africans themselves. They must strive for greater openness and transparency in their business 
climates. We will use our dialogue with African leaders to ensure a level playing field for 
American firms in Africa, and we will challenge our African partners when their actions yield an 
unfair advantage to our competitors. Africans must also establish the political will in fiivor of 
regional development cooperation, in order to attract U.S. business to larger, better integrated, 
and more efficient markets. As Africa's markets become increasingly open, and African 
economies grow increasingly interdependent, American private sector interest will naturally grow 
to take advantage of the region's emerging opportunities. Thank you. 
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n.B. TRADE WITH 8DB-8ARARAM AFRICA 

U.S. EXPORTS 
($ MILLIONS F.A.S.) 


COUNTRY 

1994 

1995 

JAN. -MAR. 
1995 

JAN. -MAR 
1996 

ANGOLA 

197.4 

259.7 

40.6 

85.2 

BENIN 

25.9 

34.0 

8.7 

4.5 

BOTSWANA 

22.7 

35.8 

7.1 

6.9 

BURKINA FASO 

7.3 

14.6 

4.3 

4.5 

BURUNDI 

17.7 

2.9 

.4 

.8 

CAMEROON 

53.6 

45.7 

14.6 

12.4 

CENT. AFR. REPUB. 

2.5 

6.1 

1.4 

.8 

CHAO 

7.5 

10.8 

4.7 

1.0 

COMOROS 

. 1 

.7 

(Z) 

(Z) 

CONGO 

38.0 

54.7 

11.8 

12.4 

COTE D'IVOIRE 

111.2 

173.2 

35.9 

32.7 

DJIBOUTI 

6.7 

8.5 

1.7 

4.0 

EQUAT. GUINEA 

1.9 

5.3 

1.4 

4.9 

ERITREA 

8.4 

16.7 

9.3 

3.6 

ETHIOPIA 

143.1 

148.0 

33.7 

28.1 

GABON 

40.2 

54.3 

13.8 

16.4 

GAMBIA 

3.9 

6.2 

1.4 

2.3 

GHANA 

124.5 

167.2 

31.0 

60.1 

GUINEA 

49.8 

66.6 

14.6 

30.2 

WEST. AFRICA, NEC* 18.6 

10.3 

2.3 

60.5 

KENYA 

169.5 

114.0 

32.8 

26.2 

LESOTHO 

3.4 

2.0 

.2 

. 1 

LIBERIA 

46.4 

41.7 

9.3 

19.1 

MADAGASCAR 

47.9 

10.0 

2.6 

3.6 

MALAWI 

18.7 

17.8 

7.6 

2.6 

MALI 

19.0 

23.2 

4.5 

4.9 

MAURITANIA 

14.0 

43.1 

16.1 

2.0 

MAURITIUS 

23.8 

24.5 

4.2 

5.8 

MOZAMBIQUE 

39.4 

49.3 

9.4 

11.2 

NAMIBIA 

16.3 

26.5 

9.9 

5.4 

NIGER 

12.0 

39.5 

2.4 

5.7 

NIGERIA 

509.2 

602.2 

141.0 

187.6 

RWANDA 

34.8 

38.5 

2.2 

6.6 

SENEGAL 

42.5 

67.9 

12.8 

16.2 

SEYCHELLES 

6.1 

7.1 

.9 

1.3 

SIERRA LEONE 

24.2 

18.0 

.9 

1.3 

SOMALIA 

29.9 

8.1 

5.1 

5.7 

SOUTH AFRICA 

2,172.7 

2,750.8 

612.8 

791.5 

SUDAN 

54.5 

43.3 

10.5 

9.2 

SWAZILAND 

5.4 

3.2 

.3 

.3 

TANZANIA 

48.9 

66.3 

6.8 

10.7 

TOGO 

12.5 

18.4 

3.0 

4.5 

UGANDA 

27,7 

22.1 

3.8 

5.2 

ZAIRE 

39.5 

77.1 

13.7 

30.9 

ZAMBIA 

32.6 

49.0 

7,2 

13.3 

ZIMBABWE 

92.8 

122.0 

17.7 

25.6 

TOTAL 

4,424.5 

5,406.8 

1,180.7 

1,568.1 


(Z) > LESS THAN $50,000 

* INCLUDES GUINEA BISSAU, CAPE VERDE ISLANDS, AND SAD TOME t 
PRINCIPE 
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o.a. moKTs 

($ MILLIONS CUSTOMS VALUE) 

JAN. -MAR. JAN. -MAR. 


COUNTRY 

1994. 

199S 

199S 

1996 

ANGOLA 

2,061.3 

2,236.3 

488.7 

477.6 

BENIN 

10.1 

10.0 

.5 

3.7 

BOTSWANA 

13.7 

21.2 

3.7 

7.1 

BURKINA FASO 

.4 

.4 

.2 

(Z) 

BURUNDI 

7.7 

20.6 

2,3 

.5 

CAMEROON 

55.2 

47.7 

12.3 

15.7 

CENT. APR. REPUB. .2 

.4 

.2 

.1 

CHAD 

1.8 

3.2 

.2 

1.1 

COMOROS 

6.0 

2.2 

.4 

4.6 

CONGO 

403.0 

207.0 

42.2 

66.5 

COTE D'IVOIRE 

185.4 

214.1 

64,9 

201.9 

DJIBOUTI 

.1 

(2) 

(Z) 

(Z) 

EQUAT. GUINEA 

.3 

31.0 

7.6 

9.9 

ERITREA 

.1 

.4 

.2 

1.2 

ETHIOPIA 

34.1 

32.8 

2.4 

8.2 

GABON 

1,154.6 

1,449.4 

310.5 

319.3 

GAMBIA 

2.4 

2.3 

1.1 

.5 

GHANA 

198.5 

196.1 

52.2 

45.5 

GUINEA 

92.1 

99.0 

23.8 

27.8 

WEST. AFRICA, 

NEC* . 2 

.4 

.3 

.3 

KENYA 

108.7 

101.5 

30.3 

26.0 

LESOTHO 

63.0 

62.1 

14.2 

18.9 

LIBERIA 

3.5 

9.8 

1.6 

25.7 

MADAGASCAR 

57.0 

57.2 

12.2 

10.8 

MALAWI 

56.5 

40.9 

3.8 

14.7 

MALI 

4.1 

5.6 

2.6 

.4 

MAURITANIA 

3.5 

5.5 

2.1 

2.4 

MAURITIUS 

217.1 

229.6 

53.6 

47.3 

MOZAMBIQUE 

15.3 

27.6 

.8 

3.2 

NAMIBIA 

27.8 

11.5 

2.8 

2.5 

NIGER 

2.4 

1.6 

.2 

.2 

NIGERIA 

4,429.8 

4,774.7 

1,136.6 

1,264.4 

RWANDA 

1.7 

1.9 

(Z) 

1.2 

SENEGAL ' 

11.4 

6.5 

.9 

1.2 

SEYCHELLES 

2.8 

2.4 

1.2 

.4 

SIERRA LEONE 

51.2 

28.5 

9.5 

6.1 

SOMALIA 

.1 

.1 

(Z) 

(Z) 

SOUTH AFRICA 

2,030.2 

2,209.5 

489.7 

492.6 

SUDAN 

35.1 

22.7 

5.4 

5.3 

SWAZILAND 

37.6 

32.3 

5.1 

6.0 

TANZANIA 

14.9 

22.4 

7.5 

6.1 

TOGO 

4.1 

29.3 .. 

26.9 

1.5 

UGANDA 

34.9 

13.2 

4.9 

1.1 

ZAIRE 

187.7 

262.1 

67.0 

50.2 

ZAMBIA 

63.5 

32.9 

6.1 

13.5 

ZIMBABWE 

102.4 

97,7 

21.9 

24.2 

TOTAL 

11,793.4 

12,663.3 

2,921.0 

3,217.4 


(Z) > LESS THAN $50,000 

* INCLUDES GUINEA BISSAU, CAPE VERDE ISLANDS, AND SAO TOME i 
PRINCIPE 



187 



UNITED STATES DEPARTMENT OF COMMERCE 
international Trade Adminietration 

Washington. 0 C 20230 


U.S.-AFRICAN TRADE PROFILE 


0,3. TTadB with Suh-SBhBTBii AfrlcB 
(S Millions^ 

1992 1992 1994 1995 

a.s. Exports 5,399.5 4,731.5 4,424.5 5,403.9 

U.S. Imports 11,070.9 12,333.2 11,793.4 12,333.3 

• U.S. total trade with Sub-Saharan Africa grew 11.7 percent In 
1995, following a 6 percent contraction in 1994. U.S. 
exports expanded by 22.7 percent from the 1994 total, and 
Imports by 7.6 percent. 

• In comparison, U.S. global trade expanded 12.7 percent in 
1995, with total exports growing 13.6 percent and imports 12 
percent. 

• Two-way trade between Africa and the United States reached a 
new high in 1995, with U.S. exports eclipsing their previous 
high set in 1992 and U.S. imports surpassing their previous 
high set in 1993. 

e The growth in U.S. -African trade was propelled by a 26.6 
percent surge in sales to South Africa, and a partial 
recovery of sales to Nigeria from their low point in 1994. 
Exports to Nigeria grew by 1$.3 percent, but were still well 
below their peak of sore than $1 billion in 1992. 

• The United States is an important trading partner for 
Sub-Saharan Africa. 

- The United States is Africa's leading market. In 1994, 

U.S. importers purchased more than 18 percent of 
Sub-Sediaran Africa's total exports. In the period 1992-94, 
the United States purchased an annual average of 18.6 
percent of Africa's total exports. 

- The United States was Sub-Saharan Africa's fifth leading 
industrial country supplier in 1994, with a 6.2 percent 
share of the region's total import market. That represents 
a decline from 7,2 percent and a second place position in 
1993. 

- Host industrial country suppliers experienced declining 
market shares in Africa in 1995, as Africa increased its 
purchases from low-cost suppliers Korea and Thailand. 

Prtpand by: G. 

Offic* of Africa 
March 1996 
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• U.S. -African trade results in a major transfer of financial 
resources from the United States to Africa. 

- Sub-Saharan Africa enjoyed a $7.3 billion surplus in its 
trade with the United States in 1995. 

- During the last five years, the cumulative trade imbalance 
is nearly $36 billion in Africans favor. 


AfricM'm Major Induatrial Country Suppliers 



1992 


1992 

i 

1994 

\ 



($ mxlliona and 

a«rA*t 

a/iaro) 


Franco 

7,98$ 

11 

6,479 

10 

6,879 

9.7 

Japan 

5,29$ 

7.2 

6,017 

9 

5,367 

7.6 

Oormany 

5, $25 

$.0 

4, $04 

7.2 

5,064 

7.1 

Onitod Kingdom 

4,97$ 

$.9 

4,544 

6.8 

4,860 

6.8 

Unitod Statom 

5,397 

7.4 

4, $01 

7.2 

4,436 

6.2 

Italy 

2,422 

3.3 

2,290 

3.4 

2,335 

3.3 


a.S. Mxporta In 1995 

• U.S. exports to Sub-Saharan Africa totaled $5.4 billion In 
1995, an increase of $1 billion, or 22.7 parent, over the 
1994 level. 1995 reversed a two-year decline in sales to the 
region following a seven-year string of Increases. 

e The 1995 export total sat a new high for U.S. sales to 

Africa, barely eclipsing the previous record sat in 1992 by 
$17.3 Billion. 

e The increase in U.S. exports was led by a surge in sales to 
South Africa, which expanded by 26. f parcant to nearly $2.t 
billion. Sales of aircraft parts, coaputars, construction 
machinery, wheat, and corn registered particularly strong 
gains. Exports to Higerla also recovered froa their 1994 low 
point, with an 18.3 percent increase to $602.2 million. 
Strongest growth was registered in subaersible drilling 
aguipaant, wheat, and petroleua refinery products. 

e South Africa and Nigeria remained the predoainant markets of 
Sub-Saharan Africa for U.S. exporters. They coablned to 
laport 62 parcant of total U.S. exports to ths region, 
compared with 60.6 parcant in 1994. 

a Sub-Saharan Africa accounts for lass than 1 parcant of total 
U.S. exports, rat a.s. axporta to tba ragitm in 1995 warm 
mora than 54 parcant yraatar than our axporta to tba Kaaly 
Jndapandant States (MIS) ot tba tormmr Sariat Union , 
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• Sujb-SaharaA Africa vas only a slightly smaller market for 
U.S. exports than the NIS States stnd all of Eastern Europe 
combined. 

* Manufactured exports accounted for 84 percent of total U.S. 
shipments, and agricultural exports 16 percent. 
Agricultural commodities rebounded strongly from their 12 
percent decline in 1994. Sales of farm products totaled 
$862.1 million, an 16 percent increase. Agricultural 
commodities traditionally have made up approximately 18 
percent of U.S. exports to Africa in non-drought years. 

- Agricultural sales were led by larger shipments of wheat, 
up 21 percent to $296.3 million, and corn which more than 
doubled to $109.3 million. Rice sales declined 26 percent 
to $72.3 million. 

- Manufactured exports were led by drilling equipment, 
aircraft parts, used clothing, dump trucks, computers and 
peripherals, industrial chemicals, and telecommunications 
equipment. Agricultural machinery declined 12 percent to 
$94.6 million. 

• Among the leading export categories to Africa are the 
following: 


Itaa 


1995 Export VaJu* 

fS aillionm\ 


Vhmxt 296.3 
Oil xnd g»B fiold oquipmmnt 295.8 
Conatruction mAchinory xnd parta 261.3 
Coatputara, paripharaia, and ao/evara 244.8 
Aircra/e xnd parca 238.3 
Motor VBhiclem and parea 183.9 
Industrial organic chsmieala 146.5 
Plastic mstsrials and rssins 125.7 
Tslscoamunieations sguipasnt 123.6 
Corn 109.3 
Millsd rics 100.7 
Farm machinsry 94.8 
Vssd clothing and taxeiiaa 80.9 
Mining squipasnt 64.8 


• U.S. exports to Sub-Saharan Africa are highly concentrated 
geographically. Eight countries accounted for more than 
80 percent of U.S. shipments to the region in 1995. 

• South Africa alone purchased nearly f2«8 billien of U.S. 
exports, or more than half of total U.S. sales to Sub-Saharan 
Africa. 
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• South Africans market for U^S» exports is roughly equal in 
size to that of Russia, and is larger than all the countries 
of Eastern Europe combined. 


Country 


1995 Export Value 
fS milliona) 


South Afric* 2,750.8 
Higmri* 602.2 
Angola 259.7 
Goto d'Ivoire 173.2 
Ghejie 167.2 
Ethiopia 148.0 
ZimbMbwm 122.0 
Kenya 114.0 


n.S. laporta In 1995 

• U.S. purchases from Sub-Saharan Africa totaled $12.7 blllioa 
in 1995, a 7.6 parcBDt increase from 1994. 

• Crude oil accounted for $S.S blllioa, or two-thirds of total 
U.S. inports fron the region. 

- Sub-Saharan Africa supplied nearly 33 parcant of total U.S. 
crude oil inports in 1995, up fron 30 percent in 1994, and 
equal to Africa's share in 1993. 

- Nigeria supplied $4.6 blllioa of U.S. crude oil Inports, an 
Increase of 9 percent fron 1994 but substantially below the 
levels of the early 1990's when Nigeria was the number two 
crude oil supplier to the U.S. market. For the second 
consecutive year, Nigeria was our fifth leading oil 
supplier. Angola ($3.3 billion), Gabon ($1.4 billion), 
Congo ($156 aillioa) , and Zaira ($137 aillioa) also ranked 
among the United States' top 21 suppliers of crude oil. 

e Principal U.S. imports from Africa were as follows: 

1995 Import Value 


Xtsa (S mUiianMl 

end. oil 9 f 473. 7 
iron-ferroua motmlm 1,003.0 
Precious and eeai-precioue aeojiee 374.4 
r.rro.lloya 247.3 
Cocoa bmmna 173.8 
Hma'a and boy'a ahirta 153.4 
Cot tom 93.9 
Formatry products 87.5 
Watural gaa liquidm 84.3 
Seec and can. sugar and byproduct. 53.0 
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U.S. imports from the region were concentrated among a small 
number of African suppliers, even more so than U.S. exports. 
Four countries accounted for B4 parcent of U.S. purchases. 
Three were major oil exporters, while South Africa was a 
principal supplier of non-ferrous metals. 


Country 


2995 Imports 
fS m±llionm\ 


Migsris 

Angols 

South Africs 
Gabon 


4,774.7 

2.236.3 
2,209.5 

1.449.4 


Utilization of benefits under the U.S. Generalized System of 
Preferences (GSP) by eligible African countries increased in 
1995 by nearly half to $492 million, from $332.1 million in 
1994. The increase occurred despite suspension of the GSP 
program at mid~year due to lapsed legislative authority. The 
1995 increase followed a 136 percent surge in 1994, when 
South Africa became GSP eligible for the first time. 

South Africa continued as the principal utilizer of GSP 
benefits in 1995, claiming 72.5 percent of the total for 
Sub-Saharan Africa. 


Leading GSP items were: ferrochromium, ferrosilicon 
manganese, cane sugar, parts of machinery for ore processing, 
jewelry, and animal skins. 

Despite the increase in overall GSP utilization in 1995, the 
program grew even more concentrated among a small number of 
African beneficiary countries. Five countries accounted for 
more than 92 percent of total GSP benefits in Sub-Saharan 
Africa. Africa's leading GSP beneficiaries were as follows: 


Country 


2995 asp Bans tits 
(.S..aiiliQnai 


South Africa 356.6 
Zimbabus $3.2 
Mozaabiqus 20.2 
Swaziland 13.0 
hauritius 20.5 
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n.S. Inv aatmant In Africa 

• At year-end 1994, the U.S. direct investment position' In 
Sub-Saharan Africa was $3,672 million. $1,044 million of the 
position was in South Africa, $567 million in Angola, and 
$402 million in Nigeria. 

e U.S. direct investment in the region is concentrated in the 
petroleum sector, although the position in South Africa is 
mostly in manufacturing. 

• U.S. direct Investment in Sub-Saharan Africa by non-bank U.S. 
affiliates generated net income at $1,092 million in 1994, a 
30 percent return on book value. This compares with an 11 
percent return on book value for the U.S. direct investment 
position worldwide, 14 percent in Latin America, and 12 
percent in Asia and the Pacific region. 

• U.S. direct investment in Africa consistently generates high 
rates of return. During the period 1990-94, the average 
annual return on book value of U.S. direct investment in 
Africa was nearly 20 percent, compared with 0.5 percent for 
a.S. direct investment worldwide. 

e According to preliminary estimates of U.S. direct investment 
abroad in 1993 by the Department of Commerce Bureau of 
Economic Analysis, U.S. non-bank affiliates in Sub-Saharan 
Africa reported total assets of $12,703 million, of which 
$3,767 million were in Nigeria and $2,925 million in South 
Africa. 

e U.S. non-bank affiliates in Sub-Saharan Africa had 
$12,907 million in worldwide sales and approximately 
$007 million in net income in 1993. 

e $400 million of U.S. merchandise exports were shipped to U.S. 
majority-otmed non-bank affiliates in Africa, including those 
in North Africa. The United States Imported $3,099 million 
from these affiliates, moetly crude oil. 


9.5. dirwct ijt¥09tm9at position in tAm not hook vnJuo (isO., 
tho hintoricni vniuo) of 9.5. diroet inoontorn* o^ity in, and not outntnnding 
lonnn to, thoir toroign nCf Hinton, A foroign nffilinto in n toroign bnninonn 
ontorprino in which n ninglo a.S. inoontor owns nt ionnt 20 porcont ot 
voting noeurition, or tho oquivnlont. 
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PRINCIPAL U.S. TRADE PARTNERS IN AFRICA 

1995 



Destination of U.S. Exports Source of U.S. Imports 


AFRICA'S PRINCIPAL TRADE PARTNERS, 1994 

Industrial Countries 


195 



Source; IMF Directions of Trade 
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Ajnerican A.pparel A-lliance 

NKSA AACA 


July 30, 1996 

Subcommittee on Trade 
Committee on Ways and Means 
U.S. House of Repreaoitatives 

Re: U.S. Trade with the countries of Sub-Saharan Afiica 


This statement is submitted for the record in connection with the bearing schedule for August 1, 
1996 as announced in Subcommittee on Tnuk press release No. TR-26. 

This comment is filed on behalf of the American Apparel Alliance, comprised of the 
National Knitwear and Sportswear Assodadtxi, a national trade association he^uartered in New 
York City, with more thu 200 members in more than twenty states, and the American Apparel 
Contractors Association, headquartered in Atlanta Georgia and having more than three hundred 
members in thirty states. 

The American Apparel Alliance b supported in these comments by the Atlantic Apparel 
Contractors Assodation representir^ additional contractors in the New Josey and Penn^ivania 
area, and by the Korean A^>ard Manufiuturers Association of Greater New York, representing 
9(Hne 450 companies in New Y<Hk and New Jersey. 

These companies are ^igaged in the production of appard in the United States, involving 
virtually ev^ type of garment, both but aixl woven, and in related industries induding butting, 
dydng yarns, sewing and assonbling of garments, designing garments, dyeing gannents and 
providing fiuhion and related services to the industry 

In recent wedcs, there has been a brief aenfoUnce of public discussion of q)edal legislation 
to provide trade bencrits for some Afiican countries. Among the benefits to be profifered, those 
mabr^ donations of US trade benefits on befaalfofiitcrests not dearty identified, are quota fine 
access fix apparel in amounts allegedly to be "capped” at S3.5 bilbon annuaUy. TUs, we are given 
to undmtand. will assure that there b no damage to American textile interests. (Daily News 
Recmxl. June 1, 1996) 

We wiah to record our moat vehement objections to any such legialatioo as it might 
affect appard or appard rd^ed products. 

American appard imports, under ctureot legblatkm and international a g reements, already 
exceed exports by more than $34,000,000,000 annually. Yea, net imports of a^^wd exceeded 
thirty four bUUoQ doUara last year, and they are generally rising. The quota system, designed to 
"protect* domesiK ^ipard markets fiom disnq)tioo due to low cost unpoits, b bemg phased out, 
and already has large g^M created by eristing policies to bvor certain countries. 

These fiivofed countries export masave quinticies of goods to the US causing subataodal 
displacement of domestic firms and workers » competing products. In some cases, the importiiig 
firms are also partly domestic producers, or were domestic producers until they dosed opentioos 
and moved them offihore. As the import preamres increase, the hire of otthore production 
grows, the larger firms move labor imeadve productioo off diore, naiiang didoairion in the U.S. 
and additiooal competitive pressure on smaller dofoestic firms not enjoying the advantagea of 
cheap labor tn their of&bore foctories. 

These dcvdopmeot i have occuned under the operatioo of the GALs exceptio n to the 
quou program, which waa devised as an aid to the economic devdopment of the Caribbean. It 
has helped the Caribb ean countries the < Br ect ex p ens e of workers and amallcr firms in the U.S. 
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Apparel is a highly labw intensive iiMhistry, and it is heavily affected by wage based 
competition. In the U.S., approxiinatdy 67,000 woHcers are required to produce each one billion 
doUara in appard (measured by domestic shipments)' and US apparel pr^ucers are as eflBdent in 
their use of labor as any in the world. By that measure, S3.S billion in imports would equal the 
production of 233,000 workers. But thd measure likely is too conservative. 

Simple logic indicates that lower w^es offehore would yidd more units of appard per 
dollar spent than would be the case in the US, else why bother importing? If that margin is ten 
percait, thoi the di^laconent would be not 233,000 tut 1.1x233 or 256,000. In short, the dollar 
spent on cheap labor buys more units, but units di^lace units on a one fm oite basis. The impact 
of $3.5 billion on a market already reding from massive volumes of imports would be no less than 
catastrophic for smaller companies already hard pressed by permitted exports from the CBl, Asia 
and dsewhoe, not to mention NAFTA. 

A special (Mogram for Africa would heavily impact minority workers in the United States, 
as the garment industry is known as an entry level employer that relies on a work force that 
contains a substantial r e pr es entation of blacks, hispanics, and Asians. 

Furthemiore, (^>ening the doors to ^)parel from Africa, Sub-Saharan or otherwise, would 
encourage still more transshipments of goods emerging from China. (Those, of course, would 
still be subject to quota if honestly identified as being from the PRC.) Customs now has its hands 
foil attmpting to deal with the Chinese appard flood comiog into the United States through the 
Caribbean, Panama, and even Mexico; adding to the tide by exonpting ^pard fix>m Africa would 
swamp the system and make a mockery of the remaining years of the textilc/appard import 
cootrd program. 

More bade, however, is the shocking combination of bad ideas eid)odied in this 
announced package. The idea of deciding to give away $3 .5 billion in domestic jobs while simply 
assertir^ tl^ "h diould have no impact on the U.S. textile industry" is bad enough by itsdf. It is 
ignorant of the facts. Combine this ^th the idea of choosing for ^ "donation" list an iiMlustry 
whose firms have already lost some 100,000 jobrin the past year and tdiose workers are 
frequently minority people with limhed dolls, many of whom are located in parts of the Country 
wbm alternative employmoit opportunities for people of their skill levds are scarce, and the 
message fixmi the Congress is one of disdain for American workers. The public that is unhappy to 
spCTd their doUan ftv foreign ud is still less Ukdy to accept having their jobs e9q)orted as a 
aibstitute. 

No lq$islation should be conndered which inosases the flow of appard into the United 
States. Existing agreements have already opened the doors too fin, and the damage is being fdt 
throughout the industry. Enou{^ is enough. 

Thank you for including this statement part ofthe record of these bearings. 

Seth M Bo&er, Executive Director 
National Knitwear and Sportswear Assodation 


NKSA, 212-683-7520; fin 212-532-0766 

American Appard Contractors Assodation, Sue Strickland, Executive Director, Atlanta, Ga. 
404-S43-3171; ftx404-256-5380 

Atlantic Appard Contractors Assodation, Arnold Ddm, Executive Director, Betbdcfaem, PA. 
604-861-7717; fox 610-861-8069 

Mr. ChkMig E. Hwac^ Korean ^ypard Manufiuturers Association of Greater N. Y. 

548 8th Ave. NY. NY 10018 212-714-1530; &x 212-714-01 16 


750,000 workers in 1995 against US production valued at some $50 l^oa. 
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[BY PERMISSION OF THE CHAIRMAN] 


■n.S. TRADB WITH flUB^SAHARAN AFRICA" 

COMMITTEE ON WAYS AND KRAKfi SUBCOMMITTEE ON TRADE 
U.S. CONQRBafl. CAPITOL HILL. MXgHINOTON. D.C. 
TOBaPAY JULY 16. 1996 

STATEMENT BY H.E. BKWOW aPIO-OARBRAH 
GHAMA*S AMBAaSADOR TO THE P.S,A. 


Good Morning, Ladies and Gentlemen, 

I would like to express es^ress appreciation to the President 
of the United States, the Administration as a whole and Congress 
for the initiatives that led to the development of a Comprehensive 
(United States) Trade and Development Policy for Africa. 

In the last few years we have seen a growing number of African 
leaders come to the White House for discussions, including I must 
say, the President of Ghana, President Rawlings. Several high- 
level officials of the Administration, including Vice President 
Gore, as well as Senators and Congressmen and women have visited 
various African countries. We have witnessed the organisation of a 
White House Conference on Africa, and follow-up conferences and 
seminars sponsored by the State and Commerce Departments. We have 
noted the development of greater inter-agency cohesion in thinking 
about Africa, from the State, Commerce, Treasury and Energy 
Departments, as well as from USAID, OPIC, Eximbank, TDA, and other 
agencies. Above all, Secretary Brown's extraordinary efforts in 
promoting U.S. business interests around the world was poignantly 
evident in Africa as well. So many were the friends he made in 
Africa in such a short period of time that we must dedicate to his 
eternal memory efforts to develop a greater business partnership 
between Africa and the United States. 

As a representative of an African government, I can say that 
this renewed U.S. interest in Africa's development marks a major 
milestone in the U.S. -Africa relationship. And in our view, the 
Administration's 1996 Trade and Development Policy report must be 
assessed and evaluated, supported and improved, enhanced and 
modified within this overall context of progress. 

It takes no major expert on U.S. trade or development policy 
to recognize that the Adminstration' s 1996 Comprehensive Trade and 
Development Policy report devotes greater space to a recapitulation 
of current U.S. trade and development policies, practices and 
programs in Africa than to any new initiatives and proposals. But 
the mere success of the Administration in coHipiling into one 
document the essential roles and activities of the many departments 
and agencies which in^ct Africa's developmental process is most 
welcome- -at least as a valuable reference document. And to be sure, 
the report goes beyond the obvious trade liberalization, financial 
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flows, investment promotion, and multilateral development bank 
issues, and manages to mention food and agriculture, water and 
energy resources, health and education, transport and 
telecommunications, and the obligatory reference to better 
governance, transparency and accountability. 

Beyond that the document does propose a number of worthy 
initiatives in many of these areas, even if the perceived lack of 
resources may have limited many of the proposals to that of 
expanding and deepening current programs. 

If some Africans and Africanists are less than satisfied with 
the report it may be due simply to the fact that such analysts may 
have misconstrued the purpose of the report and had hoped to find 
major new initiatives and proposals on how the United States was 
going to help to develop Africa, or at least to limit the extent to 
which current policies do .not encourage Africa's indogenous and 
indegenous development. Given that this report is only the first 
of five annual reports mandated by Congress to be submitted by the 
President under section 134 of the Uruguay Round Agreement Act, it 
is our fervent hope that future reports will be devoted less to the 
restatement of historic facts and figures, and more to proposals to 
help change those facts and figures which have hindered Africa's 
fuller and faster development. Having said that, we should also 
agree that the primary responsibility for proposing trade and 
development policies that are in the interest of Africa lies in the 
hands and brains of Africans. 

We recall the words of the late Commerce Secretary Ron Brown 
when he declared that "the United States shall no longer concede 
the African markets to her European Allies". In light of this, 
Africans should not be surprised if the United States concentrates 
its efforts on promoting its own trade objectives and exports. But 
I am here as an African to suggest that while we understand the 
U.S.'s preoccupation with its interests, we would like to assist in 
the production of a trade and development policy whose primary 
emphases are on how to level the playing field for Africa in 
international trade, how measures may be taken to boost Africa's 
exports and integrate Africa's economies, initiatives to eliminate 
Africa's debts, how U.S. guarantees may be used to finance Africa's 
infrastructure, how to promote the relocation to Africa of some of 
America's non-competitive industries, how to encourage Africa's 
important human resources in the U.S. A to help in Africa's 
development, and how the U.S. public and private sectors, NGOS, 
PVOs, religious organisations, media institutions can help to 
develop a real constituency for Africa and help to change Africa's 
negative image in the United States. Hopefully, the U.S. and 
Africa can jointly develop a policy with programs that are mutually 
beneficial . 

For all these reasons, many African thinkers believe that that 
it is long overdue for the leaders of the United States and Africa 

to sit down at summit level much as the U.S. does with the G7 

(now the G8), and has done with Asian Pacific leaders and Latin 
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i^erican leaders- -to reflect on our past and current relationship, 
and together map out a new relationship based on mutual respect, 
fairness, equity, and a stronger sense of partnership. A donor- 
recipient relationship that usually favors the donor through an 
asynunetrical reciprocity in trade policies, the disproportionate 
strength of the donor, and an unequal playing field, is more likely 
to lead to dependency than to development, as many U.S. domestic 
welfare recipients may know too well. A relationship which has led 
to a point where the most sacred process of self-government for 
even a parochial club or a village association- -that of an entity's 
ability to choose its own leaders-- has now become an area for the 
supervisory intervention of donor authorities, needs very urgent 
and significant rethinking. Mark you, many African societies have 
been electing traditional rulers without foreign supervision for 
centuries . 

HOW AFRICA HAS BEWBFITED rUGHt U.fi. FOREIGM AID 

There is no question that for many African countries various 
kinds of foreign assistance have been beneficial to them insofar as 
such assistance, especially of the humanitarian and emergency food 
aid variety, has saved lives and made a difference between 
precarious existence and improved life expectancy. From adult 
education, to new agricultural techniques, and from family planning 
programs and products to environmental protection assistance, U.S. 
development assistance, alongside support from other donor 
countries and agencies, has played a significant role in shaping 
Africa's current economic profile and developmental landscape. 
Even more important in recent years has been the role of U.S. 
funding to multilateral institutions like the World Bank, the 
African Development Bank Groups, the specialized U.N. agencies, and 
bilateral U.S. support for economic reform programs in Africa. But 
this is the very reason why the U.S. A. must be more forthcoming and 
more prompt in its subscriptions to multilateral agencies. 

In some African countries, U.S. assistance has provided a 
timely bridge that has allowed structural adjustment reforms to 
take hold while mitigating the social and other costs of 
adjustment. For these reasons, we urge that such assistance be 
continued for those countries whose specific circumstances warrant 
them, with such modifications in project implementation, 
consultancy and procurement as we shall soon address. And, even 
for countries that may prefer a shift in emphasis to investment and 
export support, we do not suggest any immediate or drastic 
curtailment of traditional U.S.A.I.D programs, but rather a phased- 
in transition to more market based arrangements supported by a 
larger pool of U.S. public and private sector funds. 

The point must, however, be made that foreign aid has never 
been intended to be purely altruistic. It is recognized the world 
over as an important lever, or indeed part of the arsenal, of big- 
power diplomacy. Above all, U.S. development assistance has been 
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as much domestic assistance for U.S. benif iciaries as it has been 
foreign aid, seeing that it has created numerous jobs for American 
consultants, contractors, and suppliers. For every dollar the U.S. 
contributes to the World Bank or the African Development Bank, for 
exan^le, it has received many multiples in return through contracts 
and procurements. Furthermore, development asssistance has 
provided a critical vent for the distribution of surpluses from 
U.S. farms and service firms, and has contributed to the 
proliferation of NGOs, PVOs, and even religious organisations which 
have now assumed central roles in the development business. Above 
all, food aid in particular, has created and sustained new markets 
in Africa for the U.S. A. by exposing consumers in Africa to U.S. 
foods such as powdered milk, wheat and rice. Those consumers who 
have acquired a taste for such goods continue to demand their 
import even when foreign assistance has been removed. 

This is why we must agree that foreign aid can be an important 
complement to the reconstruction efforts of countries that are on 
their knees, whether this is due to internal mismanagement, 
conflicts, or the legacy of colonialism and external interventions. 
But for those African countries that have developed economic teeth, 
the infant formula of foreign aid must change. And as the infant 
begins to walk and run, so must the kind friendship offered by its 
bigger brothers and sisters go beyond supplying the dependency- 
inducing pacifier of traditional aid. It is for this reason, that 
many African countries now welcome initiatives that will help to 
make the dwindling U.S development assistance more effective than 
it has been so far. 

SPECIFIC IWITIATIVBS TO IWCRKASB AraiCAK TRADE AWD IWVBSTlgHT 
OPPQRTOWITIES 

Recognizing that foreign assistance resources are declining 
and that developed countries have not been able to meet their 
commitments of aid flows to Africa, my specific recommendations are 
compatible with current or even declining levels of assistance. 

First, for those countries that are just emerging from major 
internal conflicts and natural disasters, traditional aid programs 
should be continued to provide humanitarian and reconstruction 
assistance for basic human needs like food, clothing, shelter, 
basic education, adult literacy, job training, agricultural 
infrastructure, and low-technology energy and water resources. 

Second, for those countries whose aspirations and levels of 
economic growth justify it, foreign assistance funding should be 
directed at creating seed capital and leverage in the financial 
markets to fund United States and African private and public sector 
joint-ventures. This way one U.S. tax dollar can help to mobilize 
multiples of private sector funding for income-generating, job- 
creating enterprises in Africa, especially those that will 
encourage Africa's economic integration. The U.S. domestic economy 
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is replete with such public- sponsored enterprises and institutions 
in the financial services, housing, agriculture, energy, 
transportation and other sectors. In this respect , the charter and 
or internal rules and practices of the Overseas Private Investment 
Corporation (OPIC) and the U.S.A.I.D. could be modified to permit 
them to make more equity investments in Africa, either directly or 
through more of such laudable initiatives as the Africa Growth 
Fund . 


Third, aid should aim at enhancing the capability and capacity 
of African firms and individuals, who should play a more visible 
and central role in the initiation, appraisal, implementation, 
supervision and monitoring, of the programs and projects of donors 
as contractors, suppliers and consultants. Africans should benefit 
directly from increased allocations of the contracts given out by 
the USAID, the Trade Development Agency (TDA) , the World Bank 
Group, the African Development Bank, and U.N. specialized agencies. 

Fourth, the United States Government should provide other 
incentives such as guarantees to encourage more U.S. financial 
institutions to locate subsidiaries in African countries, or set up 
j oint -ventures there, to facilitate the inflow of capital funds to 
Africa. Africa needs the international equivalents of the U.S. 
Small Business Administration and the Minority Business Development 
Agency. The current policies under which EXIMBANK, for instance, 
requires the governments of developing countries or relatively 
fragile financial institutions in those countries to counter- 
guarantee payments to it for U.S. exports of capital goods reduces 
considerably the opportunities for U.S. exporters in Africa. If 
U.S. Trade Policy aims at enhancing U.S. exports, EXIMBANK's 
financing should not be counter-guaranteed by African entities. 
Such counter-gaurantees, even as contingent liabilities, add to 
Africa's nominal debt obligations. 

Fifth, U.S. companies must be encouraged to undertake projects 
in Africa that will add additional value to raw materials on the 
African continent and those that will help integrate Africa's 
economy. The new U.S. -Africa partnership must provide incentives 
for U.S. companies to go beyond merely supplying equipment to 
African industries to becoming equity partners in African projects. 
Merely tinkering with the current global trading system will do 
very little for Africa. Even a World Trade Organisation, which 
aspires to level the playing field for international commerce, will 
succeed principally only in opening up African markets for foreign 
goods. To the extent that Africa continues to be a raw materials 
exporter, marginal reforms in the international trading regime will 
have minimal impact on Africa's export value growth. What is 
called for are U.S. govcernment incentives to U.S. companies to 
support Africa's own long-standing efforts at regional integration, 
which after all will help U.S. firms invest in and export to much 
larger markets. 
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Sixth, a new U.S. -Africa partnership must emphasize scientific 
and technical cooperation. This could occur through a better and 
more effective mobilization of the expertise, resources, research 
data and manpower of such technical departments as the Departments 
of Energy, Transportation, Agriculture and Interior, and in 
conjunction with relevant scientific foundations, institutes and 
Universities, U.S. science and technology can help Africa 
modernize its indigenous technologies for greater manufacturing and 
raw material processing. Ghana, for example, has a Council for 
Scientific and Industrial Research and several scientific-sector 
research institutions which could benefit from closer collaboration 
and support from U.S. institutions. Recently, Ghana has passed a 
new Investment Promotion Centre Act and a Free Zones Law that has 
created enormous new opportunities for technology-based export 
processing that would be ideal for many U.S. firms. In this regard, 
U.S. incentives, such as foreign investment tax credits, to 
American firms to relocate non-competitive American industries in 
Africa, could form part of the novel contract with America that 
Africa seeks. This would be no different from the public-sector 
incentives provided to U.S. firms to invest in depressed urban 
centers . 

Seventh, Africa, particularly Ghana, has a wealth of human 
resources scattered worldwide, including throughout the United 
States. These constitute the veritable intellectual property of 
Africa. The new U.S. Trade and Development Policy should devote 
some ideas and resources to schemes that will encourage these 
professionals to offer their services to African countries. U.S. 
development agencies, and the multilateral bodies the U.S. helps to 
fund, could be specifically tasked to ensure that qualified 
Africans in the diaspora are included in contractual and 
consultancy assignments managed by these agencies. Programs could 
be established to transfer to African countries part of the taxes 
paid by these high net- worth individuals, without which the U.S. 
is imposing double taxation on African countries: the first tax 
occurs when needy African countries spend their hard-earned dollars 
to educate and train their populace; the second tax occurs when 
these professional emigrants to America pay taxes to the United 
States instead of to the countries which helped to educate them. 
Ways must be found to help African governments to effectively 
mobilize and harness these human resources for their development. 
U.S. green card lotteries aimed at recruiting qualified Africans 
for the U.S. economy, for instance, must be monitored as part of a 
new international trade in human services. This U.S. immigration 
policy and practice has the effect of further taxing Africa's 
economy without the payment of commensurate intellectual property 
rights to African governments. 

Eighth, beyond broad trade and development policy reforms, any 
new initiatives should also address the fine print of internal 
bureaucratic rules and procedures of U.S. development agencies 
which often tend to undermine otherwise noble goals and objectives. 
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Administrative bottlenecks and barriers faced by some African 
agricultural exports at U.S. ports and cstoms bonded warehouses are 
a case in point . Many of these barriers may be due more to 
prejudicial judgements or overzealousness on the part of individual 
customs officials rather than to non-compliance by African 
exporters with U.S. laws and standards. The Overseas Private 
Investment Corporation (OPIC) , for example, could be given the 
necessary mandate to become a far greater equity investor in Africa 
than is currently the case. 

Still in the area of market access, we note with concern the 
virtual suspension of the U.S. Generalized System of Preferences. 
While requesting that the new system should institutionalize the 
G.S.P., allowing for graduation, we suggest that the GSP should be 
expanded to cover more processed goods that in no way threaten U.S. 
domestic production. 

Ninth, both the United States and African countries recognize 
that trade and development are impossible without political 
stability. Stable economic development in Africa will not only 
allevieite poverty, but will also provide a buffer against acts such 
as terrorism, refugee flows, narco-traf f icking and environmental 
degradation, that threaten the security of the United States and 
stable countries in Africa such as Ghana. Any serious U.S. 
Development Policy should therefore incorporate provisions that 
allow for a rapid and early U.S. response to helping to resolve 
conflicts and cross-border crime in Africa. The implementation 
rules for the utilization of peacekeeping funds in Africa, by 
ECOMOG in Liberia for example, should be modified to enable poorly- 
endowed troops to have quicker and direct access to promised 
vehicles, aircraft, equipment, communications, logistics and 
intelligence . 

Tenth, and on another note, Africans development and trade 
prospects are very much dependent on the creation in the United 
States and especially in the minds of potential businessmen and 
tourists of a more balanced image of Africa as a continent with 
many countries, most of which do not suffer from the major trials 
and tribulations that top the menu of the American media diet. 
While improving Africa's image is primarily an African 
responsibility, we welcome the support of the U.S. public sector in 
providing some assistance for promoting business opportunities in 
Africa to American businessmen. Few Americans realize that U.S. 
firms are aware that U.S. firms receive on average a 30% return on 
their investments in Africa versus an average of about 12% in other 
developing regions of the world. In this respect, resources for 
conferences, publications, electronic information and other export 
and investment promotion activities that support Africa could be 
provided through many creative applications of U.S. aid. As the 
African and American private sectors attempt to collaborate closer 
together, they need to do so in a news environment which is not so 
hostile to Africa's prospects. 
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Eleventh, by indicating that Africa's private sector needs 
greater U.S. support, we do not intend to suggest that governments 
in Africa are to atrophy and wither away. Rather, while governments 
may need to become leaner they also need to be stronger and quicker 
and be endowed with new technologies, systems, procedures, and work 
ethics that will permit them to better monitor, guide and oversee 
the activities of the private sector. More effective tax 
collection, quicker judicial proceedings, prevention and early 
detection and prosecution of white collar crime, the ability to 
develop and implement social safety net programs, and superior 
policy analytic skills all call for governments whose capacities 
for decision-making should be significantly enhanced. In an 
information-technology driven world, U.S. development assistance 
can and should go toward strengthening leaner African governments. 

Above all, U.S. trade and development policy should help to 
improve Africa's tax base through creating more productive private 
sector enterprises and greater employment. Facilitating the 
ability of African companies to list on U.S. stock exchanges, for 
example, will open up a whole new world of private capital for 
African development. This will enable African governments to 
maximize revenues with which to attend to the more basic 
responsibilities of government. Given higher domestic production 
and revenues, African countries can take full charge of activities 
such as providing ballot boxes and papers and supplying voter 
registration and identification cards, making it absolutely 
unnecessary for aid agencies to become involved in this most 
fundamental aspect of sovereignty and self-government. 

Twelfth, no development policy for Africa is likely to be 
sustainable while Africa carries a debt burden of some $330 
billion. This overhang, and the exigencies that come from high 
interest and principal payments, skews Africa's budgetary 
priorities and its financial and investment planning capabilities. 
In this context multilateral bank debt must be on the table of 
negotiations . 

Finally, we note that the President Clinton's policy proposals 
emphasize that the United States will focus its support on those 
countries that are pursuing meaningful structural adjustment and 
economic reform and that also have made the hard but correct 
choices on democracy, human rights, transparent and accountable 
governance, investment in people and protection of the environment. 
Ghana is a country that has made these right choices and is 
therefore richly deserving of maximum support from this Congress in 
its economic development efforts. The Ghana Government has 
specific programmes that target joint U.S.- Ghanaian public and 
private sector investments in independent power production, mining, 
energy development, agriculture including fishing, 
telecommunications and banking and financial institutions. 
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What Africa needs today is not someone who can give it fish to 
eat, so it can ask for more fish each day. All Africa is asking 
for is a friend who can teach it to fish better, so it can feed 
itself forever. We welcome the efforts of Congress and the 
Administration to fashion a new relationship with Africa and pledge 
our readiness to work towards mutually beneficial goals. We urge 
Congress to invent new paradigms and programs and to enact new laws 
and encourage new administrative and operational rules that will 
lead U.S. public agencies to work more closely with the American 
and African private sectors to promote Africa's development while 
strengthening Africa's leaner governments. 

Thank you. 
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Jnlr 30. 1096 


The Hon. Riil Crane 
Chaiiman 

Subcommittee on Ttade 
Committee on Ways and Means 
1 104 Longworth House Office Building 
Washington, DC 20515 

Dear Chairman Crane: 

Thank you for providing an opportunity to submit a statement on the 
US/Sub-Saharan Africa trade relation^p. As a former Commerce 
Department Desk office for 12 southern African (X>untries. and as a 
former Peace Corps Volunteer from Botswana. I have a deep, personal 
perspective on African economic and private sector development. 

I congratulate the Subcommittee on holding hearings on US/AfrIcan 
trade relations, and commend it on Its initiative In creating a 
comprehensive trade and investment strategy for Africa. I would like to 
further applaud the work of Congressman McDermott — a member of the 
full Committee for his work on launching and sustaining a 
Congressional-Administration dialogue on trade-based economic growth 
in Africa. 

The hearings you are holding are ttmefy. Commerce Department figures 
reveal that trade between the United States and Africa hit a new in 
1995. with combined trade flows exceeding $18 billion. US Investment 
also appears on the increase with the US direct Investment position in 
Africa reaching $3.6 billion by the end of 1994. Finally, democratic 
traditions and market oriented systems are on the rise on the continent 
as roughly two-thirds of the countries are now undertaking some form of 
political or economic reforms. 

But these successes, while Impressive from African standards, inspire 
little Interest in US firms consumed with the Aslan Tigers or the Big 
Emerging Markets. Total US/Afrlca trade has been largely fiat for the 
last decade. The 1995 levels stand at onty 16 percent above the levels for 
1989. Total Investment In the region is also low. when compared to Just 
about any other region in the world or even to Africa in the era before the 
Imposition of sanctions against South Africa. 

Moreover, while there may be hope for continued economic growth in 
Africa, and between African countries In the United States, there persist 
a number of constraints that threaten to hobble any sustained 
expansion of US/Afrlcan relations. Efforts at capital formation In numy 
of the countries have been stalled as Investor confidence remains low 
and as economic reforms remain Incomplete. While the rewards of doing 
business In Africa can be lucrative — the Commerce Depeutment 
estimates that US investments in Africa yield an average 30 percent 
return compared to worldwide returns of 1 1 percent -- the risks often 
frighten all but the most committed away. Moreover, the fragmentation 
of the continent into 48 national markets, the lack of solid commercial 
Information, and the practice of servicing Africa from European 
subsidiaries further weakens the Interest of US-based corporate planners. 

The cumulative effect of this constraints is evident when the United 
States is compared with other major trading partners. At the end of 
1994. the United States was the fifth largest supplier to Africa, trailing 
after Japan and three European countries. Without a determined effort 
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to change the way corporate America looks at Africa. US market share in 
Africa continue to lag. 

The US Government can play a vital role in redirecting Interest to Africa. 
You and Congressman McDermott have already identified several 
important ways of raising the profrle of Africa. You rightly identlAed the 
lack of frnance as one of the biggest problems facing Africa, and proposed 
establishing several ways to enable African countries to gain access to 
private sector funds and government export guarantees or develop the 
export industries to earn more foreign exchange. You also focused on 
mecheinlsms to restrict those programs to the those countries that have 
undertaken economic reforms. Includii^ privatization; taken credible 
steps to reduce their debts to mana^ablc levels; and established greater 
transparency. Taken together, your proposals lay a solid foundation for 
sorely-needed infrastructure improvements, enhanced regional 
Integration, and trade based growth that are the hallmarks of sustained 
economic development. 

But while the debate has thus far focused on the tangible role of the US 
government in stimulating capital formation, it has largely neglected the 
intangible roles — such as the advisory and consultative services of the 
US Government -- that are often just as important. In fact, those roles 
have been largely neglected in Africa for several decades as other more 
priority regions of the world gain more resources and attention. 

The best example of this is the lack of priority that the Foreign 
Commercial Service (FCS) places on Africa. The US Commerce 
Department staffs foreign commercial service posts in roughly 70 
countries around the world, but staffs only four posts In sub-Saharan 
Africa. In fact, there are currently more commercial service posts in 
Germany, than in all Sub-Saharan Africa. This means that commercial 
functions in non-FCS posts are staffed by State Department officers, 
many of which are either not trained In commercial matters or are not 
interested. 

The Administration's recently released Trade and Policy Development 
Report for Sub-Saharan Africa justifies the minimal foreign commercial 
presence by claiming that its FCS posts in Nairobi, Abidjan, and South 
Africa are "regional ’ posts. While this "regionalization” excuse confirms 
there Is a problem with a lack of cover^e. It does little to rectify it. FCS 
officers have a hard enough time developing the contacts and know-how 
to make them effective in one countiy or city. When they are required to 
spread themselves to an additional 12 to 15 countries, even with the 
support of the Embassy economic section in those countries, this level of 
commercial representation becomes token at best. 

Not only does this pattern of post allocation send a clear message that 
US priorities are not in Africa, but it also hinders the ability of US firms 
to develop a presence in many African countries. FCS posts play an 
important role in providing Information and in helping US firms 
introduce themselves to a new country. For a country like Germany, 
where sources of commercial information abound, such a service is 
hardly needed, and may crowd out similar private sector activity. For 
countries like Ghana or Guinea, where such information is scarce and 
where the business customs are less well-known, the presence of reliable 
commercial support from the US Embassy can be critical to getting a 
deal started and seeing it closed. 

Unfortunately, this appeirently lack of interest often goes to the top. The 
late Commerce Secretzuy Ron Brown made several trips to Africa to 
promote stronger US/AftIcan ties. Before that the previous Commerce 
Secretary to visit Africa was Malcom Baldridge, who visited Africa in the 
1980 s. At sm even higher level, the trend becomes more pronounced. 
Aside from a visit by President George Bush to the US troops In Somalia 
during the lame duck period in his presidency, no sitting US president 
has gone to sub-Saharan Africa since President Jimmy Carter became the 



first US president to visit that r^on. To be fair, however. Africa does 
seem to be popular among Vice Presidents. Vice President Gore has made 
several trips to Africa, as did Vice Presidents Dan Quayle and George 
Bush. 

Similarly, Congress is often an accomplice in this lack of attention in 
that it focuses insufficient resources to economic successes in Africa. All 
too often. Congrraslonal hearings focus on the problems in Africa 
AIDS, underdevelopment, wars, poverty, or refugees — without taking the 
time to tease out the good nevra from that continent. In the past five 
years, there have been dozens of hearings bemoaning the lack of 
democracy In Zaire or condemning the ethnic strife in Burundi and 
Rwanda, but there have been only a handful of hearings extolling the 
accomplishments of the private sector. In contrast to toe endless parade 
of resolutions condemning toe regimes in Nigeria and other less than 
democratic places, there Imve been few, if any. resolutions praising toe 
sound economic stewardship of Botswana or Swaziland. 

As you move forward on your plans to develop a comprehensive trade and 
investment strategy for AfHca, I would encourage you to address some of 
the Intan^ble aspects of that policy. At the very leaatt I woUtd hope 
that pc8 poets could be opened in Africa to exp€md the 

V3 Commerce Department presence there. It is vital that any policy 
in support of a US/AfrIcan trade partnership be depicyed throu^ all 
available means while demonstrating the clear, and unambiguous, 
endorsement at all levels of government. 

Thank you for considering these views. 

Sincerely. 

L 

Stqphen E. Lamar 
Vkse Preaklent 
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AFRICAN AMBASSADORS PERSPECTIVE ON US/AFRICA 
TRADE RELATIONS 


INTRODUCTION 


As the world comes to the close of the first decade since the end of the Cold War, Africa 
finds Itself in an extremely difficult situation as it struggles with changes taking place 
worldwide and within the continent itself. While the continent appears increasingly at the 
brink of being excluded from effective participation in international trade and global 
economy, facts suggest that today's world has become a small global village where 
mankind is closely interlinked by fate. The development of Africa’s economy while 
essential for the future of the continent, will also have beneficial effects for the rest of the 
world. 

The importance of Africa to the United States and to the world at large is founded on the 
following. 

- Africa represents about 10 per cent of the world's population and 25 percent of its 
land mass. The socio-economic development of the continent, its environmental 
stability and the political developments therefore have bearing on the rest of the 
world. 

- With a population of over 600 million and a GDP of about U.S. $ 443 Billion 
(1994), Africa has one of the largest concentration of consumers. It is therefore a 
large potential market, for the U.S. and tor the rest of the world. 

- Besides its manpower, the continent is endowed with vast resources which 
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include: tropical forests, rivers and takes, oil and mineral deposits, attractive 
geophysical features and rare species of animal life. Africa's varied climate also 
makes it possible to cultivate a wide range of crops for the benefit of mankind. 

It is now widely appreciated by Africans themselves, that solutions to the continent’s 
development are primarily their responsabilities. In this regard many African countries 
have undergone considerable transformation in the last five years or so aimed at improving 
the business climate and attracting Investnwrt. Consequently, Africa is now really a 
kaleidoscope of many countries and regions, at different stages of development. It is no 
ionger accurate to generalize when referring to Africa. Recent changes and developments 
in the continent include: 

- Democratization 

The process of democratization has taken root in Africa. At least 31 countries now 
have popularly elected governments and parliamentary democracies. The trend 
continues. 

- Economic Reforms 

Most countries have embarked on structural adjustment programs to make their 
economies more market oriented. Most countries have liberalized their trade and 
investment regimes to facilitate the flow of goods and investment resources in 
and out of their borders. 

- Regional Co-operation and Inteoration 

In line with the global trend, a renewed interest in regional economic co-operation 
in Africa can be seen. 

- Privatization 

The role of the private sector in economic development of the continent is being 
encouraged through creation of an enabling environment for private investment. 
Government partidpatian in business activities is on the decline as many previously 
government owned enterprises are restructured or privatized. 

- Public Sector Reform 

African governments recognize that the era of big government is gone. Measures 
have been undertaken in several African countries to dovmsize the bureaucracy. 

The above changes have not been without a social and ecrxKxnic cost. The structural 
adjustment proce^ has opened African enterprises to competition and forced numerous 
manufacturers tq dose down leading to lay-offs and increased unemptoyment. This 
compounded wijh a heavy international debt has left Africa in a fragile situation and in 
need of fresh caf^. But it is Africa's hope and expectation that out of the sacrifice made 
and suffering endured will sprout a new life of prosperity. Several countries in Africa have 
set a base for take-off to ns^industriaNzedaxstlry status. How fast and smooth this can 
be done will depend on the international reaction to changes in Africa, trijection of new 
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■nvestment capital is vital. The United States can make a major impact by encouraging 
direct investment in Africa. 

THE CURRENT SITUATION OF US/AFRICA TRADE AND INVESTMENT RELATIONS 

Since the winds of change that swept across Africa after the second world war, ushering 
in the independence of the majority of African countries , planting seeds of new nations, 
the United States has been a major participant in events that have shaped the continent 

Thanks to the variety of U.S. Foreign Assistance Programs, Sub-Saharan Africa, has 
benefited from a variety of socio-economic development schemes, humanitarian 
assistance programs and conflict resolution activities. Through the USAID, the Peace 
Corps movement and other targeted bilateral programs United States aid and technical 
assistance have helped development of the continent's agriculture, educational facilities, 
environment, industry, public health and manpower. The United States has equally been 
instrumental in the development of Africa through its contributions to multi-lateral 
organizations notably the United Nations, the World Bank, the African Development Bank 
and the IMF. 

Despite all these efforts, U.S. assistance to Africa has fallen short of achievihg the primary 
objective which is to reduce poverty and to improve the standard of living of the African 
people. U S -African trade has notably remained dismal while U.S. investment in Africa has 
stagnated if not declined. 

For example in 1995,total US exports were valued at US $582.1 billion , $5.4 billion 
(about 1 per cent) of which went to Africa. Total US imports in 1995 were US $ 743 5 
billion, $12.7 billion ( 1.7 per cent) of which originated from Africa. 

Although the U.S. has q. negative trade balance with Africa, crude oil alone accounts for 
nearly 66% of Sub-Saharan Africa's exports to the U.S. There are only a few other notable 
exports from Africa to the U.S. such as semi-precious stones (3.1%), ferro-alloys (2.4%) 
and cotton and textile apparel (2.3%). Sub-Saharan African exports to the U.S. are 
predominantly raw materials with little value added. Only four countries: Nigeria, Angola, 
South Africa and Gabon account for 84% of Africa's exports to the United States with 
Nigeria alone accounting for over 30 per cent in 1995, Similarly, South Africa accounted 
for over 50 per cent of Africa's imports, from the U.S. in 1 995. Both the structure and level 
of U S -Africa trade are therefore unsatisfactory. 


The formulation of a Comprehensive Trade and Development Policy for the Countries of 
Africa , a report presented by President Clinton to the Congress, on February 5, 1996 
pursuant to section 134 of the Unjguay Round Agreements Act, is a major step forward to 
an overall Trade and Investment Policy on Africa but it has come at a time when the U.S. 
is actively downsizing its financial commitments to Africa . 
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Within the context of the efforts by the U S. Congress to balance the budget, the already 
small U.S aid package to Africa has been cut back, putting into question even the 
existence of present projects. African countries believe that new initiatives should 
complement rather than replace existing bilateral technical assistance and aid programs. 

The Generalized System of Preferences (GSP) which allows African exports into the US 
market under preferential tariff rates, was held in abeyance for almost a year- The 
consequence of this indecision was that many small and medium African and American 
companies which utilized the GSP scheme had to bear the burden of added tariff cost. 

Moreover, efforts by budding African exporters of textile and related products to the United 
States have been checked by quantitative restrictions, in way of quotas, thus frustrating 
the industrialization process of these countries, and reducing their capacity to purchase 
more U.S. goods, and attract more American investors. This is a glaring contradiction in 
U S development assistance objectives for Africa An example at hand is the case of 
Kenya, which is currently limited by quotas to exportation of only 381 ,000 dozens of shirts 
and 1 ,378 thousand pairs of pillow cases to the U.S. each year This quantity is a drop in 
the ocean and does not pose any danger of disruption to the U.S. domestic market 

The U.S ineffectiveness in Africa contrasts sharply with the relative success of the 
European countries. While colonial history links African and European countries, this 
relationship has been strengthened and maintained through a solid program of co- 
operation and assistance under the umbrella of the Lome Convention This convention not 
only provides preferential access to the European Union market by products from Africa, 
Caribbean and Pacific (ACP) countries but also provides regional technical assistance 
programs in industrial development, agriculture, and infrastructure development. The U.S 
does not have a comparable comprehensive scheme for Africa. 

The emergence of Japan and east Asian countries as major exporters of manufactured 
products and their increasing share of the African market clearly dispel any supposition 
that Europe has a monopoly over African markets. Success of these countries Is based on 
close support by the their Governments to the private sector when competing for markets 
in Africa, especially in infrastructure development , as well as their long term strategies 
The bottom line is - if Japan can succeed in Africa, so can the U.S 

CHALLENGES OF US/AFRICA TRADE: ELEMENTS OF SOLUTION 

While there still remain major challenges to the development of mutually beneficial trade 
relations between the US and Africa; they are however not insurmountable. 

Media Coverage 

Most American and American businesses continue to be misinformed about Africa by the 
American media. Both the electronic and print media continue to present an unbalanced 
image of Africa by focusing mostly on major frials and tribulations of a handful of countries 
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on a continent with more than fifty countries. These coverages are often inaccurate and 
inadequate, thereby rendering them overly negative and unrealistic. 

Since the American business community in particular and public in general base their 
basic impressions of other parts of the world on media reports, a positive image of Africa 
in the US media is a crucial pre condition to the development of increased trade relations 
between Africa and the US. The economic potentials and opportunities offered by the 
African markets are seldom mentioned, but the woes of a handful of countries are 
generalized as reflecting the situation on the continent. 

African-European Economic Relations 

The US can follow Japan's example and begin to significantly increase its share of Africa's 
international trade. The US has to disabuse itself of the illusion that Africa is Europe's 
territory and live up to the words of the late Commerce Secretary, Hon. Ron Brown, 
"American will no longer concede tho African market place to Europeans" The Europeans 
have welcome this American challenge. 

From Aid to Trade 

While it is realistic to focus on increased trade between Africa and the US, and not only 
on US foreign assistance to Africa; it is also fair to say that US foreign aid to Africa was 
also a domestic assistance for jobs creation in the US, i.e. American consultants 
contractors and suppliers are used in providing US foreign assistance to Africa. 

The late Commerce Secretary, Hon. Ron Brown and the Republican controlled Congress 
made it very clear to Africa th^ the US was focusing on trade and not foreign aid. As Africa 
braces itself for this change, it must nonetheless be a gradual process 

Joint-ventures between African and American businesses must be encouraged OPIC 
EXIMBANK and USAID rules should be modified to allow for more commercial investments 
in Afhca. Other US financial institutions, should commefK» modifications that would reflect 
this change and create more opportunities for Africans in Africa. 

Africa debts crisis 

A major challenge to trade development between Africa and the US is Africa’s indebtness 
reported to be US $ 223 billion last year. Africa spends 20% of her export earnings on 
average to service this debt. This definitely reduces or eliminates savings for economic 
growth and development. Hence, it is in the interest of both the US and African 
governments to seriously find ways and means to eliminate this indebtness so as to 
provide the necessary savings for trade ar>d investments. 


Multinational corporations 
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Many small and medium size US businesses seem to have conceded the African markets 
to the large multinationals. They have the misconception that investments into African 
markets are very costly and riskier than investments into other parts of the world. However, 
the fact of the matter is that investing in Africa is no more costly and riskier than investing 
in other parts of the developing world, such as Latin America, Asia, central and Eastern 
Europe. 

Small and medium size businesses should be encouraged to use commercial investment 
information from the US Commerce Department, African embassies, as well as African 
students and professionals before forming opinions on trade and investments in Africa. 

Africa is more than a source of raw materials 

As mentioned earlier, more than 75% of US imports from Africa have been in raw materials 
such as crude oil and minerals, Africa must be seen as more than the provider of raw 
materials for US manufacturers. Though it represents a diverse set of countries, with 
incomes ranging from low to upper middle; the last 14 years , it has led the world in rates 
of return on investments by American multinational corporations The African market is 
significant for the US because it represents a large and developing market for US goods 
and services. 

Africa should also be viewed as a region that is increasingly becoming liberalized both 
politically and commercially. The past five years have witnessed political reformation 
towards democratization that is unprecedented. The current trend of political and economic 
reforms must be embraced, erKXturaged and supported by the US. Institution-building and 
sustaining mechanisms in support of these changes must be visibly and adequately 
supported by the US as part of its comprehensive national security strategy to create a 
friendly environment for investment and development. 

As political stability is a prerequisite for economic development and economic 
development contributes towards the alleviatirxi of poverty: herK:e eliminating the breeding 
ground for such ills as terrorism, refugee flows, narco-trafficking, environmental 
degradation, internal and regional conflicts . 

To further strengthen these efforts the US should penalize those American businesses that 
continue to engage in illegal commercial activities with warring factions and war lords. 

AFRICA AND THE WTO 

During the negotiations leading up to the final Uruguay Round and the implementation of 
the new GATTAfVTO, the ability of the Sub-Saharan African countries as a group to protect 
their interests and influence decisions was very limited due to a number of factors, e g. 
most Sub-Saharan African countries had neither the financial nor technical capacity to 
participate actively in the negotiating process, even today few have delegations at the 
GATTArtfTO headquarters. 
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The new GATT aims principally at lowering worid trade tariff barriers. At present, according 
to the OECD, the majority of Sub-Saharan African countries face tariffs on their exports of 
less than Ther^ore they will not be beneficiaries from these tariff reductions. The 
Most Favoured Nation (MFN) tariff cuts in the new GATT will lead to an erosion in the 
preference margins that ben^ciaries received under such schemes as the Generalized 
System of Preferences (GSP) and the Lome Convention. 

For Sub-Saharan African countries to achieve sustainable growth, the development of a 
strong manufacturing sector is essential. It will be through manufacturing that employment 
can be created for the younger generation of Africans coming on to the job maritet each 
year. However, it is spei^cally those manufactured products, such as clothing and leather 
work, which are of potential interest to African countries that retain the highest tariffs - 
10.2% for garments and textiles and 2.1% for leather goods. 

It is the general consensus of the numerous studies assessing the probable effects of the 
Uruguay Round on Africa in particular that any benefit to the Sub-Saharan African 
countries will be small and indirect from the trickle down effect of the general increase in 
world trade 

The Uruguay Round also encompasses a number of service agreements. Commercial 
services account for 25% of worid trade arxl grew at an annual rate of 7.7% between 1980 
and 1993, while trade in goods grew at 4.9%. African countries are principally importers 
of services. The Sub-Saharan African countries will need help in ensuring that internal 
markets are not swamped by foreign companies as they open up their service sectors. 
They will also need technical assistarKe in settirtg up the legal and investment frameworks 
for these areas of development. 

The WTO will become a major international organization influencing the world economic 
order. Since Sub-Saharan African countries have little experience in trade and commercial 
matters for the reasons stated above, they will find it difficult to play a full role in the WTO 
to successfully protect African interests. Furthennore the number of Africans who can 
participate in the structural organization of the WTO itself is also limited, doubly limiting 
the ability of the African countries to effectively work to ensure the full integration of Africa 
into the global economy. 

In the light of the above coTKlusiora concerning the effect of the Uruguay Round on Sub- 
Saharan African countries, some rethinking of the new GATT/WTO framework in respect 
of Africa is necessary. This must take into consideration the m^ historic disadvantages 
under which the African countries are se^ng to reform and develop their ecrxiomies, and 
the disadvantages that the present UR framework impose on the African crxintries. 

The support of the United States, as well as other international partners, would be of the 
upmost importance. 
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NEW INITIATIVES FOR A UNITED STATES TRADE AND INVESTMENT POLICY 
TOWARD AFRICA 

As noted by the U S. Senate Committee on Appropriation in its 2nd session report of June 
27, 1996, "... After years of substantial U.S. bilateral and multilateral aid and investment, 
economic and trade trends (in Africa) show tittle sign of improvement. It is clear that the 
administration has not yet deveioped a coherent strategy to match long term, declining 
resource trends with ever expanding requirements. No new targets of development 
opportunity have been defined nor have innovative approaches been tested...". 

Considering the "limited" success of U.S. policy on aid and development in Africa, 
especially towards the eradication of poverty and the creation of an enabling environment 
for self-sustaining development, the time has come for a radical shift in policy to support 
a private sector and market incentives approach to stimulating economic growth and 
reducing poverty in Africa. 

As has been noted by the African Ambassadors Economic Committee, the achievement 
of the above goal is primarily a question of approach. 

The suggested approach should contain the following elements: 

1 . Countries that have suffered major internal conflicts and natural disasters should 
continue to receive traditional aid programs that provide humanitarian and reconstruction 
assistance 

For those countries whose levels of economic growth justify it, foreign assistance 
funding should be directed at creating seed capital and leverage in the financial markets 

2.. Aid should be, aimed at capacity and capability enhancement of African 
entrepreneurs, professionals and firms. Training programs should make African 
consultants and firms eligible for bids put out by the multilateral financial institutions. A 
portion of such contracts should be set aside for these African firms to give them the 
chance to grow and participate fully in the global economy. 

3 The United States Government should develop a "Marshall Plan" for Africa, but this 
time, providing guarantees and incentives to the United States private sector to invest in 
Africa . American investors should be encouraged to process Africa's vast raw materials 
in Africa . Current policies such as that of the US EXIMBANK which requires African 
governments with fragile financial institutions to counter-guarantee loans for projects must 
be modified if the assistance package under these policies is to be meaningful to the 
African entrepreneurs. 

4. The active support of the United States Government for the regional economic 
integration efforts in Africa is critical if African markets are to be developed to sufficiently 
attract U.S. private capital and entrepreneurship. 
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5. The science and technological know-how of the United States should be used to 
help Africa modernize its indigenous technologies for greater raw material processing. 
Agencies such as the Departments of Energy, Transportation, Agriculture, in conjunction 
with other US private sector research organisations and universities could liaise with 
African research organizalions such as Ghana Centre of Scientific and Industrial Research 
(CSIR) to create new products from plants and other raw materials. 

6. US Trade and development Policy for Africa should also incorporate an incentive 
scheme that will erxxxrage the African professionals who have been trained in the United 
States or received higher training in the US to offer their services to African countries. 
Such a scheme that encourages these professionals to start up busirtesses in Africa with 
US technical support will appeal more directly to these professionals and intellectuals. 

7. The new policy should allow easier access for African products to the US market. 
The acceptability of African products fo US markets, artd the desire of the general 

US citizenry to support assistance to Africa Is critically dependent on the image of Africa 
projected in the minds and perceptions of the American public. US policy should use the 
expansive reach of the US agencies to present Africa in a positive light to the US public. 
For example, few Americans realize that each US dollar given as aid to Africa gerrarates 
$20.00 for the American economy and that US finns on the average receive 30% return 
on their investments in Africa as compared to 12% in other developing countries and 5% 
in developed countries. 

8. US technical assistance should erteourage and support African goverrwnent s to 
improve their abilities for superior policy analysis skills. 

9. The US trade policy must seriously address AfHcrtowrb e aringdebt-bunlen. Debt 
forgiveness for all of the debt should be a poeefoility, especially with strong US leadership. 

CONCLUSION 

The African coumrieswelcxim e the ptiilication of the US PiasidenI’sComprshensive Trade 
and Development Policy for the Countries of Africa. It is a giant st^ in a very long, 
arduous stmggle to gain improved trade p re fer ence s with the USA. The African countries 
certainly support aU the initiativee induded in President CHnton'e Comprehensive Trade 
and Devetoprnent Policy for the Countries of Africa, and urge foair implement a tion as soon 
as possible. 

Moreover, the African oowtrieealao support the inilialives of the House Bipartisan Africa 
Trade & Investment Caucus particularty: 

US-Africa Free Trade Area, though the aariier the better 

Creation of the US-Africa Economic Cooperation Forum 

Freeing African textile and apparel exports from quota up to a level of $ 3.4 billion 

per year. 
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The African countries note with much satisfaction the unprecedented initiative of the House 
Ways and Means Subcommittee on Trade to organize this hearing which focuses on the 
promotion of better trade and investment relations between Sub-saharan Africa and the 
US. 


The present statement is just a basic overview, to proceed further, a Summit 
between the President of the United States and the leaders of African Countries should 
be convened in order to hold a high level discussion on the formation of a US-Africa Trade 
and Investment Partnership. 

The new partnership would include greater access to African and US markets as 
well as the establishment of an annual high level forum that will provide the opportunity to 
develop, evaluate and monitor the Implementation of the elements of the partneship. 

We can assure that the African Ambassadors to the US are fully committed to work 
closely with all US interested parties, to achieve these goals. 
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JOINT STATEMENT OF 
MAURITIUS SUGAR SYNDICATE AND 
MAURmUS-U.a business ASSOaAHON, INC. 


Bcfmttw 


UNITED STATES HOUSE OF REPRESENTATIVES 
BEFORE THE COMMITTEE ON WAYS AND MEANS 
SUBCOMMITTEE ON TRADE 


Concerning U.S. Trade Policy with Africa 


This statement is submitted on behalf of the Mauritius Sugar Syndicate ("MSS") and 
the MauritiuS’U.S. Business Association, Inc. ("MUSBA") in connection with the 
Subcommittee's August 1, 1996 hearing on U.S.-Africa trade policy. The MSS is a private 
sector organization representing all sugar planters and millers in Mauritius. Working in 
close cooperation with the Government of Mauritius, the MSS is responsible for marketing 
all sugar produced in Mauritius, including sales to the United States under the U.S. tariff 
rate quota. 1 am legal counsel to the MSS in die United States. 

MUSBA is a non-profit corporation dedicated to enhancing the opportunities for 
mutually beneficial trade between Mauritius and the United States. MUSBA's 
membership is drawn from the private sectors of both Mauritius and the United States 
and consists primarily of companies and individuals who are engaged in importing and 
exporting goods and services between both countries. 1 am the current president of 
MUSBA. 


Introduction 

In December 1994, Congress passed the Uruguay Round Implementing Act, Pub. 
L. 103-465, 108 Stat. 4809 (Dec. 8, 1994). Section 134 of that Act called upon the President 
to "develop and implement a comprehensive trade and development policy for Africa." In 
February, the President issued his first report to Congress on this subject. While the 
President's recommendations represent a positive step, particularly by recognizing the 
need and opportunities for improving trade between the United States and Africa, we do 
not believe those recommendations go farenou^. 

During its hearing on August 1, the Subcommittee received a variety of proposals 
for more aggressive and ambitious action to increase trade with Africa and to encourage 
investment to facilitate Africa's continuing economic development. In particular. Rep. 
McDermott presented testimony calling for an immediate increase in access for African- 
origin textile and apparel products and for the creation of (1) a U.S.-Africa Free Trade 
Area; (2) a U.S.-Africa Economic Cooperation Forum; and (3) a Trade and Investment 
Partnership. MUSBA and the MSS support these proposals. 

To illustrate the need for these steps, my statement addresses the threats to existing 
trade in the two export products of greatest importance to Mauritius — i.e., sugar and 
apparel. This statement also analyzes the potentially negative impact on Mauritius' 
exports of the Uruguay Round and the growing emphasis on Western Hemisphere 
regionalism in U.S. trade policy. While the following comments focus on the importance 
of maintaining and expanding U.S.-Mauritius trade, these comments are in many respects 
relevant to trade with the African region generally. 


I. THE IMPORTANCE FOR MAURITIUS OF TRADE WITH THE UNITED 

STATES. 

A. Sugar Exports: The Cornerstone of the Mauritian Economy. 

Until relatively recently, the Mauritian economy was almost completely dependent 
upon one product — sugar. With few natural resources, Mauritius has for more than 200 
years relied upon the production and export of sugar for its livelihood. Until the mid- 
1980’s, the sugar industry was by far the largest private sector en^loyer, and sugar 
exports accoimted for nearly 90 percent of Mauritius' total export revenues. Mauritius' 
dependence on sugar is due to its particular climatic conditions. Sugar cane is one of the 
very few crops that can withstand the tropical cyclones that frequently hit the island. As a 
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result, sugar cane is grown on over 90 percent of the arable land on the island. Despite its 
small size, Mauritius is the third largest producer of sugar in the African region and 
among the top ten sugar exporters in the world. 

Over the past 15 years, Mauritius has undergone a successful economic 
diversification program, primarily due to the encouragement of apparel manufacturing in 
the Export Processing Zone. D^pite the success in developing Ae apparel industry, the 
sugar industry remains the cornerstone of the Mauritian economy. Today, the sugar 
industry is the second largest employer. Sugar exports now account for roughly 30 
percent of gross export revenues and about 50 percent of net export revenues, as the 
materials and equipment for the apparel industry must be imported. 

Approximately 40,000 people out of a total working population of roughly 500,000 
are directly employed in the sugar industry. In addition, other industries that support the 
sugar industry provide further employment The Mauritian sugar sector is not dominated 
by a few large corporate farms. Nearly half of the sugar is produced on approximately 

35.000 small-to medium-sized farms — most of which are family owned. In addition, no 
government subsidi^ are provided to the Mauritian sugar industry. 

For decades, the United States has been one of Mauritius' important trading 
partners and an essential market for its sugar exports. Before the imposition of the U.S. 
sugar quota in 1982, Mauritius exported as much as 100,000 tons of sugar per year to the 
United Stales. In the intervening years since 1982, the U.S. sugar quota has gradually 
declined, and Mauritius' access to the U.S. sugar market has been reduced 
commensurately.i As a result of the Uruguay Round, the Uruted States has now "bound" 
the minimum level of the tariff rate quota at 1.1 million tons. Mauritius' first-tier 
allocation of this minimum quota amounts to approximately 15,000 tons. 

Despite the reductions in Mauritius’ access to the U3. market since 1982, the United 
States remains Mauritius' second largest export market for sugar.^ Should Mauritius’ or 
the other African sugar exporters' access to the U.S. market be further reduced, the only 
alternative market for their sugar exports would be the so-called 'world market," where 
spot prices arc extremely volatile and frequently do not even cover the cost of production. 

The benefits received from stable access to the U.S. sugar market at reasonable 
prices are widely distributed throughout the economy of Mauritius. As noted above, 

40.000 workers are directly employed in the production of sugar. These employees are 
unionized and engage in collective bargaining regarding wages and benefits. The right to 
collective bargaining is guaranteed by legislation in Mauritius, and working conditions 
are regulated by government agencies. Sugar industry wages have generally increased 
faster than the rate of inflation and are comparable witii wa^ in the industrial sector of 
Mauritius. Moreover, 35,000 small fanners earn their livelihoods or supplement their 
incomes by growing sugar. As members of the MSS, these small growers share directly in 
the proceeds received from sales to the U.S. markeL 


^ The percentage allocation of the U.S. sugar quota assigned to Mauritius— 1.2 percent— does not 
accurately reflect Mauritius' traditional share of the US. market due to the unprecedented coincidence of 
several force majeure events during the 1975-1981 base period used to calculate the quota allocations. 
Mauritius' share of the U.S. quota would have been greater if a more representative base period had been 
used. [>espite repeated requests by the MSS, *e U5. Administration has not adjusted Mauritius' quota 
allocation to account for this anomaly in its base period exports. 

^ The same is true tor most of the other Afiican sugar-exporting nations. Ten <^vek^ing African 
countries }k>UI aUocations under the US. sugar quota: dlvcure, Gabtm, Madagasair, Malawi, 

Mauritius, Mcoambk^e, South Africa, Swaziland and Zin^bwe. The United States has tradiiionaUy been 
the ia^«t or second largest market for su^ e)qK>rts for most of these countries. The tnt»t recent daU 
pt^Ushed by the Inlemationai Sugar Otganizatiem rqx>tts that over the past five years 100 percent of the 
sugar exported by Mozan^ique and Gabon went to the United States, and approximately 50 percent of the 
sugar exported by South Aftia since economic sanctions vrere lifted has been sold to the Unit^ States. For 
most of Ae renvaining African quota holders, sugar exports to the Uruted Slates constitute approximately 25 
percent of their total sugar exports. 
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In addition to these direct benefits, revenues earned on sugar exports to the United 
States are reinvested in Mauritius and have served as an important source of funds for 
economic development and diversification, including the development of the apparel 
industry. Mauritius has also enjoyed a sugar>based industrial development in which 
many local businesses have been established over the years to meet the needs of the sugar 
industry. For example, businesses have been created to manufacture fertilizer, lime, 
factory equipment, and other products required to produce sugar. Distilleries have been 
established to produce rum and perfume from the by-products of the sugar industry. 
Bagasse, the dried residue from crushed cane, is used in generating electricity for the 
national grid, replacing non-renewable energy imports such as oil. These new economic 
developments have provided significant additional employment opportunities as a result 
of the "multiplier effect" of each dollar earned from the sale of sugar. 

For all these reasons, it is of vital importance that Mauritius maintain at least its 
current level of access to the U.S. sugar market at fair and remunerative prices. Any 
erosion in the U.S. price or in Mauritius' access to the U.S. sugar market would affect not 
only the sugar industry, but also Mauritius' ability to plan and to execute future economic 
development in other sectors. 

B. The Mauritian Apparel Industry: Continued Success Depends Upon 
Market Access. 

At its independence in 1968, Mauritius had essentially no industrial base and very 
little foreign investment. By 1982, the economic outlook was further complicated by a 
catastrophic unemployment rate of 20 percent, which only threatened to worsen if the 
population continued to grow at the dien-current rate. Based on the advice of the World 
Bank, in 1982 the Government of Mauritius embarked upon a bold program of fiscal 
austerity and economic development and diversification. Building upon the foundation 
of the Export Processing Zone and adding incentives designed to attract foreign 
investment, Mauritius took the first steps toward a diversified economy. 

The development and diversification program has been a remarkable success. In 
less than 15 years, the apparel manufacturing industry has become the largest employer in 
Mauritius, and apparel exports now constitute nearly 60 percent of Mauritius' gross 
export revenues and 40 percent of net export revenues. In addition, the tourism industry 
has also grown to the point that it is now the third largest source of employment and 
foreign revenue. The process of diversification is still ongoing, and Mauritius is currently 
expanding into other types of light manufachiring, information services and financial 
services. 

The continuation of these export-driven successes, however, is dependent upon 
Mauritius' ability to maintain access to its major markets for its two main export products, 
i.e., sugar and apparel. Because the United States is an essential market — indeed, 
Mauritius' second largest market, behind only the European Union — for both of these 
products, Mauritius' economic stability and continued development will depend to a large 
degree on its ability to maintain and hopefully expand its access to the U.S. market for its 
most important export products. Unfortunatdy, both the Uruguay Round Agreement and 
the increasing emphasis on the Western Hemisphere in U.S. trade policy threaten 
Mauritius’ current success and its prospects for future development. 


IL THE URUGUAY ROUND AGREEMENT CREATES SPECIAL RISKS FOR 

AFRICAN EXPORTERS. 

Although the successful conclusion of the Uruguay Round was a tremendous 
accomplishmoit, a consensus has emerged that the Uruguay Roimd Agreement provides 
relatively few baiefits lor developing countries generally and for the countries of Africa in 
particular. Indeed, it appears that the Uruguay Round Agreement actually raises new 
risks for African exporters. This is especially true in the case of Mauritius' exports of 
sugar and apparel. 



223 


A. The Effect of the Uruguay Round on Sugar Exports. 

The United States has determined that die Uruguay Round Agriculture Agreement 
requires no changes to the basic structure of the US. sugar program.^ Indeed, the only 
significant change to the US. sugar program that has resulted from the Uruguay Roimd is 
the binding of the minimum access level under the US. tariff rate quota.^ Even that 
development, however, is not an unmitigated blessing, as the United States has retained 
the right to modify or even rescind the basic coimtry allocation system that has 
determined access to the U.S. sugar market sin<% 1982. 

Indeed, in the context of the Federal Agriculture Improvement and Reform Act of 
1996, Pub. L. No. 104-127, 110 Stat. 888 (Apr. 4, 19%) (the "Farm Bill"), the United States 
has already this year considered the possibility of rescinding the country allocations and 
"globalizing" the sugar quota so that future access would be on a first-come, first-served 
basis. Fortunately, ^e final version of the Farm Bill r^ected the concept of globalization 
and continued the basic structure of the current US. sugar import program for another 
seven years. If the U.S. quota were ^obalized in the future, however, there is a serious 
risk that the entire quota would be captured by a handful of the world's largest sugar 
producers to the exclusion of Mauritius and other African exporters that have 
traditionally relied on access to the U.S. sugar market. If Mauritius and the other African 
quota holders are to retain meaningful access to die US. sugar market, it is essential that 
the current country allocations be maintained. 

In addition, at the same time that the United States boimd the minimum quota, it 
modified the U.S. Harmonized Tariff Schedule to include sugar imports from Mexico 
pursuant to the North American Free Trade Agreement ("NAFTA”) within the first tier of 
the tariff rate quota. This development further jeopardizes access to the U.S. sugar market 
by Mauritius and the other African quota holdos by creating the risk that increased sugar 
imports from Mexico in die future could displace imports horn other traditional suppliers. 


B. The Effect of the Uruguay Round on Apparel Exports. 

The Uruguay Roimd Agreement also poses great risks for Maiuitius' apparel 
exports to the United States. The gradual phasing out of country quotas under the 
Multifiber Arrangement will certainly result in a more market-oriented approach to 
apparel imports. On the other hand, it is virtually certain that intense competition for 
access to the U.S. market will result, and it remains to be seen whether relatively small 
producers like Mauritius and the other African coimtries can retain market share once the 
quotas are lifted on such low-cost produce as China. This threat is especially severe for 
diose African countries that are only now beginning to devdop apparel industries. Under 
the Uruguay Round regime, they may never be able to obtain meaningful access to the 
U.S. market. 


^ The Uruguay Round Agriculture Agreement requirements fall into three main categnies: (1) market 
access: tariffication of non-tariff barriers and 36 percent average (15 percent minimum) reduction in tariffs 
over six years; (2) domestic supports: 20 percent reduction in aggregate of trade distorting domestic 
subsidies; and (3) export sid>sidi«: 21 permit rediKtion in volume and 36 percent reduction in amount of 
export subsidies. 

* The United States will also reduce its second-tier duty on sugar by the minimum 15 percent. That 
change is unlikely to affect access to the U.S. su^ market, however, because even the reduced duty will 
still pose a pit^iibitive barrier, absoit dramatic dianges in the U3. and/or world sugar markets. 
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in. THE GROWING EMPHASIS ON WESTERN HEMISPHERE REGIONALISM 

IN U.S. TRADE POLICY JEOPARDIZES CONTINUED ACCESS FOR 

MAURITIUS' EXPORTS TO THE UNITED STATES. 

Even before the Uruguay Round was completed, U.S. trade policy had begun to 
focus primarily on expanding trade within the Americas and the Caribbean, to the 
potential detriment of the United States* other developing-world trading partners. This 
policy shift in favor of Western Hemisphere regionalism was most clearly exemplified by 
the conclusion of NAFTA, the efforts to create a Free Trade Area of the Americas 
("FTAA"), and proposals to expand the trade preferences accorded to beneficiary countries 
under the Caribbean Basin Initiative ("CBr) {see Caribbean Basin Trade Security Act, H R. 
553, S. 529). 

While expanding free trade within the Western Hemisphere is certainly laudable. 
Congress should not lose sight of those countries whose trade opportimities would be 
diminished by the creation of such a trade bloc. While trade will no doubt continue to 
flourish between the United States and the other coimtries of NAFTA, the CBI, or a 
prospective FTAA, we must recognize that some of the growth in Western Hemisphere 
trade will come at the expense of existing or potential trade relationships wi^ the 
countries of Africa, which are excluded from the terms of the Western Hemisphere free 
trade regimes. There is a real risk that further expansion of Western Hemisphere trade 
preferences may curtail commerce betwe^ d\e United States and Africa unless steps are 
taken to provide similar trade opportunities for those countries. This is especially true in 
the case of two products diat are at the heart of the U.S.-Mauritius trading relationship — 
sugar and apparel. 

In the case of sugar, NAFTA provides Mexico with an opportunity and a strong 
ixurentive to expand its sugar exports to the United States from tl^ir current level of 8,000 
tons per year to 250,000 tons per year during the transition period, provided Mexico 
becomes a net exporter of sugar. Thereafter, Mexico will have unlimited, duty-free access 
to the U.S. sugar market. 

Mexico's preferential access to the U.S. sugar market under NAFTA is already a 
threat to future access by Mauritius and the other African nations. If comparable terms 
are extended to the other countries of the Americas in the FTAA negotiations or to the CBI 
countries, there is a very real risk that Mauritius and the other African sugar exporters 
will lose all access to the U.S. sugar market 

Similarly, NAFTA grants Mexico preferential access — in terms of both quotas and 
duties — for its apparel exports to the United States. Such preferential access for Mexican 
apparel products is especially problematic for Mauritius because Mauritius and Mexico 
export many of tiie same apparel products to the United States, and Mexico already enjoys 
obvious advantages due to its dose proximity to the U.S. market. 

Under the Uruguay Roimd Agreement, U.S. quotas on Mauritian apparel exports 
will be phased out over ten years. Under NAFTA, however, U.S. quotas on Mexican 
apparel products that meet NAFTA's "yam-forward" rule of origin were eliminated 
January 1, 1994, and U.S. quotas on non-originating Mexican apparel products will be 
phased out more quickly than under the Uruguay Round, with most such quotas to be 
eliminated by 2001. 

Equally important, Mexican apparel products have a permanent duty advantage as 
a result of NAFTA. Under the Uruguay Round Agreement, U.S. tariffs on Mauritian 
apparel exports will be reduced — but not eUmimted— over ten years. In contrast, under 
NAFTA, U.S. tariffe on qualifying Mexican apparel products were reduced effective 
January 1, 1994, to lower tiian MFN levds and will be eliminated completely by 1999-2003. 
Non-origiiuting Mexican apparel products are subject to preferential duty rates under 
tariff-rate quotas. As illustrated by the following table, Mauritius' apparel products are at 
a substantial duty disadvantage compared to the same products imported from Mexico. 
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Imported From Mauritius 
Under GATT 

Imported from Mexico 
Under NAFTA 

HTSNoy 

Calcgoiy 

Product 

1995 

Duly 

Reduced 

Duty 

by20M 

Current 

Duty 

Reduced 

Duty 

6205.20.20 

340 

Men's/boys' cotton shirts 

21.0% 

19.7% 

16.5% 

0%(1999) 

6203.42.40 

347 

Men's/boys' cotton trousers 

177% 

16.6% 

145% 

0%(1999) 

6204.62.40 

348 

Women's/girls' cotton 
trousers 

17.7% 

16.6% 

145% 

0% (1999) 

6110.20.20 

345 

Knit cotton sweaters 

20.7% 

165% 

18.6% 

0%(2003) 

6206.30.30 

341 

Women's/girls' cotton blouses 

16.4% 

15.4% 

0% 

0% 

6108.21.00 

352 

Women's/girls' cotton panties 

ft.1% 

7.6% 

0% 

0% 


From the foregoing, it is obvious tiut as a result of NAFTA apparel products from 
Mauritius and other African exporters are already at a serious competitive disadvantage 
vis-a-vis the same products coming hrom Mexico. Of course, the African nations are not 
the only apparel exporters prejudiced by d\e preferences granted to Mexico in NAFTA. 
Indeed, recognizing that NAFTA creates the risk of transferring trade opportunities from 
other developing countries to Mexico, Congress has considered the Caribl^an Basin Trade 
Security Act. The core provisions of that bill would, if enacted, extend to the CBI 
beneficiary countries many of the same apparel trade preferences now enjoyed by Mexico 
under NAFTA. Such a step, however, would only further compoimd the disadvantages 
already facing Mauritius and the other African apparel exporters. 


IV. CONCLUSIONS AND RECOMMENDATIONS. 

When the provisions of the Uruguay Round Agreement are considered in 
conjunction with NAFTA and other Western Hemisphere trade preferences being 
considered by the United States, it becomes apparent that U.S. trade policy at best ignores 
Africa, and at worst adversely affects the economic development of Africa by transferring 
trade opportunities to developing coimtries in other regions. 

One of the appropriate means of reversing this trend and actively encouraging 
trade with Africa would be, as Rep. McDermott has suggested, for Congress to authorize 
negotiations with appropriate African coimtries aimed at creating a U.S.-Africa Free Trade 
Agreement. Such an approach would ensure meaningful future access to the United 
States for those products that are most important to Africa, including sugar and apparel. 
Such access should be provided on terms at least as beneficial as those provided to 
developing countries in other regions, including Mexico and the CBI beneficiary countries. 

We suggest, however, that a U.S.-Africa Free Trade Agreement can and should 
become a reality on a much shorter schedule than has been suggested. While some 
coimtries in Africa may not yet be ready to participate in an FTA wi^ the United States, a 
number of African countries are currently at a sufficient level of economic development 
and have demonstrated their commitment to free and open trade to warrant initiating free 
trade negotiations in the short term future. The member nations of the Southern African 
Development Community (SADC), including Mauritius, would be a logical starting point 
for such free trade negotiations. Moreover, an appropriate schedule for such negotiations 
would be to aim for the conclusion of an FTA with appropriate African countries by the 
year 2005, the same target as is included in the FTAA proposal. 
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Recognizing that such negotiations, even if started immediately, would be unlikely 
to be cMicluded before Mauritius and other Ahican apparel e^q^orters feel the brunt of the 
apparel provisicms of NAFTA and the Uruguay Round, v^ch direaten to reduce their 
access to the U5. market. Rep. McDermott's proposal for an immediate increase in duty> 
free and quota>free access for Ahrican-<mgin products is an excellent and practical way of 
bridging dte gap until an FTA can be completed. By thus reducing the threats currently 
facing African apparel exports, developing African apparel industries can continue to 
grow until more permanent arrangemoits for trade in these products can be established. 
Of all the recommendatiiMis curzendy before the Subcommittee, cmly this proposal would 
provide an immediate solution to a current problem. Accordingly, we strongly encourage 
the Subcommittee to implement this pn^>o^ on an expedited basis while it ccmtinues to 
consider other recommendadcms for encouraging trade with Africa in the future. 

Rep. McDermott's remaining proposals for creation of a U.S.-Africa Economic 
Cooperation Forum and Trade and Investment Partnership represent sound and practical 
mearts of ensuring that U.S. trade and development policy in the future does tK>t continue 
to ignore Africa. 

Finally, we applaud Congress' recent renewal of die GSP program, which is an 
important means of encouraging trade %vith Africa. We regret, however, that Congress 
was unable to renew the GSP pit^am beyond May 1997, and we encourage the 
Subcommittee to make long-term renewal of the C^P program a high priority. 

In dosing, let me diank the Subcommittee tor the opportunity to present the views 
of the MSS and MU^A concerning US.-Afrka trade p<riicy. 
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Testimony of John F. Hicks 
Assistant Administrator for Africa 
U.S. Agency for International Development 
Before the Trade Subcommittee 
of the Committee on Ways and Means 

Washington, D.C. 


Thank you for the opportunity to submit testimony on behalf of the U.S. 
Agency for International Development (USAID). Trade, investment and development 
in Africa are clearly issues that deserve heightened attention. 

Mr. Chairman, I believe there is much that we can agree upon. It is in the 
national interests of the United States to promote stable, democratic and dynamic 
trading partners in Africa. Economic growth on that continent ultimately will serve to 
reduce the need for foreign assistance and provide an expanding market for America’s 
goods and services. America needs coordinated policies and diplomatic strategies to 
help secure the advance of free markets in Africa. 

Unfortunately, U.S. efforts to promote free markets in Africa are being starved 
by a lack of resources. This year the United Stales will commit less to promoting 
development than Japan, Germany or France. This comes despite the fact that our 
economy is one and one-half the size of Japan’s, four times the size of Germany’s and 
almost six times that of France. This disturbing trend comes at a time when exports 
are increasingly important to our domestic economy and when exports to the 
developing world represent our fastest growing market sector. It is difficult to view 
such a policy as anything but penny-wise and pound foolish. 

The Business Alliance for International Economic Development, a coalition of 
prominent American businesses, recently noted, 'If we decide that the American 
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economy is doing just fine without the stimulus provided by economic assistance 
abroad, we will be stunting the economic prospects for our children and their children 
after them.’ 

It is my sincere hope that the members of this Committee will make their 
voices heard in the debate about resources and the need for U.S. leadership in 
promoting economic growth at home and abroad. 

The economic record in Africa is a mixed one. Much of the continent has 
suffered under years of civil strife, corruption and bad economic policy, including a 
failure to invest wisely in building human capital. However, it would be unfair and 
inaccurate to paint the broad variety of African nations with a simplistic brush of 
widespread economic failure. In fact, the situation in much of Africa is increasingly 
hopeful. 

Consider that, in 199S, the median rate of economic growth for sub-Saharan 
Africa as a whole reached 4.5 percent. Excluding South Africa, sub-Saharan exports 
grew by 10.4 percent in 1995, while imports grew by 10.5 percent. U.S. 
merchandise exports to sub-Saharan Africa Jumped by a billion dollars, from $4.4 
billion to $5.4 billion in 1995 ~ an impressive increase of 22.7 percent. It is too easy 
to allow the horrors of Liberia and Rwanda to define our images of Africa. In fact, 
Africa is a much more peaceful continent today than it was ten years ago. An 
increasing number of nations in Africa have been willing to embrace the long, patient 
work of economic and political change. 

After a decade of slow and halting economic and political liberalization, 

African economies seem to be finally turning the corner. 



229 


I know that this Committee has been considering draft legislation, the 'Afncan 
Growth and Opportunity’ act. We at USAID welcome the increased attention being 
given to the importance of development and trade in Africa. Obviously, we have yet 
to see a more final version of this Committee’s legislation. My comments are a based 
on that preliminary material that has been provided to us, and I will do my best to 
provide USAID’s view based on this still moving target. 

The central feature of this proposal would appear to be an effort to create two 
large, 20-year, Trade and Development Authority (TDA)-managed, infrastructure and 
equity funds to help attract American investors to Africa. These funds would be 
financed, in their first three years, by $100 million from USAID’s development 
assistance accounts. While USAID strongly supports a number of provisions within 
this proposal, particularly the development of the Africa Trade and Economic 
Cooperation Forum, its support for the Development Fund for Africa, and efforts to 
reduce trade barriers between the United States and Africa, we have real concerns 
about the basic strategy underlying this proposal. In addition, the transfer of tens of 
millions from our development assistance accounts would severely interrupt vital 
programs currently being carried out at a time when the agency is already under 
unprecedented financial duress. 

The greatest challenge to achieving broad and dynamic economic growth in 
Afiica is nor a lack of American private capital. The greatest challenge to Afnca’s 
economies is creating an economic environment where American and African private 
capital is willing to invest — and to invest without fear that they will receive unfair 
treatment. 


Around the world, time and time again, we have been given ample proof that 
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private investment will flow into nations that embrace sound economic policies, the 
rule of law and free trade. In short, investments and private capital flow abundantly 
into sound economic environments. Unfortunately, the proposal - as currently 
structured - tries to reverse that formula, offering public financing for investment, but 
cutting programs that address the underlying obstacles to establishing a sound 
economic environment in Africa. Creating that sound economic environment is exactly 
what USAID’s programs are about. 

The key constraints to accelerated private investment and growth in Africa are 
policies and regulations that make investment risky and unprofitable - not a lack of 
funding for private investors. 

Harvard economist Jeffry Sachs argued in a recent article in The Economist, 
that there are three important characteristics that determine a country’s economic 
progress; its openness to the world economy; its dependence on markets; and its level 
of saving. Sachs, in fact says "Remedies that have worked in East Asia can also 
work, with suitable modification, in Africa." He demonstrates that structural issues, 
such as poverty, natural resource levels, and being land-locked are not responsible for 
Africa’s slow growth. Rather it is policies that have over-regulated markets and 
created government enterprises that have made international trade difficult and 
expensive and crowded out private investment to pay for subsidies and public sector 
white elephants. 

In its 1995 report. Building the Private Sector in Africa, the International 
Finance Corporation of the World Bank Group described the constraints to private 
sector development in Africa. They listed three tiers of constraints: (1) development 
constraints such as a relatively unskilled labor force and a weak infrastructure base; 
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(2) macroeconomic constraints, particularly lax fiscal policy; and (3) legal, regulatory 
and judicial constraints. The legal, regulatory and judicial constraints were further 
divided into seven groups; 

1) Legal and regulatory constraints such as price controls, restricdve labor codes, 
slow and uneven investment licensing, etc.; 

2) Problems with the financial system, including crowding out of private 
investment, direct credit controls, and lack of financial instruments; 

3) The structure and administration of uxes, including high marginal rates, 
widespread exemptions and evasion, poor and uneven administration; 

4) The dominance of the public enterprise sector, particularly in industries, such 
as banking and transportation, which provide key services to other sectors; 

5) Restrictiona on foreign direct investment, including restrictions on remission of 
profits, restrictions on land ownership, and restrictions on emplt^menl of 
eaptltiates; 

6) Widespread corruption; and 

7) The public sector’s poor understanding of, and dialogue with, the private 
sector. 


In looking at these barriers to economic growth, we see a list of ftclort tint 
USAID’s programs ate very well positioned to address. Clearly, the greatest 
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constraints lie in the need for economic policy reform and the need to invest in the 
human capital that will attract investors. 

USAID’s role is to act as a catalyst in assisting Africans to reform and 
strengthen the institutions of economic governance. Our programs provide practical 
knowledge on the prudential regulation of banks, the establishment of export finance 
mechanisms, the collection of taxes, and all the many institutions necessary to a 
modem economy. 

The bottom line is that across Africa USAID is doing very important, very 
innovative work that is creating the environment in which private business can thrive 
and grow. Africans, presented the opportunity, will save and work to create their 
own wealth and bring themselves from poverty to prosperity. I want to emphasize the 
breadth of USAID’s work in financial markets which has resulted in the creation of 
tens of thousands of new jobs. 

In Cote d’Ivoire, Uganda and Swaziland, USAID is providing technical 
assistance to develop securities markets. In Tanzania, Senegal and Swaziland, we are 
supporting banking reform and privatization. USAID is helping establish venture 
capital firms in Ghana, Tanzania, and Kenya. We are strengthening credit unions in 
Mali, Niger, Togo, Cameroon, and Malawi. In Zimbabwe and South Africa we are 
helping reform mortgage finance. We have established the Southern Africa Enterprise 
Development Fund, and smaller national funds in South Africa and Zimbabwe. We 
ate also strengthening small businesses through microenterprise lending programs in 
Guinea, Mali, Zimbabwe, Senegal, Niger, Kenya. South Africa, and Uganda. 


USAID’s work in non-traditional exports, centering on deregulation and 
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technical support, is leading to growth of these exports in excess of 25 percent per 
year in countries such as Ghana and Uganda. USAID's work in agricultural market 
liberalization is creating tens of thousands of new firms in agricultural processing and 
transport, reducing food prices for the poor, and resulting in improved food security 
in countries such as Zimbabwe, Kenya, Guinea Bissau, Mali, and Senegal. 

USAID’s support of business associations throughout Africa is establishing 
these groups as legitimate spokesmen of business interests and as an important force 
for deregulation. Our support of agricultural technology development institutions is 
resulting in higher productivity in key food crops such as corn, potatoes, rice, cassava 
and beans and is critical to improving food security in Africa. USAID's work in 
transportation and communications infrastructure is linking farms to markets, and 
African businesses to the world. 

Private investor interest in Africa is growing. Foreign direct investment in sub- 
Saharan Africa increased from only $144 million in 19S0, to $3.19 billion in 1994. 
Recent political and economic reforms, many assisted by USAID, have made these 
countries more attractive to foreign private investors. During the 1990s, U.S. direct 
foreign investment in Africa has earned higher rates of profits than any other region in 
the world. Portfolio investment is expanding rapidly, although starting from modest 
levels. The Wall Street Journal reports that African investment funds had the highest 
rate of return in 1995 of any region of the world. 

Similarly, Afincan capital which had sought the security of European banks is 
now coming back to Africa. From 1985-1989 private transfers to Africa have 
averaged $230 million per year; since 1990, these transfers have been growing by 
45.S% per year, teaching $3.1 billion in 1995. U.S. investment is on the rise in 
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sectors such as petroleum, fertilizers, mining and minerals, food processing, and 
consumer goods. 

U.S. firms in South Africa, for example, have returned to the country in 
unprecedented numbers since the period of disinvestment ended in 1991. An average 
of S new and/or returning U.S. firms opened offices or established subsidiaries in the 
country each month during 1995. McDonald’s, for example, announced a $5.5 
million franchise network. Ford Motor Corporation has a 45 percent stake in the 
South African Motor Company, SAMCOR. And Levi Strauss opened a $9 million 
jeans manufacturing facility outside of Cape Town. 

Elsewhere in the region, Coca-Cola has set up soft drink bottling facilities in 
Ghana. Citibank operates banking subsidiaries in Tanzania. Chevron is active in 
Angola, Congo, Namibia, Nigeria, and Zaire. Enron Corporation signed a gas project 
in Mozambique to create a pipeline linking that country with South Africa. Kaiser 
Aluminum has an important processing plant in Ghana. The Owens-Corning plant in 
Botswana recently doubled its productive capacity, won a $75 million contract to 
provide materials for the north-south carrier project, and is supplying technology, 
generating employment, and will create exports for Botswana. 

In the coming years, American foreign aid will be less the provider of financial 
resources and more the catalyst for partnerships between the private sectors of Africa 
and the United States. 

We must remember that trade does not just happen. Free markets do not just 
come into existence. The enabling environment must be right before capital will begin 
to flow. That is why USAID is helping nations liberalize their markets. That is why 
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we have launched initiatives to remove institutional and legal barriers to trade. That is 
why we are fostering trading cultures that are receptive to foreign investment. And 
that is why we are supporting programs that create broad-based economic growth in 
Africa. 

That is also why we work in partnership to improve human resources. This 
means increasing economic productivity, and investing in people through programs in 
education, health care, family planning and child survival. It also means helping 
nations manage their natural resource base soundly so that economic growth can 
endure. All these endeavors help create markets that have the desire and the capital to 
engage in trade and investment. 

This is a critical time for Africa. As the Economic Communique of the Lyon 
Summit declared, “Economic growth and progress in today’s world is bound up with 
the process of globalization." It is the time for Africa to link up to a booming world 
economy. 

The money to invest in Africa is already available, billions and billions of 
dollars of potential Afncan savings, African flight capital and foreign investment. 

The only reason they are not flowing into African investments is the fact that Afncan 
economies remain more risky and less profitable than alternative uses. 

But Africa is turning around. Africans now realize they are in charge of their 
own destiny. Throughout Africa people are organizing themselves into groups and 
associations to enable themselves to control and influence economic and social policy 
and the allocation of resources. Whether it is farmers’ cooperatives or women’s 
groups or human rights associations, Africans are taking upon themselves the 
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responsibility for development. 

In Africa we are seeing a remarkable growth of a literate, educated population. 
This is the foundation of a sound economy. And this progress offers a powerful 
rebuke to those who would suggest that economic development and social development 
can be isolated from one another. African literacy rates have increased from 21 
percent in 1970 to 57 percent in 1995, a growth in literate adults of 7.5 per year. 
When economists and development specialists look back at the birth of the Asian 
economic tigers, they almost unanimously identify the growth of an educated 
population as a centerpiece of these nations’ economic explosion. 

In Africa, we are also seeing an equally important rise in highly educated 
people. Despite concerns of the "brain drain," the number of highly educated, 
experienced, self-confident African scientists, entrepreneurs and technocrats has been 
increasing very quickly. For example, in the area of agricultural science, in 1991 
there were in 8,000 African scientists — 50 percent of whom had advanced degrees. 

In 1960, there were a paltry 152 such scientists. 

With the fall of communism, the choices for Africa have been presented in 
stark terms. Afncans can look at two competing sets of experiences: those of the 
Asian miracles who have transformed poor, illiterate societies into modem, rapidly 
growing economic powerhouses on one hand, and on the other hand, the experience 
of failed socialist states who have transformed modern industrial societies into 
economic ruin. The choice is not a difficult one. 

From South Asia to Central Europe to Africa, we have seen again and again 
that a wise investment in foreign assistance programs paves the way for American 
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business, beneficial trade and democracy. We should not abandon our efforts in 
Africa at a time when they are begin to provide historic returns. We still face real 
challenges, but democracy and free markets are taking hold like never before. 
USAID’s programs have played an important role in these developments. 

I thank the Committee for raising these important issues, and I look forward to 
working with you to continue to advance America's interest in the region. 

- end -- 
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WORLD TRADE ORGANIZATION SINGAPORE 
MINISTERIAL MEETING 


WEDNESDAY, SEPTEMBER 11, 1996 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Trade, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 2:08 p.m., in room 
1100, Longworth House Office Building, Hon. Philip M. Crane 
(Chairman of the Subcommittee) presiding. 

[The advisories announcing the hearing follow:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT; (202) 225-6649 

August 13, 1996 
No. TR-30 

Crane Announces Hearing on 
World Trade Organization Singapore Ministerial Meeting 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing on 
the World Trade Organization (WTO) Singapore ministerial meeting. The bearing will take 
place on Tnesday, September 10, 1996, in the main Committee bearing room, 

1100 Longworth House Office Building, beginning at 2:00 p.m. 

Oral testimony at the hearings wiil be heard from both invited and public witnesses. 
BACKGROUND : 

The Uruguay Round agreements were approved by Congress in late 1994 and entered 
into effect on January 1, 1995. The agreements established the WTO as the successor 
organization to the General Agreement on Tariffs and Trade to implement the agreements 
internationally, resolve disputes, and conduct future negotiations. Since the WTO went into 
effect, there have been continuing negotiations on certain services negotiations under the 
auspices of the WTO, including financial services, basic teleconununications services, and 
maritime services. 

Trade ministers from WTO member countries will meet in Singapore in December to 
assess the status of world trade under the WTO. Specifically, they will address the progress 
made in implementing the Uruguay Round agreements in the 2 years of operation of the WTO; 
the "built-in agenda" of 74 issues listed in the WTO that members have committed to review or 
negotiate by 2000; further market access liberalization in selected areas such as the information 
technology industry; the working party report on trade and the environment; the extended 
negotiations in services; and possible new issues for further negotiation. 

In atmouncing the hearing. Crane said; "The WTO meeting of trade ministers in 
Singapore is a significant opportunity for us to assess how the WTO Agreements have been 
functioning. It also provides the occasion to look to the future, laying the groundwork for 
further negotiations on tariffs, services, and the built-in agenda. However, we should also 
assure that any new issues suggested for negotiation are appropriate to the mandate and 
competence of the WTO." 

FOCUS OF THE HEARING : 

The hearing will examine, in the context of the Singapore Ministerial meeting, the 
implementation of the Uruguay Round agreements and the WTO and the progress made thus 
far in their nearly two years of operation. In addition, the hearing will address the goals and 
prospects for the Ministerial, including the "built-in agenda" already set for further negotiation, 
further market access liberalization in selected areas, the working party report on trade and the 
environment, the extended negotiations in services, and potential new issues for further 
negotiation. 

DETAH^S FOR SUBMISSIONS OF REOUF,STS TO BF. HF.AHD t 

Requests to be heard at the hearing must be made by telephone to Traci Altman or 
Bradley Scbreiber at (202) 225-1721 no later than close of business, Friday, August 30, 1996. 


(MORE) 
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WAYS AND MEANS SUBCOMMITTEE ON TRADE 
PAGE TWO 

The telephone request should be followed by a fonnal written request to Phillip D. Moseley, 
Chief of Staff, Committee on Ways and Means, U.S. House of Representatives, 

1102 Longworth House Office Building, Washington, D.C. 20515. The staff of the 
Subcommittee on Trade will notify by telephone those scheduled to appear as soon as possible 
after the filing deadline. Any questions concerning a scheduled appearance should be directed 
to the Subcommittee staff at (202) 225-6649. 

Id view of the limited time available to hear witnesses, the Subcommittee may not 
be able to accommodate all requests to be heard. Those persons and organizations not 
scheduled for an oral appearance are encouraged to submit written statements for the record of 
the hearing. All persons requesting to be heard, whether they are scheduled for oral testimony 
or not, will be notified as soon as possible after the filing deadline. 

Witnesses scheduled to present oral testimony are required to summarize briefly their 
written statements in no more than five minutes. THE FIVE-MINIJTE RULE WILL BE 
STRICTLY ENFORCED. The full written statcmcDl of each witness will be included in 
the printed record. 

In order to assure the most productive use of the limited amount of time available to 
question witnesses, all witnesses scheduled to q>pear before the Subcommittee are required to 
submit 200 copies of their prepared statements for review by Members prior to the hearing. 
Testimony should arrive at the Subcommittee on Trade office, room 1104 Longworth 
House Office Building, no later than 2:00 p.m. on Friday, September 6, 1996. Failure to 
do so may result in the witness being denied the opportunity to testify in person. 

WRITTEN STATEMENTS IN LIEU OL PERSONAL APPEARANCE : 

Any person or organization wishing to submit a written statement for the printed record 
of the hearing should submit at least six (6) copies of their statement by the close of business, 
Txiesday, September 24, 1996, to Phillip D. Moseley, Chief of Staff, Committee on Ways and 
Means, U.S. House of Representatives, 1102 Longworth House Office Building, Washington, 
D.C. 20515. If those filing written statements wish to have their statements distributed to the 
press and interested public at the hearing, they may deliver 200 additional copies for this 
purpose to the Subcommittee on Trade office, room 1104 Longworth House Office Building, at 
least one hour before the hearing begins. 

FORMATTING REQUIREMENTS : 

SaA ■nimrt pnMtod for prtiilic u tbo CauMoo W • vfMo. uy sittH ifif i m oiMhti oBlwimwf te tko pristod noord 
« uy wtMn la roapaao ta a ra^aott for viMoa rnwti BUt o^forw to tbo galdoilaoo bitod Mov. Aay ftaloat or oiblHt 

Bor la vtib ttaao fvIdattM aa< bo pitatad. bil bU bo Baiatatood la tto faoawmoa Bloa Iv rofinr aid uo by ibo Conittaa. 

1. AD otatoaoBU aad aay aoaoBpaaytac oaiUtt tor prlattaf noi bo typod Id oIbiIo ipaeo a iwtNdio pop* ud nay aot 
OBood a total <tf 10 pafoo 

L Co^oo of Bbolo daeuatfl oBlnnlttad u oAlUt Baurlal vlB ool bo a o c opiad for priDifac. laotaid, oWlhK BBtorlal obosM bt 

nforoeod aad oaotod « panpbmod. AD oiblbtt ■alortal oot boo tint Am iporlflntlwa «ID bo BilatolHod la Ao fUoa for 

loolov aad aoo 1^ Ao CmBttioo 
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Note; All Committee advisories and news releases are now available on the World Wide 
Web at ’HTTP:/AVWW.HOUSE.GOVAVAYS_MEANS/’ or over the Internet at 
’GOPHER.HOUSE.GOV’ under ’HOUSE COMMITTEE INFORMATION’. 
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***NOTICE - CHANGE IN DATE*** 


ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 


FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649 

September 6, 1996 
No. TR-30-Revised 


Change in Date for Subcommittee Hearing on the World 
Trade Organization Singapore Ministerial Meeting 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee hearing on the 
World Trade Organization Singapore Ministerial Meeting scheduled for Tuesday, 

September 10, 1996, at 2:00 p.m., in the main Committee hearii^ room. 1 100 Longworth 
House Office Building, will be held instead on Wednesday. September 11 . 

All other details for the hearing remain the same. (See Subcommittee press release 
No. TR-30, dated August 13, 1996.) 


***** 
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Chairman Crane. Good afternoon, and welcome to the hearing of 
the Subcommittee on Trade concemii^ the first Ministerial Meet- 
ing of the WTO, World Trade Organization, to be held December 
9-13, in Singapore. 

Ambassador Charlene Barshefsky will join us in examining the 
implementation of the WTO Agreements and the progress made 
thus far in their nearly 2 years of operation in the context of the 
Singapore meeting. In addition, we will discuss the goals and pros- 
pects for the meeting, including the built-in agenda already set for 
further negotiation, ftirther market access, liberalization in selected 
areas, the Working Party Report on Trade and the Environment, 
the extended negotiations on services, and potential new issues for 
further negotiation. 

As you know, I am strongly committed to the effective working 
of the WTO. A WTO that works properly will ensure that job- 
creating U.S. exports receive fair access to 122 nations around the 
world. Our economy is strengthened, and more jobs are created 
when we have fair rules promoted by an institution with the moral 
authority to safeguard that they are followed. 

Our participation in a smoothly functioning trading system re- 
quires that we play by the same fair rules we insist that our trad- 
ing partners adopt. I am convinced that Americans instinctively 
understand the principles of fair play and will accept occasional ad- 
verse dispute settlement decisions in stride. The simple fact is that 
we use the WTO dispute settlement procedure successfully against 
our trading partners to force open markets far more often than 
th^ are used against us. 

The Singapore Ministerial is a significant opportunity for us to 
assess how the WTO AOTeements have been functioning and pro- 
vides the occasion to look to the future, laying the groundwork for 
further negotiations. However, we should assure that any new is- 
sues suggested for negotiation are appropriate to the mandate and 
competence of the WTO. 

In this regard, I have some concerns over whether it is appro- 
priate to include issues relating to labor and the environment 
under the aegis of the WTO. We should not move forward on these 
issues without having a clear consensus both within the United 
States and with our key trading partners on these issues. 

At this point, I would like to yield to our distinguished colleague 
Mr. Coyne. 

Mr. Coyne. Thank you, Mr. Chairman. 

Mr. Chairman, Mr. Rangel is delayed on the floor, and I would 
ask unanimous consent that his statement be included in the 
record. 

Chairman Crane. Without objection, so ordered. 

[The opening statements follow:] 

Opening Statement of Hon. Charles B. Rangel 

Mr. Chairman, I commend you for holding this hearing today in advance of the 
first ministerial meeting of the World Trade Organization, to be held in Singapore 
in December. This meeting wiU review the implementation of the Uruguay round 
agreements and seek agreement on some trade liberalizing initiatives and the fti- 
ture WTO agenda. 

It is unrealistic to expect, only 2 years after completion of the most comprehensive 
trade negotiations in history, that major trade initiatives will result from this first 
WTO ministerial. Pull and proper implementation by countries of commitments 
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made under the Uruguay round agreements should be a primary focus of the min- 
isters to ensure that the benefits can be realized and that the WTO is responsive 
to U.S. interests. The meeting should also demonstrate ongoing progress toward fur- 
ther trade liberalization by building on the existing agreements and agreeing to a 
work program to discuss some new issues. 

I strongly support continued U.S. efforts — conducted by both Republican and 
Democratic administrations — to seek agreement on establishment of a working 
party in the WTD to examine the relationship between trade and core labor stand- 
ards. Such a group should work closely with the ILO and conduct a constructive dia- 
logue on positive ways to promote labor standards through increased trade and to 
ensure that workers receive the benefits of trade liberalization. 

Regular review and oversight by this Subcommittee of the operation and function- 
ing of the WTO is essential to ensure that the intent of Congress in approving im- 
plementing Legislation for the Uruguay round agreements is fulfilled. Active en- 
gagement by this Subcommittee in overseeing the future agenda and activities of 
the WTO is also necessary to ensure that Congress continues to be an equal partner 
with the Executive Branch during the course of future WTO negotiations that may 
involve changes in U.S. Law or Domestic Policy. So again, Mr. Chairman, I thank 
you for holding this hearing and look forward, as always, to working with you on 
a bipartisan basis to help ensure the success of our trade agreements program. 

1 welcome Ambassador Barshefsky back to the Subcommittee and look forward to 
hearing the views of all witnesses regarding Uruguay round implementation and 
prospects for the Singapore Ministerial. 

Opening Statement of Hon. Jim Ramstad 

Mr. Chairman, thank you for calling this hearing today to discuss the upcoming 
World Trade Organizing (WTO) Singapore Ministerial Meeting. 

As we all know, international trade and exports are critical to our economy. With 
only 4 percent of the world’s population, slow population growth, and an economy 
that is growing at an anemic rate of slightly over 2 percent annually, our continued 
economic prosperity and growth depend on access to markets outside our borders. 

In my home state of Minnesota, we rely on exports. Minnesota accounts for 4.5 
percent of total U.S. agriculture commodity exports and our service exports are esti- 
mated to be several billion dollars annually. 

Between 1992 and 1995, our manufacturing exports increased 23 percent. All this 
translates into more and better paying jobs for Minnesotans. 

The Uruguay Bound Agreements have already helped cut tariffs around the world 
by one-third and reduced a number of non-tariff barriers. In addition, because of 
1^0 commitments, world income is expected to rise by over $500 billion annually 
by 2005. 

We must continue to work hard to ensure that these agreements are being met 
by all member countries. The Singapore Ministerial Meeting will provide us with 
an excellent opportunity to review the progress of the WTO and lead the way in 
pushing for continued negotiations and further market access liberalization. 

Mr. Chairman, thanks again for calling this hearing. I look forward to listening 
to the testimony of today's witnesses and learning more about the expectations for 
the December meeting. 

Chairman CRANE. Today we will hear from a number of distin- 
guished witnesses. In the interest of time, I ask that you keep your 
oral testimony to 5 minutes, and we will include longer written 
statements in the record. 

Our first witness is our colleague, Hon. John Spratt of South 
Carolina, if he would come forward to the dais. 

STATEMENT OF HON, JOHN M. SPRATT, JR., A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF SOUTH CAROLINA 

Mr. Spratt. Mr. Chairman, thank you for the opportunity to tes- 
tify today. I commend you and Mr. Rangel and your Subcommittee 
for holding a hearing on the WTO ministerial meeting to be held 
in Singapore. 
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Although few Americans have heard of these Singapore talks, 
these discussions could have broad implications for millions of 
American workers and the industries that employ them. 

Today most of my testimony will touch on the Singapore talks as 
they relate to textile and apparel imports, and I would like to end 
with a few words about high and discriminatory tariffs that are 
still imposed on the exports of one industry in which we have a 
clear competitive advantage — ^the paper and wood products indus- 
try. 

I represent a textile district, so I voted against the Uruguay 
round implementing legislation because I believed it would lead to 
more textile imports and fewer textile jobs, and so far, I am sorry 
to say that my fears are being realized. But I recognized that I was 
in the minority in Congress and that the United States, along with 
122 other nations, has to comply with the rules of the \^0. 

By the same token, I believe that what the United States should 
do now is see to it that foreign countries meet their obligations 
under the WTO. The director general of the WTO recently said that 
a major purpose of the Singapore talks is to review the full and 
prompt implementation of commitments in the WTO Agreement. If 
such a review is made, it should cover the obligations of all signato- 
ries including the textile-exporting countries. 

A fair review will show that we have met our obligations under 
the ATC, Agreement on Textiles and Clothing, and a fair review 
will also show that major textile-exporting nations like India and 
Pakistan have failed to meet theirs. Since June, the exporting na- 
tions led by Pakistan have mounted a campaign to have the United 
States and the world community reopen the ATC agreement, re- 
open the negotiations and speed up the elimination of quotas. They 
accuse the United States of failing to fulfill the spirit of the ATC. 

At the same time, these same countries flout their obligations 
under the ATC, and yet they seek to change the agreement and im- 
pose even greater demands upon us. Maybe they hope their cam- 
paign will divert attention from their noncompliance, but it should 
not. 

Look first at the U.S. record of implementation. Under the ATC, 
we agreed to phase out the textile quota system by the year 2005, 
and we are doing so. We compiled and released to the public a 10- 
year integration schedule. No other nation went as far as we did 
in listing products to be integrated back into the General Agree- 
ment on Trade and Tariffs, and no other nation operated with more 
transparency. We did so to ^ve ample notice to the exporting coun- 
tries, to our own domestic industry, and to domestic retailers. We 
have already eliminated quotas on 16 percent of the products listed 
on the annex, as the ATC requires, and we will be allowing growth 
on growth. In addition, we have begun to cut tariffs. 

Now look at the record of the exporting countries. They made two 
promises under the ATC, neither of which has been kept. First, 
they promised to open their domestic markets to our textile imports 
so that American firms would have the same right to sell products 
to them as they have the right to sell to us. That is free trade; that 
is reciprocity. 

But the export countries do not practice what they preach. They 
lecture us about our markets being closed to their textile and ap- 
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parel products, while keeping barriers within their own markets 
that bar U.S. textile firms from selling there. 

Consider just two statistics to make my point. In 1995, the 
United States imported more than $1.5 billion in Indian textile 
goods while India purchased from the United States only $21 mil- 
lion — $1.5 billion in imports from India, $21 billion in sales from 
the United States to India. Pakistan sold us $768 million in textile 
goods that same year, and they purchased in return $10 million of 
textile imports. 

Rather than open its markets to U.S. products, India is actually 
closing its markets, shutting them further to us. Recently, India 
imposed supplementary tariffs on top of already steep tariffs. In 
the case of floor covering, for example, India now levies a tariff of 
95 percent, a totally prohibitive tariff. 

Second, the exporting countries under article 5 of the ATC prom- 
ised to bear down on illegal transshipments, rerouting, false dec- 
larations and other means of quota evasion. In a nutshell, this 
meant that the exporting countries promised to comply with quotas 
and stop quota circumvention. But since the ATC went into effect, 
our Customs Service has found increasing cases of quota evasion. 
Although for the most part, the most persistent violator is China, 
not a WTO member, there are member states like Hong Kong 
which are implicated; in fact, Customs is having a lot of resistance 
out of Hong Kong right now, trying to obtain its help to investigate 
very, very probable cases of transshipment which involve the city 
of Hong Kong. 

I would like to submit a letter that Congressman Coble and I 
have sent to the President for the record about this matter. 

Chairman Crane. Without objection. 

[The following was subsequently received:] 
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Congrrfljf of tbe ?Hniteb fttatrfl 

aasitinttan, BC 20513 


July 30, 1996 


The Honorable William Jefferson Clinton 
President of the United States 
The White House 
Washington, D.C. 


Dear Mr, President: 

As the leaders of the Congressional Textile Caucus, we are 
writing to express our serious concerns with the World Trade 
Organization Ministerial in Singapore this December. We 
understand that representatives of apparel and textile exporting 
countries want the meeting to address the subject of the 
Agreement on Textiles and Apparel (ATC) . Specifically, they have 
suggested that the phase-out of quotas should be expedited and 
that the phased integration of products should be altered. 

We believe the United States should vigorously reject this 
effort. The United States apparel and textile industries still 
are denied effective market access to many countries around the 
world. They also are plagued with quota avoidance through 
transshipments and with counterfeiting of U.S. brand names and 
designs in other countries. Also, many different kinds of 
subsidies remain in effect around the world which convey unfair 
advantages to foreign exporters. 

The United States should insist that, if textiles and 
apparel are to be on the agenda for the Singapore Ministerial, 
the meeting should be devoted to an assessment of the performance 
of all countries in opening their markets and preventing fraud, 
circumvention, and counterfeiting that is common in the world 
today. Representatives of the apparel and textile industries in 
the European Community and the United States recently met and 
issued a joint statement calling for the Singapore Ministerial to 
focus on such an assessment . We are including for your 
information a copy of the joint press release issued by the 
industries . 

The United States has fully met the requirements of the ATC 
and the rest of the Uruguay Round agreement. Our tariffs and 
quotas are being phased down according to schedule, the first 
round of apparel and textile integration has been completed and 
the subsequent two rounds have been announced. 

The Uruguay Round went into effect only 19 months ago. Any 

attempts by the textile exporting countries to change the terms 
of the agreement reached after seven painful years of negotiation 
are unjustified, unnecessary and potentially damaging to U S 
workers and production. There is no doubt the U.S. has and will 
continue to honor its WTO commitments,- the complaining countries 
should do the same . 

Respectfully, 

Howard Coble 
Member of Congress 
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Mr. Spratt. We are pleased that the Clinton administration is 
bearing down on it and is sympathetic to our concerns, but we need 
to address these topics in Singapore, as our government has said. 

The Uruguay round took effect less than 2 years ago. Despite our 
objective in these negotiations, which was to seek balance in every 
sector so that there would be trade gains to offset the trade losses, 
I think everybody would have to agree that the textile and apparel 
industry came out a net loser. This was a donor industry; there 
were concessions made out of this sector to pay for gains in other 
sectors. We are now paying daily for those. The textile and apparel 
trade deficit with WTO members was $34 billion in 1994; last year, 
it was $35.8 billion. 

I was in Geneva as the Uru^ay round neared its conclusion, and 
I presented to the USTR the industry’s last plea. At the very least, 
the industry asked, make our obligation to open our markets to 
each exporting country contingent on its opening its markets to 
U.S. textiles and apparel. 

Our negotiators made such a proposal, but the negotiations 
ended before it was made explicit enough in the agreement. It was 
understood, nevertheless, that reciprocal access was implicit in the 
ATC. The exporting countries charge that we are not abiding by 
the spirit of the ATC, but this was the spirit of the ATC, and they 
are not keeping pace with it. 

The textile-exporting countries seek to change the terms of an 
agreement that is already heavily balanced in their favor. It is ab- 
surd of them, Mr. Chairman, to ask that we tilt this agreement 
even more to their advantage; it is outrageous that they make this 
demand when they have not upheld their minimal obligations to 
open their markets to our textile and apparel goods. We have kept 
our obligations under the ATC. What we should discuss in Singa- 
pore is why the exporting countries have not met theirs and what 
the WTO should do in return about it. 

If I could have just a minute to turn to another topic, the paper 
and wood products industry. Today, you will hear from four wit- 
nesses who represent the American Forest and Paper Association 
and the United Paper Workers International Union. They will be 
urging that the Clinton administration push the EU, European 
Union, in Singapore to drop its steep tariffs on U.S. paper and 
wood products. What they seek is zero-zero by 1998 — free trade be- 
tween Europe and the United States in paper and wood products, 
and no tariffs on products on either side of the Atlantic within 3 
years. 

I strongly support their position. I have written Ambassador 
Barshefsky to urge our government to join Canada, which also sup- 
ports it. I would like to submit that letter also with my testimony. 

Chairman Crane. Without objection, so ordered. 

[The following was subsequently received;] 
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Congressi sf tte^niteb ^tateis 

l^ousr of i^rprfsentatibes 
la^asbington. Q.C. 20515 

June 5, 1996 


The Honorable Charlene Barshefsky 
United States Trade Representative 
600 17th Street, NW 
Washington, D.C. 20506 

Dear Ambassador Barshefsky: 

I am writing to express my interest in the tariff 
discussions which took place at the April 19-20 Quad meeting of 
trade ministers. In particular, I am interested in the Canadian 
proposal to eliminate tariffs on paper and wood products. The 
largest cash crop in my state is timber and I support efforts to 
encourage increased exports of U.S. forest products since greater 
exports will lead to more jobs in my district. 

At the Quad meeting, I understand that the Canadian 
Government offered to apply the final Uruguay Round rate in zero- 
for-zero sectors as of January 1, 1998. For the U.S. forest 
products industry, and for the workers they employ in my 
Congressional district, this would mean an end to almost 20 years 
of tariff inequity. Its adoption would help enable our highly 
competitive suppliers to sell in Europe. For the nation as a 
whole, it has been estimated that early implementation of paper 
tariff cuts would produce additional exports of approximately $1 
billion between 1998-2000, rising to over $2 billion by 2004. 
Equally important, each $1 billion additional exports in this 
industry is associated with 9,000 high-paying U.S. manufacturing 
jobs. 


The Uruguay Round Implementing Act provides the authority 
and the mandate to negotiate additional tariff cuts in zero-for- 
zero sectors, including paper and wood. I hope you will use that 
authority to maximum effectiveness in this case. In particular, 

I urge you to consider making the Canadian initiative a U.S. 
negotiating objective for the Singapore Ministerial meeting in 
December . 

Thank you for your consideration. 


Respect 

S. ^ 1 M 

■ John y. . 
Merxer : 


fu^. 




5p 
:f. C 


Dnaress 
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THE UNJTED STATES 'mADe HEPBESeNTATIVE 
Ofnc* of tho Prostoont 
Washington. O.C. 2OS06 


AUG 6 596 


The Honorable John M. Spratt, Jr 
US House of Representatives 
Washington, D.C. 20515 

Dear Congressman Spratt 

Thank you for your recent letter concerning a tai iff reduction package for the WTO Singapore 
Ministerial that includes paper and wood products 

1 share your interest in providing expon opportunities for U S firms and workers in the paper and 
wood industries Last year, as countries began to implement the resuhs of the Uruguay Round, 

U S exports of p^er and paper products grew by 4 1 percent to all WTO members (excluding 
Canada and Mexico) and by 47 percent to the European Union On wood, where we did not 
succeed in a duty-elimination agreemem (but did reduce tariffs), exports to WTO members grew 
by 7.2 percent last year. 

Despite these positive results, the Administration continues it.s commitments in the Statetnent of 
Administrative Action of the Uruguay Round Agreements Act to seek accelerated staging of 
Europe's duty reductions on paper products and to push for multilateral elimination of tariffs on 
wood and wood products On paper, we achieved an agreement to eliminate duties over a ten 
year period. This concession was hard fought in the Uruguay Round We also pressed this in our 
xompensation negotiations with the European Union (EU) when it enlarged to include Finland. 
Sweden and Austria. On wood, the opposition to Einher liberalization is primarily from Japan I 
raised these issues with the EU and our other Quad partners at eur recent meeting in Kobe. Japan 
We instruaed our officials to explore more fully the issues of tariff acceleration and further tariff 
reductions and to report to us ai the earliest opportunity' 

1 appreciate your interest in the WTO Singapore Mini.sierial .ind. particularly, funher market 
access liberalization and the development of a market access package I will keep you informed 
of OUT progress on this issue 


Sincerely, 


uiirdwhf^^ 

Charienc Barshefcky 

Acting United States Trade Representative 
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Mr. Spratt. Today, tariffs on U.S. paper products going to 
Europe are more than triple the tariffs that we impose on Euro- 
pean paper products coming into our country. 

I have several papermills in my district, one of which makes 
coded paper and newsprint. Right now, Europe is sending us coded 
paper and displacing jobs in my very back yard, and they are tak- 
ing advantage of this very advantageous situation because of the 
differential in tariffs between us. 

This Subcommittee included in the Uruguay round implementing 
legislation a mandate that the administration treat zero tariffs on 
paper and wood products as a negotiating priority. I hope that this 
Subcommittee will bear down on the administration and on the del- 
egation that we are sending to Singapore and insist that they fol- 
low through and accomplish this agreement with the Europeans. 

Thank you very much, Mr. Chairman, for this time. The director 
general has called upon us to review compliance with the WTO. Let 
us take him at his word and make Singapore a venue where our 
government presses our trading partners to meet their WTO obli- 
gations so that U.S. companies and American workers can finally 
get a fair shake in world markets. 

Thank you very much. 

[The prepared statement follows;] 
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Congr«BBman John M. Spratt, «Jr. (D-S.C.! 
Housa Hays and Means Subconalttee On Trade 
September 11, 1996 


Thank you for the opportunity to testify today. I commend 
your subcommittee for holding a hearing on the WTO Ministerial 
Meeting to be held in Singapore. Although few Americans have heard 
of the Singapore talks, these discussions could have broad 
implications for millions of American workers and the industries 
that employ them. Today, most of my testimony will focus on the 
Singapore talks as they relate to textile and apparel imports. But 
I would like to end with a few words about high and discriminatory 
tariffs imposed on our exports of paper and wood products. 

I represent a textile district, and I voted against the 
Uruguay Round implementing legislation because I believed it would 
lead to more textile imports and fewer textile jobs. So far, I am 
sorry to say, my fears are being realized. But I recognize that I 
was in the minority in Congress, and the United States, along with 
122 other nations, must comply with the rules of the WTO. By the 
same token, I believe that what the United States should now do is 
ensure that foreign countries meet their obligations under the WTO. 

The Director General of the WTO said recently that a major 
purpose of the Singapore Talks is to review "the full and prompt 
implementation of commitments" in the WTO agreement. If such a 
review is made, it should cover the obligations of all signatories, 
including the textile exporting nations. 

A fair review will show that we have met our obligations under 
the Agreement on Textiles and Clothing. A fair review will also 
show that major textile exporting nations, like Pakistan and India, 
have failed to meet theirs. Since June, the exporting nations, led 
by Pakistan, have a mounted campaign to have the United States and 
the world community reopen the ATC negotiations and speed up the 
elimination of quotas. They accuse the United States of failing to 
fulfill the "spirit" of the ATC. At the same time that countries 
like these flout their obligations under the ATC, they seek to 
change the agreement and impose even greater demands on us. Maybe 
they hope that their campaign will divert attention from their 
record of non-compliance. But it should not. 

Let's look first at the U.S. record of implementation. Under 
the ATC. we agreed to phase-out the textile quota system by 2005, 
and we are doing so. We compiled and released to the public a ten- 
year integration schedule, listing exactly when quotas on all 
products will be lifted. No other nation went so far; and no other 
nation operated with more transparency in its integration process. 
The U.S. did so to give ample notice to exporting countries, the 
U.S. industry, and domestic retailers. We have already eliminated 
quotas on 16% of the products listed on the annex, as the ATC 
requires, and we are allowing imports to increase as authorized by 
the "growth on growth" provisions of the ATC. In addition, we have 
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begun to cut tariffs on a variety of products. By 2005, the 
tariffs on some will drop by as much as 30%. 

Sow let's look at the record of textile exporting countries. 
They made two promises under the ATC, neither of which has been 
kept. First, they promised to open their domestic markets to 
textile imports, so that American firms would have the same right 
to sell our products to them as they sell to us. That is free 
trade and reciprocity. But the exporting countries don't practice 
what they preach. They lecture us about our markets being closed 
to their textile products while keeping barriers within their own 
markets that bar U.S. textile firms from selling there. 

Consider just two statistics to make my point. In 1995, the 
United States imported more than $1.5 billion in Indian textile 

goods while India purchased from the U.S. only $21 million let me 

repeat, $21 million in U.S. textile products. The same year, 

Pakistan sold us $768 million in textile goods, while buying from 
us only $10 million in imports. Rather than open its markets to 
U.S, products, India is closing its markets even tighter. 
Recently, India imposed supplementary tariffs on top of already 
steep tariffs. In the case of floor covering, for example, this 
means that Indian tariffs are 95%. 

Second, exporting nations under Article 5 of the ATC promised 
to bear down on illegal transshipments, re-routing and false 
declarations concerning country of origin. In a nutshell, this 
means that exporting countries promised to comply with quotas and 
stop quota circumvention. But since the ATC went into effect, our 
Customs Service has found increasing cases of quota evasion. 
Although the most persistent violator is China, which is not a WTO 
member, member states like Hong Kong, are also implicated. In 
fact, for the past several months. Customs has met enormous 
resistance from Hong Kong as it has tried to obtain Hong Kong's 
help in investigating goods made in China but shipped under Hong 
Kong labels to use Hong Kong's excess quotas. 

I would like to submit a letter that Congressman Coble and I 
sent the President last July, in which we expressed concerns etbout 
the Singapore talks and textiles. 1 am pleased that the Clinton 
Administration understands and is sympathetic to the concerns we 
have raised. On July 17, our government issued a paper urging the 
Committee on Trade in Goods, an arm of the WTO, to examine the 
problems of compliance with the market access and transshipment 
sections of the ATC. Those are precisely the topics we should 
take up in Singapore . 

The Uruguay Round took effect less than two years ago. Despite 
our objective, which was to seek a balance of trade gains and 
losses within each sector, the textile and apparel industry came 
out a net loser. This was a donor industry where concessions were 
given up for the sake of gains in other sectors. This industry is 
now paying dearly for those concessions. Our overall trade deficit 
in textiles and apparel with the world was $34 billion in 1994, the 
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year before the WTO became effective; last year, the 
textile/apparel trade deficit was $35.8 billion, which represents 
an increase of more than SV. If you look at imports just from WTO 
countries, the figures are particularly revealing about the price 
we are paying for GATT. Our textile/apparel trade deficit with WTO 
countries increased in 1995 over 1994 by almost 11%. 

I was in Geneva as the Uruguay Round neared its conclusion, 
and I presented U.S.T.R. with the industry's one last plea. "At the 
very least," the industry asked, "make our obligation to open our 
markets to each exporting country contingent on its opening of its 
markets to U.S. textiles and apparel." Our negotiators made such 
a proposal, but the negotiations ended before it was made explicit 
enough in the agreement. It was understood, nevertheless, that 
reciprocal access was implicit in the ATC. The exporting countries 
charge that we are not abiding by "the spirit of the ATC," but this 
was the "spirit of the ATC." 

The textile exporting countries seek to change the terms of an 
agreement already balanced heavily in their favor. It is absurd of 
them to ask that we tilt this agreement even more to their 
advantage. It is outrageous to make this demand when they have not 
upheld their obligations to open their markets to our textile and 
apparel goods . 

We have kept our obligations under the ATC. What we should 
discuss in Singapore is why the exporting countries have not met 
theirs, and what the WTO should do about it. 

Let me turn from textiles to another major employer both 
nationally and in South Carolina, the paper and wood products 
industry. Later today, you will hear from witnesses who represent 
both the American Forest and Paper Association and the United 
Paperworkers International Union. They will be urging the Clinton 
Administration to push Che EU in Singapore to drop its steep 
tariffs on U.S. paper and wood products. What they seek is "zero 
for zero" by 1998; no tariffs on paper and paper products on either 
side of the Atlantic by 1998. I strongly support their position and 
I have written to Ambassador Barshefsky to urge our government to 
join Canada which already supports it. I would like to submit my 
letter with my testimony. 

Today, tariffs on U.S. paper products going to Europe are more 
than triple the tariffs that we impose on European paper products. 
That is neither free nor fair trade. As a result of these high and 
discriminatory tariffs, European exports to the United States have 
surged while our exports to Europe remain flat. High European 
tariffs deny American paper companies sales they have earned by 
their competitive advantage, and they deny good-paying jobs to 
American paper workers . 

The Ways and Means Committee included in the Uruguay Round 
implementing legislation a mandate that the Administration treat 
zero tariffs on paper and wood products as a negotiating priority. 
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This committee and the Congress wisely recognized the importance of 
this issue for our economy and our workers. I know that the 
Clinton Administration also sees the importance of "zero for zero" 
and has been working hard to achieve it . 

If there are to be talks in Singapore, let's not waste them on 
rhetoric about free trade; let’s go prepared to talk about sectors 
like paper and forest products, where U.S. firms have a competitive 
advantage but cannot use it . 

The Director General has called us to review compliance with 
the WTO. Let's take Mr. Ruggiero at his word and make Singapore a 
venue where our government presses our trading partners to meet 
their WTO obligations so that U.S. companies and American workers 
can finally get a fair shake in world markets. 
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Chairman Crane. Thank you, John. 

Mr. Coyne. 

Mr. Coyne. No questions, Mr. Chairman. 

Chairman CRANE. Mr. Matsui. 

Mr. Matsui. I thank the Chairman. 

I would like to thank the gentleman from South Carolina for his 
testimony. John, actually, I have been asked to ask you this ques- 
tion by L.F. Payne, who is a Member of this Subcommittee but was 
not able to attend. 

You have introduced your legislation, which you spoke about, 
and you have identified certain problems with the WTO. Would you 
briefly describe in what way your legislation, if it should be enacted 
into law, would give assistance to the textile industry? 

Mr. Spratt. First of all, we want to see the rules that we have 
strictly enforced, and we want stiffer sanctions when we apprehend 
countries that are violating the quota system that we still have for 
these few remaining years — for example, transshipment, quota eva- 
sion, and mislabeling. It is still an epidemic problem, and it is still 
a problem estimated by Customs itself to be of the magnitude of 
$2 to $4 billion involving China alone. 

So, we are saying let us stiffen the sanctions because we have 
found that detection is extremely difficult. It involves a lot of man- 
power and effort. You catch them mostly by chance. If we can in- 
crease the penalties, we can rely more upon deterrence to stop this 
practice. We have a list of additional sanctions included in the bill. 

Second, we are saying let us condition the opening of our mar- 
kets further with countries that are in the WTO or those outside 
the WTO, like China, that still have not joined, and we still have 
more negotiating leverage with them, upon their opening their 
markets on a reciprocal basis to us. That is free and fair trade. 

So, we are trying to lay that down as a working principle of our 
trade relations with our trading partners like China, who enjoy lib- 
eral access to our markets. But China, Pakistan, India, and 
Bangladesh, which have enormous capacity, already ship tremen- 
dously to us, but simply do not buy anything in return. That is not 
just because we do not make products that will be attractive to 
them because they have such a low wage advantage. We make a 
lot of cloth, a lot of yarn, a lot of basic textile products that they 
could probably use and buy from us if there were only a free and 
open opportunity to do so. 

We also make some end products that would probably sell in the 
Indian market, for example, where there is a substantial middle 
class — sheets and towels and things like that. If we had the oppor- 
tunity to access their markets, we could probably be selling in re- 
turn to make up for the displacement in our markets of their sub- 
stantial imports to us. 

Our bill seeks these two things — enforcement of the rules of 
trade that we have now, with tougher sanctions on the violators, 
and reciprocity, market opening for those countries that enjoy lib- 
eral access to our markets. 

Mr. Matsui. Thank you. No further questions, Mr. Chairman. 

Chairman CRANE. Thank you. 

Ms. Dunn. 

Ms. Dunn. No questions, Mr. Chairman. 
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Chairman Crane. Mr. Houghton. 

Mr. Houghton. No questions, Mr. Chairman. 

Chairman Crane. Mr. Ramstad. 

Mr. Ramstad. No questions. 

Chairman Crane. With that, we thank you very much, John, for 
your testimony. 

Mr. Spratt. Thank you, Mr. Chairman. I appreciate this oppor- 
tunity. 

Chairman Crane. Our next witness is Hon. Charlene 
Barshefsky, Acting U.S. Trade Representative. 

STATEMENT OF HON. CHARLENE BARSHEFSKY, ACTING 
UNITED STATES TRADE REPRESENTATIVE 

Ms. Barshefsky. Thank you, Mr. Chairman. 

I would ask that my full statement be submitted for the record. 

Chairman Crane. It most assuredly will be. 

Ms. Barshefsky. Thank you. 

It is a pleasure to see you, of course, and the Members of the 
Subcommittee, and it is a pleasure to be before you today to discuss 
the WTO Singapore Ministerial Meeting. 

It goes without sajdng, Mr. Chairman, that your Subcommittee 
has played a vital leadership role with respect to the passage of the 
Uruguay round and with respect to making the WTO a reality. I 
believe that trade policy works best when it is bipartisan. That is 
the way we have aJways operated, and I think the statistics show 
that that is the best way for the country to operate. 

Trade of course matters because of its ability to enhance domes- 
tic economic opportunity and to increase high-wage jobs in Amer- 
ica. We do not negotiate trade agreements to get the agreements; 
we negotiate them to get the jobs they produce. They serve as a 
tool for economic prosperity. 

This view of trade is fundamental to this Subcommittee, and it 
is fundamental to the President of the United States. That is why 
trade policy has played such a fundamental and important role in 
U.S. economic prosperity and growth these past 4 years. Let us 
take a moment to look at the record. 

We are currently in the fifth year of economic expansion, with 
low inflation, strong industrial production, and very good prospects 
for continued job and output growth. Over 10 million net new jobs 
have been created, and these jobs are geared toward higher wage 
endeavors. 

For the third year in a row, the United States has been cited as 
the world’s most competitive major economy by the World 
Economic Forum. 

Trade has been one tool to accomplish these successes through 
the negotiation of new trade agreements, enforcing compliance with 
current agreements, and pursuing new expansion opportunities in 
Asia, Latin America, Europe, and Africa. 

Export growth has accounted for one-fiflh of the overall growth 
of our economy since 1992. About 1.5 million new jobs are sup- 
ported by this increase in exports. Overall, about 11.5 million jobs 
are supported by exports, and these jobs are good-paying jobs. 

Trade in goods and services has risen from a value equal to 25 
percent of U.S. GDP to just about 30 percent of GDP, or $2 trillion. 
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This Subcommittee has every reason to be proud of America’s 
economic record as this administration is proud of America’s eco- 
nomic record. In the last 3 1/2 years, U.S. exports in goods and 
services have grown by 37 percent; our manufactured product ex- 
ports are 42 percent higher now than in 1992; our exports of ad- 
vanced technology products have grown by 49 percent; the value of 
our agricultural exports is at a record high — it was a record last 
year, and we are going to break that record and start to create an- 
other record this year. Our commercial service exports are up 28 
percent. 

Our goods trade deficit with Japan has reached its lowest level 
in 4 years. Our goods exports to Japan have grown 47 percent since 
1992 even though the Japanese economy was in severe recession. 
I think our market opening agreements with Japan have paid off. 
As you know, in those sectors in which we have concluded agree- 
ments, U.S. export growth has been on average 85 percent. That 
is three times higher the overall rate of export growth to Japan. 
This is quite evident indeed in the auto sector, both for vehicles 
and for auto parts. 

Exports to our NAFTA partners are up. Indeed, exports to Mex- 
ico are now up 34 percent, much higher than the pre-NAFTA level, 
and this in the face of the worst economic downturn in Mexico in 
recent history. And of course, our exports generally to Latin Amer- 
ica and to the Pacific rim countries are also up. 

Our exports to China have also grown, but Mr. Chairman, as this 
Subcommittee is well aware, we are concerned about the trade fig- 
ures with respect to China and intend to continue aggressively to 
pursue market access and agreements compliance with China. 

Prospects for U.S. trade growth are likewise strong as we look 
ahead, particularly in the emerging markets of the world, where 85 
percent of the world’s consumers reside. We are very well- 
positioned to capture a portion of that growth, and we look forward 
to doing just that. 

Of course, locking those countries into a system of rules is criti- 
cal for us to achieve the kind of economic performance we would 
like, and that is where the WTO comes into play. As you know, the 
GATT system of trade rules has played a critical role in making 
markets more open and more fair, in creating rules and trans- 
parency and trade regimes that formerly were opaque. It has also 
been the foundation of our agreements in many other sectors, such 
as NAFTA, the FTAA and ^EC, all of which draw on fundamen- 
tal WTO principles as their core. 

Of course, now we turn to the first trade ministerial meeting of 
the WTO in Singapore in December. I would like to simply outline 
quickly for you what we would like to accomplish. 

First, we are most proud of the dispute settlement mechanism in 
the WTO, and we want to be sure that that mechanism is adhered 
to fully. We have brought more cases than any other country in the 
world — 17 now. We just won our first case on distilled spirits 
against Japan. We settled one, and we are about to settle three 
others because countries prefer not to go through the system if they 
can avoid it. 

We have a number of pending cases, however, including against 
Canada’s unfair barriers to American print publications, EU re- 
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striction on bananas, and Japan’s distribution system which inhib- 
its sales for imported film and photographic paper. 

Second, Mr. Chairman, I would like to comment briefly on sov- 
ereignty, and I would like to answer directly some questions that 
have been raised on occasion about whether the WTO impinges on 
the sovereignty of the United States. Unequivocally, the answer is 
no. 

First, the WTO operates by consensus only. This rule is now en- 
shrined in the WTO, and as the world’s most major single trading 
nation, what we say carries a lot of sway. 

Second, no substantive right or obligation of the United States 
can be altered or changed without our consent. 

Third, the WTO cannot change our laws or our environmental, 
health, or safety standards. Only Congress can do that. 

Fourth, we maintain the right to use all of our trade laws. And 
of course, this administration has been very aggressive, having 
brought 42 enforcement actions in 44 months under our trade laws. 

And last, of course, as you know, the WTO is not a treaty. It is 
a contract. And although I would hate to see this ever happen, 
were it to come to it, we could withdraw from the \^0. 

As we look ahead to Singapore, apart from dispute resolution, I 
would like to talk about several areas. First, of 'course, as Mr. 
Spratt said, we are looking to ensure full implementation by our 
trading partners of the commitments they made in the WTO. That 
is absolutely critical. We are doing it in the textiles sector; we will 
ensure full implementation in every sector. 

Second, we need to ensure that the “built-in agenda,” that is, the 
agenda of work that was created at the end of the Uruguay round, 
continues fully in every aspect. Whether it is standards, invest- 
ment, agriculture, rules of origin. Customs, or government procure- 
ment, the current work program of increased transparency, of noti- 
fication, must continue, and we must ensure that it does. 

In this same connection, we would like to see countries come for- 
ward with improved offers in basic telecommunications services, to 
try to conclude that agreement by mid-February. We are worUng 
closely with Europe on it, but improved Eimopean offers, while nec- 
essary, are not sufficient. If Asia does not move forward and im- 
prove its offers, no agreement will be possible. 

Also in this vein, with respect to the “built-in agenda,” we need 
to ensure that the existing Subcommittees on Trade and Environ- 
ment moves forward, making recommendations that are consensus 
in nature. 

Third, we would like to see the WTO move toward continued 
market access. In this regard, we are pushing the ITA, Information 
Technology Agreement, very hard, under which we and our trading 
partners would go to zero tariffs by the year 2000 in products criti- 
cal to the information superhighway, from cellular phones to high- 
end computers to local area networks and telephone switching 
equipment. This is a critical area for us. Tens of billions of dollars 
are at stake. We are pushing this in APEC, where we have re- 
ceived a very good reception. We have some concern about whether 
the European Community has the necessary mandate from its 
member states to move forward. 
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Fourth, of course, we need to agree on new directions for trade 
policy. The WTO must continue to remain relevant to today’s con- 
cerns. Nowhere is this more important than with respect to the 
work on trade and labor. As you know, Mr. Chairman, section 131 
of the Uruguay round implementing legislation charges the Presi- 
dent with pursuing this issue in the WTO. We must find a way to 
address the question of labor and trade so that we can ensure that 
our workers can compete on the basis of fair play rather than un- 
fair advantage. Dealing with this issue in the WTO is part of our 
effort to make sure the playingfield is level. 

As you know, Mr. Chairman, more and more, people in this coun- 
try and in other countries question whether trade a^eements are 
good for them, question whether trade agreements in fact create 
jobs. We must find a way of reassuring them that trade liberaliza- 
tion and market access are job-creating, and indeed for this country 
are necessary if we are to maintain our standards of living and in- 
crease economic opportunity for ourselves and for our children. 

Our proposal in the WTO seeks to give expression to the rel- 
evance that open markets and a rules-based trading regime have 
for improving the welfare of workers and to demonstrate that 
workers have a stake in continued trade liberalization. 

Of course, we do not want to prejudge the outcome of these talks 
or suggest a particular set of disciplines or particular prescriptions. 
I agree with you, Mr. Chairman, we must work together to come 
to consensus within our own country before we get too far ahead 
of ourselves. But as the implementing legislation directs and as the 
President has committed, we will begin the dialog on this issue in 
the WTO. 

Additional matters to keep the WTO relevant include issues of 
competition policy and trade and investment. These are very com- 
plicated areas. They are, even within our own business community, 
somewhat controversial. Here again, we believe the beginning of 
the dialog in the WTO makes sense, but we want to work with the 
Subcommittee to ensure that we move cautiously so that all of the 
U.S. interests and rights are preserved, particularly our antitrust 
laws and our antidumping laws. 

Finally, Mr. Chairman, as you know, this administration has 
gone to great lengths to combat bribery and corruption. We look at 
the WTO to make the contribution in this area. You know that in 
the OECD, there is a political commitment now to condemn the tax 
deductibility of bribes and to criminalize bribery and corruption. 
The contribution the WTO Singapore meeting can make is to 
achieve consensus on an interim transparency agreement in gov- 
ernment procurement. It is particularly in the government procure- 
ment area that bribery and corruption are most serious. If we can 
achieve greater transparency in public procurement processes, 
greater due process, and rights of appeal, we feel that this will 
have indirectly an important impact on the bribery and corruption 
question. 

In conclusion, Mr. Chairman, we believe the WTO Singapore 
meeting should be treated like a board of directors meeting, setting 
the pace and the tone, ensuring that existing commitments are ful- 
filled, keeping the organization relevant. And as we look toward 
the Singapore meeting, we look forward to working with you and 
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Members of the Subcommittee so that we can, in the bipartisan 
fashion that has been so critical, continue the tremendous job of 
economic growth for the United States on which we have embarked 
together. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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Mr. Chairman and members of the Committee, thank you for inviting nie to speak with you 
today about the WTO and the preparations now under way for its first ministerial conference, 
which will be held in Singapore on December 9-13 of this year. This Committee played a most 
important role in providing the necessary leadership to make the WTO a reality by taking the 
lead in assuring passage of the Uruguay Round Agreements Act. Your continued leadership in 
the development of U.S. policy for the WTO is a strong sign of U.S. commitment to use trade as 
an engine for sustainable growth. 

The Administration, with llie bipartisan cooperation and support of Congress, has always sought 
to achieve enhanced opportunities to sell U.S. goods and services in foreign markets. This 
Administration has entered into agreements which open new markets to U.S. exports; and then 
monitored and enforced those agreements, utilizing U.S. trade laws where necessary. 

When then-USTR Kantor appeared before you just six months ago, he reported that the WTO 
was already beginning to contribute to a fairer and more predictable trading environment in 
which to generate additional jobs and growth in the United States. Today, I can conftrm that this 
continues to be the case. U.S. growth and prosperity are increasingly linked to and dependent on 
the global economy. Our commercial, financial and political stakes in the well-being and 
prosperity of the rest of the world increase steadily with each passing day. While the close of the 
Cold War era has resulted in our Nation’s holding an unparalleled position of power and 
leadership, it is a supremacy sustained by an appreciation that the inexorable determinants of the 
modern world are the dynamism of market competition and the reality of economic 
interdependence. To ignore these facts would be to act irresponsibly with respect to our 
obligations both to the American public and to America’s friends and allies abroad. 

U.S. commercial policy has traditionally been focused on Canada, Europe and Japan. While 
these markets will continue to be large trade markets in terms of size, the emerging markets of 
Asia, Latin America and elsewhere hold much more promise in terms of large gains^ for U.S. 
exports. 

• Some 96 percent of the world’s population lies outside the United Slates and roughly 85 
percent of total world population is found in low or middle income countries. 

• ' Low and middle income countries are already importing more tiian SI trillion a year irom 

high income industrialized countries. 

• . More than 40 percent of U.S. exports currently go to these increasingly lucrative 
destinations. 

Over the last ten years, many of these countries began to adopt much more market-oriented 
internal policies and to reduce trade barriers at the border. Because of the adoption of more 
market-oriented policies, many of these countries are experiencing, of are poised to experience, 
very rapid rates of growth — in the. range of 5 to 6 percent a year or better. 

A group of 12 large emerging markets, dubbed the "Big Emerging Markets” (BEMs), has been 
identified on the basis of their sizable populations and considerable and rapidly growing markets 
for a wide range of products. (The BEMs, with nearly half the world’s population or 2.8 billion 
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people, arc Argentina, Brazil, China, Hong Kong, Taiwan, India, Indonesia, Mexico. Poland. 
South Africa, South Korea and Turkey.) 

• Overall. GDP in the BEMs is expected to grow an average of 6.3 percent annually from 
1996-2000, compared with an average of 2.9 percent among the industrialized countries. 

• BEMs’ imports of goods and services could increase by 75 percent by 2000, 

• What is happening in the BEMs is happening elsewhere in the emerging market world. 

In fact, low and middle income countries are expected to account for roughly three- 
quarters of the total increase in global imports outside our borders in coming years. 

The United States is particularly well-placed economically to serve the emerging markets in 
Asia, Latin America and elsewhere with exports. The traditional strength of the United States in 
world trade has been the tools of development— capital goods. Nowhere is there more demand 
for these goods — such as telecommunications and aircraft, industrial scientific instruments and 
construction equipment, and agricultural and data processing machinery — than in the fast 
growing emerging markets. Added to the advantages of the United States in the capital goods 
area are our strengths in agriculture, food and some U.S. branded consumer goods and 
commercial services. For all these sectors, the emergence of new middle classes in low and 
middle income countries will create major new opportunities for U.S. exports. 

The movement of low and middle income countries toward freer markets and faster growth 
presents the U S, economy and U.S. workers with a unique opportunity. By rapidly increasing 
our exports to these markets, we expand demand for the goods and services from our most 
productive industries — ones that offer more productive, higher wage U.S, jobs. Expanding trade 
witli emerging markets will help us work belter, work smarter and grow faster. The resulting 
improved performance of the U.S, economy will assist us in dealing with all those domestic 
economic issues that can be more easily dealt with when growth is faster. It will, for example, be 
easier to eliminate fully the federal budget deficit and support economically the retirement of the 
large baby boom generation with the type of stronger economic growth that exporting to 
emerging country markets can help us achieve. Expanding trade with these countries presents a 
challenge for us, but an even greater opportunity. 

One of the pjincipal trade (and economic) policy issues before us is how the United States can 
best posihon itself to help keep these countries on the right economic course with increasingly 
open markets to U.S. and global trade, and how the United Slates best benefits from serving the 
rapidly growing needs of the new emerging markets. The WTO can be a tremendous tool in our 
efforts to meet the challenge of securing access to these important markets, which is why it is 
especially important that we pay careful attention to the full implementation of the WTO as it 
gets on its feet ~ and set a course for the organization to continue to play a vital role in the 
expansion and guaranty of market access in the years to come. 

Before assessing implementation and the status of preparations for the WTO Ministerial, if may 
be helpiut to first address two issues that will help to put our objectives for Singapore in the 
proper context. We need to knock down two misconceptions. First, that trade agreements like 
the WTO are bad for U.S. workers and economic growth, and the second that the WTO erodes 
U.S. sovereignty. Neither of these contentions is true. 

Performance of the U.S. Economy 

Four years ago. President Clinton pledged to pursue policies to help restore jobsi growth and 
economic oppottunity in America. Since that time, the President has followed through on his 
promise - which included an activist foreign bade policy - and the economy has responded. 

The budget deficit has been cut every year during this Administration and now stands at half of 
the dollar value it was in 1 992, The budget deficit last year was smaller as a percent of ODP, at 
2.3 percent, than was the case for any otlier major world economy. The budget deficit this fiscal 
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year (ending September 30, 1996) is expected be roughly $117 billion-the lowest budget deficit 
in fifteen years (and roughly 1 .6 percent of GDP). 

Evidence of the current strength of the American economy is abundant. 

• We are in the 5th year of economic recovery with good prospects for continued growth. 
(Unusual for this ]a|e in a recovery, inflation is low, our ability to expand industrial 
production is not currently constrained by a lack of available production capacity and 
prospects for business investment and job growth remain good.) Last quarter, the 
economy grew at an annual rate of 4.8 percent (though growth is expected to moderate 
from here forward). 

• In the second quarter of 1996, U.S. GDP was running at an annual rate of $630 billion 
constant dollars higher than in 1992. From full year 1992 to the second quarter of 1996, 
real GDP has been growing at an average annual rate of 2.6 percent Annual disposable 
income is how more than $1,000 (constant 1992 dollars) higher than in 1992 on average 
for every man., woman 'and child in the country. 

• Since the beginning of 1993, over ten million net new jobs have been created, causing 
unemployment to stay at a level below 6 percent since late 1 994. The current 
unemployment rate (August) is 5.1 percent. Evidence suggests that job creation has been 
geared toward higher-wage jobs. A recent CEA study concluded that 68 percent of net 
job creation in the period from February 1994 ip February 1996 was for jobs paying 
above-median wages. 

Part of the President’s plan for economic prosperity has been the expansion of trade, in part 
through the negotiation of new trade agreements, enforcing compliance with current agreements 
and pursuing regional trade expansion in Asia, South America and Europe. Trade (exports plus 
imports) in goods and services (including earnings on foreign investment) has risen from a value 
equal to 25 percent of. GDP in 1 992 lo one equal to nearly 30 percent of GDP in 1 995, from $ 1 .6 
trillion to $2.1 trillion. 

The expansion of U.S. exports has been Impressive. From the fourth quarter of 1992 to the 
second quarter of 1996 (three and one half years): 

• the value of U.S. merchandise exports to the world has grown by 35 percent; 

• U.S. exports to Japan have grown by 47 percent, despite the Japanese economy’s being 
at or near recession, throughout the period; 

• U.S. exports lo the rapidly growing Asian Pacific Rim countries, excluding Japan and 
China, have likewise grown by 47 percent; 

• U.S. exports to NAFTA partner Canada are up by 5 1 percent and lo Mexico by 34 
percent; 

• the increase to Mexico is particularly remarkable in light of that country’s severe 
recession, which lowered Mexican GDP by 7 percent in 1995. U.S. exports lo Mexico 
fell by 9 percent, but recovery (to which NAFTA had contributed) has been rapid. U.S. 
exports to Mexico in the first six months of 1996 rose nearly 19 percent from a year 
earlier; 

• U.S. exports lo other markets in Latin America were up by nearly 32 percent over the 
three and one half year period; while to the European Union (experiencing only modest 
economic recovery over the period) U.S. exports were up by 24 percent. 
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Also, 


• U.S. exports of maiiufacturcd products nxe currently running at an annual rate of $525 
billion so far in 1996, or 42 percent higher than in 1992. 

• U.S. exports of advanced technology products (a sub-part of manufactured products) 
have grovyn even faster. They arc running at a rate of $160 billion so far this year, some 
49 percent higher than in 1992. The Untied States also enjoyed a trade surplus in 
advanced technolo^ products of $13.6 billion in 1995. The surplus in the first 6 months 
of 1996 is a third higher than in the comparable period of 1995. 

• The value of U.S. agricultural exports, after a number of years of slow growth, have 
increased sharply in the last year and a half. They were up by 22 percent in 1995 to a 
level of $56 billion. In the first 6 months of J 996, agricultural exports are up by another 
! 3 percent relative to a year earlier. 

• U.S. commercial service exports are currently running at an annual rate of $227 billion, 
up 28 percent from 1992. 

The President has emphasized the reduction of barriers to and the expansion of U.S. trade as a 
tool for creating greater economic opportunity for U.S. citizens. U.S. exports generally represent 
the output of some of America’s most advanced and productive industries — industries where 
both labor productivity and wages are higher than the U.S. national average. 

• Estimates place the wages paid for U.S. jobs supported by U.S. goods exports at some 13 
percent to 16 percent above the U.S. national average wage. 

Thus, agreements to lower barriers to U.S. trade over time help shift the composition of U.S. 
employment growth toward higher productivity, higher paying jobs, also helping to raise U.S. 
living standards. 

The growth of U.S. jobs supported by exports has, in fact, been significant under the Clinton 
Administration. 

• Since 1992, jobs supported by exports rose by t.5 million to an estimated level of 1 1.4 
million in 1996. 

• Of those 1 1.4 million jobs, an estimated 7.7 million were supported by goods exports, 
including 950,000 jobs attributable to agricultural goods exports. 

Export-supported jobs have risen significantly, in part because of the underlying strong growth in 
U.S. exports. Goods and services exports so far in 1996 (based on the first 6 months) are running 
at an annual rate of $848 btUlon, some 37% or $230 billion higher than in 1992. 

Why have exports grown so much? 

• Some improvements in foreign growth have recently helped U.S. exports, as has a 
competitively valued dollar (though the dollar has been appreciating for a number of 
months now). 

• The Administration has achieved a great deal of foreign market opening through the 
negotiation of over 200 trade agreements, including the WTO Agreement, NAFTA and a 
number of bilateral agreements with Japan. 

• In addition, thanks to an activist trade policy. U.S. business understands better than ever 
that, if it makes an efTort to export but encounters foreign government barriers, the . 
Administration, backed by a supportive Congress, will be ready -to help. The 
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commitment of the President to open markets has thus made it more worthwhile for 
business to make the effort to export even in restricted market environments. 

Trade Balance Not the Measure of Our Trade Competitiveness or Economic 
Success 

For the pas.t three years the United States has been ranked as the world’s most competitive major 
economy by the World Economic Forum. In agricultural, manufacturing and service sectors, the 
U.S. produces some the world’s best products and some of the best value for the price. Our 
exports, as noted earlier, haye accordingly grown rapidly. Especially noteworthy was the record 
$56 billion in agricultural exports last year. The $26 billion trade surplus in agriculture in 1 995 
was the second highest ever. Since the beginning of the Administration, the expansion of goods 
and services exports has accounted for about a fifth of the increase in our GDP. 

The United States has enjoyed a sustained period of healthy growth, rising employment, falling 
unemployment and moderate inflation. The rise in our trade deficit earlier in the Administration 
was, in fact, related to the favorable performance of the U.S. economy. The U.S. economy began 
to recover earlier than other countries from the global recession of the early 1 990s and to grow 
faster than the markets of many of our major trading partners. As a result, our demand for 
imports rose at a lime when foreign demand for U.S. exports was dampened by lack of growth in 
foreign purchasing power. The Japanese economy, for example, is just now emerging from a 
long recession during which it experienced very little growth for 4 years. 

No previous Administration has made a greater effort, or had more success, in reducing barriers 
to U.S. trade. Foreign trade barriers influence the trade balance, and we address these barriers 
vigorously. However, more recent increases in the deficit largely reflect the superior 
performance of the U.S. economy. The figures tell the story. 

• Even as our trade deficit has risen, U.S. industrial production has grown nearly 17 percent 
in real terms over the last three and one half years. In contrast, the level of industrial 
production in Japan -- a country with which wc still have a large deficit — is currently 
slightly below where it was three and one half years ago. In Germany, another country 
with which we run a deficit, industrial production is currently 4 percent below where it 
was three and one half years ago. 

• Similarly for employment. The 10.5 million job growth since the President took office 
stands in sharp contrast to a near zero job growth in the other high income, large 
industrial economies of the G-7. In the United States, the unemjiloyment rate is currently 
5 '. 1 percent compared to an average rate in the vicinity of 1 0 percent for France, Germany 
and the United Kingdom. 

My point is not to criticize our foreign trade partners, but only to provide some context for the 
rise in the U.S. trade deficit, a context that is reassuring with regard to the relative U.S. economic 
performance over the last three and half years. 

Although the trade deficit did rise earlier in the Administration, we are seeing progress now. 

• The U.S. export growth rate accelerated in 1993, 1994 and 1995. So far in 1996, exports 
are about 8 percent above the same period of 1995. 

• Starting in July of 1995, the growth of U.S. exports exceeded the import growth rate. We 
have just completed the 12th consecutive month in which export growth has exceeded 
import growth. 

• Asa result, it appears that the U.S. trade deficit has peaked and begun to fail. In the first 
6 months of 1996, the goods trade deficit was 3.5 percent below the deficit of a year 
earlier, while the goods and services trade deficit was 14.2 percent below a year earlier. 
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Even at its recent peaks, the trade deficit, as a share of U.S. GDP, is well below the heights it 
reached in the mid 1980$. 

• On a goods and service basis, the trade detlcit equaled 1.5 percent of GDP in i9$5 and 
an estimated 1 .2 percent of GDP in the first half of 1 996. This compares to the previous 
peak in the goods and services trade deficit equal to 3.3 percent of GDP in 1987. 

• For goods trade alone, the deficit represented 2.4 percent of GDP in 1995 and estimated 
2.2 percent in the first half of 1996. This compares to the previous peak of 3.2 percent of 

GDP in 1987. 

The evidence of an improvement in the U.S. trade balance is nowhere greater than with Japan. 

• In 1 995, our exports to Japan were up by 20 percent while imports from Japan were up by 
less than 4 percent. As a result, the deficit fell from over $65 billion in 1994 to $59 
billion in 1995. 

• In the first 6 months of this year, exports were up by over 1 1 percent while imports have 
fallen by 10 percent, and the deficit is running at a rate 3 1 percent below a year earlier. 

Many factors account for these recent improvements. However, the Administration's aggressive 
trade policy vis a vis Japan has played an important role in expanding U.S. exports. 

• A recent study by the Council of Economic Advisors has shown that in goods sectors 
where we have reached trade agreements with Japan under the WTO, the Framework 
Agreement and other bilateral initiatives, U.S. exports have grown by 85 percent since the 
Administration took office - or three times faster than the overall growth of exports to 
Japan. 

In tlie automotive sector, where we reached agreement last year, the changes in the trade figures 
have been particularly promising. 

• In the first 6 months of 1 996, U.S. exports of vehicles and parts to Japan were up by over 
1 8 percent, while imports were down by almost 20 percent. 

» The 6;nionth deficit fell from $19.1 billion in 1995 to $14.5 billion in 1996 (a 24 percent 
decrease). 

As tlie deficit with Japan, though still large, has receded, legitimate concerns have grown about 
the increase in the U.S. trade deficit with China. Though the rate of increase has clearly slowed, 
the deficit with China was running at an annual rate of $36 billion in the first half of 1996. We 
are particularly concerned in light of Chin«e restrictions on market access for U.S. exports. We 
have targeted such Chinese practices as well as sought vigorous enforcement by China of 
existing bilateral trade agreements. U.S. exports to China grew by 57 percent between 1992 and 
1995, though the rate of export expansion slowed sharply in at least the first half of 1996. 

While our deficit with China is large, the composition of our trade with China has favorable 
aspects. 

• U.S. exports to China are heavily weighted toward higher valued capital goods such as 
aircraft (43 percent of total U.S. exports to China) and industrial suppl ies (37 percent of 
total). 

• Imports from China are dominated by consumer goods, such as apparel, toys and 
consumer electronics (71 percent to total U.S. imports from China). The Increase In such 
imports from China tends less to displace U.S. production than it does U.S. imports of 
such items from now higher cost foreign producers in Asia and elsewhere. 
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The WTO is Good for American Interests 

Despite the numerous benefits of trade liberalization and expansion, concerns are still raised 
about the Uruguay Round Agreements and the creation of the WTO. Some fear that the WTO 
Agreements have caused American jobs to go abroad. The evidence, however, suggests that the 
United States is benefiting in many ways, including job growth. 

Trade agreements that permanently change the rul^ and structure of trade, like the WTO 
Agreement, are really investments in long term growth. 

• At the time of its consideration by Congress, the Administration estimated that the 
Uruguay Round could result in a U.S. economy $100 to $200 billion (constant dollars) 
larger, after ten years, than it would have been without the Agreement. 

• This would be the eq^uivalent of increasing the U.S. average GDP growth rate by as much 
as 0.3 percent a year tor a decade. 

The WTO Agreement only entered into force on January 1, 1995, but we arc already seeing 
impressive growth in sectors that are critical to the U.S. economy and sectors where we fought 
hard to open markets. 

For {^culture, U.S. exports to WTO Members grew by 28 percent in the first year of the 
WTO’s operation, and continued to grow at a healthy pace in the first six months of 1996. 
Countries that heretofore had banned imports of U.S. products, such as rice and apples, were 
required to open their markets, As stunning as the numbers are, the pressure on countries to 
faithfully implement the Agreement has probably been an even greater accomplishment. We’re 
making sure the Committee on Agriculture is viewed by all WTO members as a forum where 
detailed scrutiny is given to each and every country’s progress in adhering to commitments on 
domestic support, import performance under tariff rate quotas and export subsidies. 

For industrial goods ** where we obtained substantial market opening through the so-called 
“zero-zero initiatives” and chemical harmonization - U.S. exports to WTO Members of products 
covered by these initiatives grew nearly 30 percent in 1995 and continued to expand in the first 
six months of 1996, growing by 15 percent over the levels achieved in the first half of 1995. 

• In 1 995, exports of paper grew more than 40 percent; construction equipment by nearly 
30 percent; chemicals and agricultural equipment by over 25 percent; and export growth 
in steel nearly doubled. 

The WTO Does Not Challenge US, Sovereignty 

Members of this Committee know well that none of the gains realized by establishing the WTO 
have come at the expense of U.S. sovereignty. The WTO. retains many of the strengths and 
traditions of the General Agreement on Tariffs and Trade (GATT). It is a member-driven 
organization, continuing the nearly fifty-year practice of decision making by consensus. 

As the world’s largest economy, the United States has a major voice in making any decisions, 
and no substantive right or obligation of the Unit^ States can be altered or changed without our 
consent. The WTO cannot force the United States to repeal or amend any provision of federal or 
state law or to apply or enforce our law in any particular manner. Only the U.S. Congress, along 
with state and local governments, can change federal, state or local laws or regulations. Neither 
can the WTO dictate to us our environmental or health standards. In the WTO panel decision on 
reformulated gas, the panel itself noted that it was not its task to examine the desirability or 
necessity of the environmental objectives of the Clean Air Act. 
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We maintain the right to use our trade laws ~ and this Administration is committed to using 
those laws to ensure other countries live up to their obligations. The WTO Agreements contain 
tougher dispute settlement rules which are already serving U.S. interests, but they are not our 
only tool to open foreign markets. Wc have used — and will continue to use — all of our trade 
laws to stand up for the interests of American workers and firms. 

Making Use of Stronger Enforcement and Dispute Settlement Mechanisms 

Much of our activity since the WTO entered into force has focused on enforcement and 
implementation of the results of the Agreements. For the multilateral system to remain credible, 
the Agreements already in hand, as well as the cunent work before the WTO, must be fully 
implemented. Effective enforcement depends on strong implementation of the Agreements 
internationally — this has been our top priority over the past year and as we look to Singapore. 

The WTO dispute settlement mechanism is proving to be a very effective tool to open other 
nations* markets. The United States insisted on tough new dispute settlement rules because. we 
bring — and win - a significant number of cases before dispute settlement panels. And we settle 
a lot of disputes by initialing the dispute settlement process - indeed, enforceability of the 
dispute settlement rules has made settlement of disputes a much more frequent, speedy and 
useful outcome. Before the WTO, the global trading rules did less to benefit American workers. 

The United States has invoked formal procedures under the new WTO dispute settlement 
mechanism in 1 7 cases — fer more than any other country in the world. Eleven new cases have 
been launched since January 1996 when the USTR Monitoring and Enforcement Unit was 
created. 

The process is certainly working to our benefit already: we won the first case that we look to the 
WTO, involving Japan’s taxes on liquor imports; we have signed a settlement agreement in one 
case, involving EU imports of grains; and we arc working towards settlement on at least 3 others 
(Japan sound recordings, Portugal patent term, Turkey box office tax.) Among some of the other 
important cases which we are vigorously pursuing are; 

• Canada - magazine imports. The United States Invoked WTO procedures in March 
1996 to challenge Canada’s discriminatory practices that protect its domestic magazine 
industry, and the matter was refened to a WTO dispute settlement panel in June 1996. 
The panel’s report is expected by February 1997. 

• EU ■> banana imports. Afler holding consultations with the £U under WTO dispute 
settlement procedures in 1995, the United States, Guatemala, Honduras and Mexico were 
joined by Ecuador in February 1996 in challenging the EU’s practices relating to the 
importation, sale and distribution of bananas. A dispute setUement panel was established 
in May 1996, and its report is expected to be issued by January 1997. 

• Japan - distribution services. In June 1996, the United States initiated WTO dispute 
settlement proceedings regarding measures affecting market access for distribution 
services applied by the Government of Japan pursuant to or in connection with Japan’s 
Large Scale Retail Stores Law. 

• Japan • photographic film and paper. In June 1996, the United States initiated WTO 
dispute settlement proceedings to address various laws, regulations and requirements of 
the Government of Japan affecting the distribution, offering for sale and internal sale of 
imported consumer photographic film and paper. The measures include a number of 
laws, regulations and administrative actions, originating in Japan’s strategy of 
lil^raiization countermeasures in this sector, and inhibiting sales of imported film and 
paper. Japan’s photographic film and paper market is valued at about S2.8 billion per 
year. 
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Let me also cite some specific examples of the results we have achieved fiom focusing on 

implementation of new obligations assumed in the WTO: 

• TRIPs. During the past 6 months we have invoked dispute settlement procedures in 4 
cases to enforce other countries* obligations under the WTO Agreement on Trade-Related 
Aspects of Intellectual Property Rights (TRIPs Agreement): 

— Japan - sound recordings. In February, the United States initiated WTO dispute 
settlement proceedings against Japan for denying protection to hundreds of 
millions of dollars' worth of U.S. sound recordings made between 1946 and 1971. 
Japw subsequently agreed to change its law, and consultations are continuing on 
Japan's plans for implementing such a change. 

Portugal - patent protection. In April, the United Stites invoked WTO di^ure 
settlement procedures to challenge Portugal’s patent law, which fails to provide 
the required minimum twenty years of patent protection to all patents still in effect 
on January 1 of this year As a direct result of the U.S. challenge, Portugal 
announced a series of changes to its system to implement its obligations. 

India - patent protection. In July, the United States invoked WTO dispute 
settlement procedures to challenge India’s failure to establish a “mailbox” 
mechanism for patent applications for pharmaceuticals and agricultural chemicals, 
and a system of granting exclusive marketing rights in such products. Both arc 
clear TRIPs Agreement obligations. 

- Pakistan - patent protection. The United States is also using the WTO dispute 
settlement niechanism to enforce Pakistan’s obligation under TRIPs to establish 
the “mailbox” and exclusive marketing rights systems. In July, after our 
consultations with Pakistan failed to produce concrete results, the United States 
requested that the matter be referred to a panel. 

We will continue on an ongoing basis to monitor the steps countries have taken - or 
fdled to take - to implement their TRIPs obligations. 

« TRIMs. We are currently undertaking a similar initiative with respect to the WTO 
Agreement on Trade-Related Investment Measures (TRIMs), which prohibits WTO 
members from imposing on foreign investors certain performance requirements or linking 
the receipt of incentives (e.g., tax Iwnefits, tariff reductions, etc.) to certain performance 
requirements. Such measures are applied in some sectors of importance to U.S. firms and, 
workers — especially in the auto sector — and we expect to use WTO procedures to ensure 
strict adherence to the TRIMs Agreement to prevent the proliferation of such measures 
that can be so harmful to U.S. interests. 

• Agriculture. We have been examining closely how countries are implementing the 
market iu:cess, domestic support and export subsidy commitments that they made under 
the WTO Agriculture agreement, and we have already used WTO procedures to address 
problems in that area as well as other barriers facing agricultural exports: 

EU - grain imports. In July 1995, the United States invoked WTO dispute 
settlement procedures to enforce the EU’s WTO obligations on imports of grains. 
Last September we requested that a dispute settlement panel be established to 
review our complaint, but before a panel was established a settlement was 
reached. The settlement ensures implementation of the EU*s Uruguay Round 
market access commitments on grains, reduces import charges on rice and 
provides for consultations on the EU’s “reference price system." 
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Hungary - agricultural export subsidies. In March 1996, (he United States, 
joined by Argentina, Australia, Canada, New Zealand and Thailand, began a 
process of consultations with Hungary under WTO dispute settlement procedures 
concerning Hungary’s lack of compliance with its scheduled commitments on 
agricultural export subsidies. 

Korea - meat imparts. The United States and Korea consulted under WTO 
procedures and reached a settlement in July 1995 concerning Korea’s food 
regulations, which contained arbitrary shelf-life restrictions that were a barrier to 
U.S. exports of many agricultural products. Under the terms of the settlement, 
Korea agreed to convert to a manufacturer-determined shelf-life system for U.S. 
beef, pork, poultry and other foods. Manufacturer-determined shelf-life systems 
are used throughout the world. Korea also agreed to remove other barriers to U.S. 
agricultural exports. 

- EU - meal imporis. In January the United States invoked WTO dispute 

settlement procedures to challenge the EU’s restrictions on imports of meat from 
animals treated with growth hormones. In May a panel was established to review 
the U.S. complaint, and its report is expected by February 1997. 

— Australia - salmon imparts. Australia bans imports of untreated fresh, chilled or 
froixn salmon from the Uttiled States and Canada, allegedly for sanitary reasons, 
even though a draft risk assessment found in 1995 that imports of eviscerated fish 
are not a basis for concern about the transmission of fish diseases to Australia’s 
fish stocks. In November 1995 the United States invoked WTO dispute 
settlement procedures and consulted with Australia on these restrictions. The 
Australian government is in the process of reconsidering the scientific basis for 
the restrictions. 

Dispute settlement is not the only WTO forum used by the United States to ensure that other 
countries’ obligations are met. For example, when the European Communities expanded to 
include Austria, Finland and Sweden, we obtained compensation valued at over $4 billion and 
which included substantial reductions in Europe’s semiconductor tariffr. These negotiations 
were conducted under WTO rules. 

Transparency remains a fundamental issue for the WTO. As this Committie may recall, the 
Uruguay Round Agreements Act mandated the United States to move the WTO ahead in this 
critical area. We are continuing to pureue every avenue to make the WTO and its proceedings 
more open and transparent, particularly with respect to dispute settlement. In July, we reached 
an agreement that advanced this important objective and the system will be much improved as a 
result. We obtained much needed improvements in Uie system by, among other things, assuring 
the prompt derestriction of dispute settlement panel reports when they are circulated to the 
membere. 

I am also pleased to report to you that the WTO has finally entered the Information Age and, like 
many other organizations, has put itself on the Information Superhi^way. One can access the 
WTO home page (including via the USTR home page) and stay current on the variety of issues 
before the Organization, This transparency is welcome. At the same time, the WTO is lookitrg 
to build bridges with non-govemmental organizations (NGOs). NGOs will be able to attend the 
Singapore Ministerial ineeting. These are important improvements that should further strengthen 
understanding of the WTO. 

Looking Ahead to Singapore 

The WTO 'Agreement mandated that the WTO meet at ministerial-level at least every two years. 
Prqrarations for the meeting in December in Singapore are under way in Geneva, primarily in the 
respective Committees responsible for implementing the respective Agreements, and under the 
direction of the Chairman of the General Council, Ambassador Rossier of Switzerland, and 
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Director General Ruggiero., At Singapore, Ministers will have before them a series of reports and 
decisions covering the broad range of issues before the WTO and its future course. 

You may recall that in the GATT, Contracting Parties met once a year, but traditionally the 
meetings were not at ministerial level unless an extraordinary event was planned like the launch 
or conclusion of a new round of trade negotiations. With trade so vital to our economic interests, 
we made the decision that more regular involvement of Ministers should take place in the WTO. 
Singapore, as the first of such meetings, will undoubtolly set precedents for the future. This is 
one of the reasons why we have argued that the first conference be realistic in its aspirations. 

A second important difference about this meeting, as compared to previous GATT Ministerial 
meetings, is that the WTO already has a substantial forward-looking agenda in terms of the 
mandates that are reflected in many of the Uruguay Round Agreements. In some areas, such as 
services and rules of origin, substantial negotiations were mandated. 

The Singapore meeting will not call for the launch of a new trade round, or the establishment of 
targets for free trade in the future. What it will do, and we hope effectively and efficiently, is: 
review how far the WTO has come with respect to its present agenda; expand market access 
opportunities; and determine what areas the WTO must address to stay on the cutting edge of 
trade policy and to maintain the widespread consensus for free and fair trade around the globe. 
Essentially, this meeting should be seen as the first meeting of the WTO’s Board of Directors. It 
will be an important test of the WTO’s credibility as a forum for continuous consultation, 
negotiation and liberalization. 

I will touch upon some of the highlights for the Committee in terms of what is already required 
of the WTO.. 

IMPLEMENTATION AND THE BUILT-IN AGENDA 

I spoke earlier about the priority this Administration attaches to implementation of the WTO 
Agreements. Like many other countries, we believe that this must be given substantial priority. 

It is clear that the American people will not support new agreements if current agreements are 
not enforced. I should note that in its report to the President in March, the Advisory Committee 
for Trade Policy and Negotiation (ACTPN) indicated the importance that it attached to this 
aspect of the agenda. Thus, one of the most important tasks we have this Fall is to assure that the 
committees administering the respective WTO Agreements report on the state of implementation, 
the problems and successes and how we should proceed in the future. All WTO committees and 
other subsidiary bodies are currently drafting reports on their activities and the status of 
implementation of their respective Agreements. Final reports are expected to be submitted to the 
General Council by late October or early November so that it may adopt its own consolidated 
report to Ministers well in advance of the Singapore meeting. 

There is a broad consensus that implementation -- including the built-in agenda — must be an 
important focus of the Ministerial. The WTO work program presents an ambitious set of 
obligations and initiatives, the full and timely implementation of which is critical to the 
credibility of the WTO and to gaining full advantage of all the benefits of the WTO Agreements. 
While our objectives and preparations for this aspect of the Ministerial may not enjoy as much 
visibility as for some of the other Singapore agenda items under discussion, we attach immense 
importance to achieving a successful outcome in this fundamental area of the WTO's work. We 
have argued that there is nothing mundane about such critical matters as the progress being 
made, for example, in implementing agricultural support reduction commitments or in putting in 
place the necessary mechanisms for the protection of pharmaceutical patents. 

“Implementation” is the functional equivalent of “enforcement.” This Administration has 
devoted a tremendous amount of attention and resources to monitoring and ensuring that the 
several hundred trade agreements which we have negotiated are honored faithfully, and our 
attention to this aspect of the Singapore agenda is a leading example. But enforcement is not the 
only consideration. Through our review of how the Agreements are working in practice, we may 
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identify areas where adjustments in certain provisions are warranted or the streamlining of 
certain obUgations ~ such as in ie case of noti fications of laws and practices - might make the 
system work better overall Obviously, these sorts of questions need to be approached on a case- 
by-casc basis, but the basic emphasis should be on how to ensure or improve compliance with 
substantive obligations while avoiding an over-bureaucratization which impedes compliance by 
smaller countries and detracts frdm the usetulness and efficiency of the organization generally. 

Developing countries, in particular, have signalled an interest in focusing the Ministerial on 
iinplementation questions. This is, in part, due to their reluctance to sec the WTO take up new 
issues and take on new obligations — but it also reflects a genuine concern that they may need 
help of some kind in digesting all that they have already committed to taking on. While wc may 
not wholly accept their rationales, we are eager to face squarely the implementation issues and to 
look for constructive ways to further implementation without undermining the basic principle of 
mutual obligation. 

The review and assessment of implementation matters leads naturally into a discussion of 
fulfilling the “built-in agenda” and, in many ways, the two areas are broadly synonymous with 
the idea of simply executing the WTO’s present work program. Full and timely implementation 
of existing obligations is often the necessary prerequisite for moving on to the next stage of 
liberalization that may be contemplated by the built-in agenda. If problems are being 
experienced in assuming the obligations already agreed to, this can both impair the WTO’s 
ability to meet prescribed deadlines for initiating subsequent stages of negotiation and alter the 
scope and nature of issues which will be negotiated. As a result, in conjunction with a 
stocktaking of implementation, the United States and a number of other countries have insisted 
that Ministers take a close look at the depth and breadth of built-in agenda timetables and 
commitments in order to be able to properly, coordinate the progression of how and when we 
move from implementation, to preparing for reviews and negotiations, and on eventually to the 
negotiations themselves. 

Services 

As the Committee knows well, the Uruguay Round created an entirely new body of rules to 
govern trade in services. The General Agreement on Trade in Services (GATS) is the first 
multilateral, legally enforceable agreement covering trade and investment in the services sector. 

It is designed to reduce or eliminate governmental measures that prevent services from being 
freely provided across national borders or that discriminate against locally-established service 
firms with foreign ownership. The agreement includes specific commitments by WTO member 
countries to restrict their use of barriers in important sectors in which the U.S. is competitive, 
including professional services, computer services, environmental services, and value-added 
telecom services. The agreement also provides a legal framework for addressing barriers to tr»le 
and investment in services and provides a forum for further negotiations to open services markets 
around the world. 

This was one of the most difficult negotiations, and one where the most additional negotiation 
and work was mandated at tte conclusion of the Uruguay Round. 1 want to take this opportunify 
to bring you up to date on the negotiations thus far and the extensive program of work already 
under way and envisioned for the foture. 

Basic Telecommunications 

Obtaining market-opening commitments in the critical area of basic telecommunication services 
remains a top priority for us. The United Slates clmms the largest single part of the $500 billion 
global market, in large part because we have fostered the most competition in the world. The 
U.S. information industries are poised to take great advantage of a truly market-opening 
agreement. 



36 


Wc have offered to open our teiccom services market 1 / other nations open theirs. At the original 
deadline for diese talks, April 30, wc had eleven offers from developed countries that matched 
the Unilcd States’ offer. Several nations in Eastern Europe and in Latin America made offers 
tlmt matched that of the United States in openness after a lime lag of one to five years. 

However, too many important trading partners sought to keep protectionist policies indefinitely. 
Rather than accept a bad deal — or walk away from the good offers — the United States won 
support for an extension of the talks until February 15, 1997. More and better offers are 
necessary for us to succeed this lime around. Foreign investment restrictions, for example, are 
blatantly protectionist and they can and should be eliminated among developed countries. Other 
countries — including some in Asia that have enjoyed outstanding economic growfti under the 
open multilateral trading system — have made nominal offers or none at all. We will not 
conclude any agreement until more of these nations make offers to phase in open-market policies 
over fixed and reasonable periods of time. 

Financial Services 

Negotiations in financial services are expected to resume in the first half of 1 997. Because 
important countries in Asia and Latin America were not willing to provide sufficient 
market-opening commitments in the extended negotiations on financial services, in July 1995 we 
committed only to protect the existing investments of foreign financial service providers in the 
United States. We have reserved the right to provide differing levels of treatment with respect to 
any expanded and new activities by these financial service providers, or with respect to entirely 
new entrants to the U.S. financial market. Wc arc now beginning to prepare for these talks, 
focusing again on obtaining meaningful commitments that remove barriers facing U.S.financial 
services providers. 

Maritime Services 

In another negotiation extended beyond the end of the Uruguay Round, on maritime services, the 
Administration demonstrated its resolve not to buy into a bad deal, one that would not serve the 
interests of U.S. industry or labor. This negotiation ended on June 28 of this year, and further 
discussions in this sector are suspended until 2000, when all services sectors are subject to 
further negotiation. 

Almost without exception, no participant offered to remove restrictions so as to approach current 
U.S. openness in this area. Consequently, we undertook no commitments in this sector. While 
36 WTO Members have scheduled commitments in this sector, by and large the comhiitments 
are from countries that either are consumers of shipping services (i .e., they have no domestic 
shipping industry), or they have small domestic marked and their commitments hold limited 
value. 

Further Negotiations in Services 

The GATS calls for a new round of negotiations of multi-sectoral market opening commitments 
every five yeais, with the first such round to b^in in 2000. Accordingly, an important aspect of 
the work under way in Geneva is to lay the groundwork for those negotiations. Technical work 
is under way to help ensure clarity and accuracy in scheduling of commitments, and to expand 
coverage to include new and emerging technologies. 

In addition to the negotiations on new sectoral commitments, the GATS mandated work in 
“rules” issues such as subsidies, safeguards and procurement. The Administration has been 
participating actively in these discussions. The discussions on procurement are Important 
because it is the first time in the WTO that all WTO members are focusing on government 
procurement rather than the selected number of countries that currently adhere to the plurilateral 
agreement on government procurement. 
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Finally, part of the on-going ^rork deals with licensing and other baniers in the area of 
professional services, a sector !n which U.S. companies are very competitive. With the strong 
support of our private sector, the U.S. is actively working to ensure that measures relating to 
qualifications, technical standards, and licensing requirements in the field of professional 
services do not constitute utmecessary barriers to trade. The WTO Working Party on 
Professional Services is now focusing on accounting services, and we hope to expand the work 
program next year to other professions, such as engineering and architecture. 

In sum, across the range of services sectors, the objectives which we arc pursuing for Singapore 
which we are pursuing in the various committees are to: seek the much needed improvements in 
basic telecom offers to assure success in early 1997; agree to pursue significant, market-opening 
results from all participants in next year’s financial services negotiations; agree to strengthen and 
expand the work program on professional services; and begin the preparations for securing 
higher levels of commitments in all sectors as part of the next round of multi-sectoral services 
negotiations in 2000. Our actions in these negotiations provide ample evidence that tire 
Administration has been aggressive in pursuing America’s interests, but that we will not sacrifice 
substantive, market opening commitments for the sake of securing an agreement. 

Market Access Issues 

As I noted previously, the tariff liberaliaation we achieved in the Uruguay Round has led to 
impressive growth in U.S. exports. But, as any exporter knows, lower tariff rates are only one 
element in achieving “real” market access liberalization and export growth. For example, 
exporters want information on the tariff structure in potential markets. In the WTO Market 
Access Committee, we are working to revamp the WTO database on tariffs and trade information 
so that more countries supply this information and the WTO makes it available on a timely basis. 
Likewise, exporters want assurance that any changes to the Harmonized System Nomenclature 
do not result in increases in tariff bindings - that is why the review of 1 996 updates to the 
Harmonized System Nomenclature through the Market Access Committee is so important. We 
are also using the new WTO rules on pre-shipment inspection and the broadened obligations on 
customs valuation to address U.S. exporters’ concerns in these areas. 

Import and export practices of state trading enterprises can and, at times, do operate in ways that 
distort trade, particularly in agriculture. As a result of our efforts and those of some of our 
trading partners during the Uruguay Round, there is now an official working definition of state 
trading enterprises and a separate WTO Working Patty on State Trading. All agricultural 
imports are subject to the new rules on agriculture, including commodities imported by state 
trading enterprises, and quantitative and budgetary limits are established bn agricultural export 
subsidies, including subsidies provided by slate trading enterprises, regardless of their specific 
governmental relationship. These Uruguay Round results are positive steps that help lay the 
foundation for further progress on this issue. 

However, a key problem with state trading - and perhaps the largest obstacle we currently face ~ 
is that the activities of stale trading enterprises are not sufficiently transparent to determine 
whether WTO rules and commitments are being violated. We are working to remedy this 
situation , and I am convinced that we are making progress. Part of the problem in years past 
was the lack of serious attention to the activities of state trading enterprises: With the new WTO 
Working Party and persistent U.S. pressures within the WTO and elsewhere, high-level attention 
to this issue is no longer in question. Within the Working Party, we have taken tire lead in the 
development of a new notification format that will improve reporting requirements and are 
developing an illustrative list of what constitutes a state trading enterprise based on its activities, 
mechanisms and privileges. We are also addressing some of the concerns about state trading 
with those countries seeking entry into the WTO, including China and the countries of the former 
Soviet Union. 

On another front, the WTO Balance of Payments (BOP) Committee has used the strengthened 
WTO rules to move countries away from reliance on BOP measures and, when implemented, 
toward more transparent price-based measures rather than quotas. Since January 1995, seven 
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countries committed to disinvoke long-standing BOP arrangements by no later than the end of 
the year (Poland^ Slovakia, Turkey, Philippines, Israel, South Africa and Egypt). ' As a result, 
exporters to Poland, for example, no longer face the 10 percent BOP surcharge that existed on 
nearly all items; the remaining 3 percent surcharge will be eliminated at the end of this year. 
Likewise, South Africa will eliminate its 15 percent BOP surcharge on key household appliances 
and its 40 percent BOP surcharge on luxury goods by the end of this year. 

Another area that has important implications for the conditions of market access is the ongoing 
work by the WTO Committee on Rules of Origin. The WTO Agreement on Rules of Origin 
mandates a three-year work program designed to lead to the multilateral harmonization of non- 
preferential rules of origin. Throughout the Uruguay Round negotiations, which led to the 
Origin Agreement, we received important guidance from U.S. exporters concerning the market 
access barriers they experienced as a result of various origin practices of our trading partners. In 
the same way, we will continue to work with the private sector as we proceed under the Origin 
Agreement's harmonization work program. 

The U.S. proposals for the rule of origin work program are being carefully developed with 
industry input on a sector-by-sector basis, under the auspices of a Section 332 study being done 
at USTR’s request by the International Trade Commission. Our guiding principles for the 
harmonization work program arcj^at the rules must provide certainty, and must have a sound 
basis that reflects today’s complex commercial and trading environment. Combined with our 
efforts to enforce full implementation of the significant procedural disciplines that already exist 
under the Origin Agreement, the results of the harmonization work program will serve to 
diminish — if not eliminate -- abuses of discretion being experienced by our exporters at the 
borders of our trading partners whenever the origin of a product is at issue. This will greatly 
advance predictability, transparency, and uniformity for U.S. trade and investment interests. 

Trade and the Environment 

Another significant feature of the built-in agenda item will be the report of the WTO Committee 
on Trade and Environment (CTE), the establishment of which was one of the key achievements 
of the Marrakesh Ministerial meeting. This Committee has played an invaluable role in helping 
to develop an understanding of the complex relationship between trade and environment policies. 
An important part of this analysis has been an examination of the extent to which the rules of the 
trading system provide adequate flexibility for governments to adopt sound environmental 
policies, while at the same time ensuring that trade rules guard against protectionist trade 
measures. 

The Commillec is now in the process of developing a report to Ministers on the long list of issues 
that it has been reviewing. While work on the report has just begun, and it would be premature 
to try to forecast its exact content, we are confident that the report will serve to sharpen the focus 
of further work on this multifaceted and complex issue. We are also cautiously hopeful that the 
report will include a number of specific recornmendations or conclusions for Ministers. 

To provide you with a flavor of the work of the Committee, let me describe a number of the key 
areas of work. 

Multilateral Environmental Agreements 

The CTE has spent quite a bit of time discussing the relationship between trade measures in 
multilateral environmental agreements - MEAs for short - and the WTO. I should note from the 
outset that there has never been a dispute under the WTO, or the GATT before it, involving trade 
measures required by MEAs. Nevertheless, there has been a great deal of interest in clarifying 
the legal relationship between trade measures taken pursuant to MEAs and the WTO. 

There have been quite a number of proposals in the Committee, ranging from a suggestion that 
Ministers endorse the legal status quo to proposals to amend the GATT to ensure that there is 
flexibility in the rules for trade measures taken pursuant to MEAs. Among those who favor 



39 


flexibility, there is also a r^ge of views as to the nature and stringency of criteria that must be 
ihet as a condition of such flexibility. 

Despite these differences of view, we think that there are a number of common threads that have 
come out of the discussion thus far. For instance, we see broad agreement on the importance of 
international cooperation in dealing with environmental challenges. We also sense that there is a 
bioad appreciation that trade measures can play an important role in MEAs, although, like any 
tool, they must be used judiciously. In addition, I think that there is a growing appreciation that 
disagmerhents are least likely to occur between countries that are parties to both tlie WTO and an 
MEA. Finally, there is a strongly felt need to ensure that trade and environment officials work 
closely together in the negotiation of MEAs, as Well as trade agreements. 

Ecolabeling 

Ecolabeling is another of the issues that has received a great deal of attention in the CTE. 
Ecolabeling can be an important market-based instrument for pursuing environmentali objectives. 
At the same time, there is concern among many members of the CTE, as well as U.S. firms, that 
ecolabeling may be used as a disguised form of protectionism. Against this backdrop, there has 
been discussion within the CTE of tlie extent to which ecolabeling is covered by existing WTO 
discipline and whether additional disciplines and/or flexibilities should apply. 

A key point of discussion has been whether all forms of ecolabeling are covered by the 
Agreement on Technical Barriers to Trade - or TBT Agreement - which provides important 
safeguards against discrimination, including requirements for transparency and public 
participation in standards making. The United States has taken a firm view that the TBT 
Agreement applies to all forms of ecolabeling and a number of other countries share this view. 
We also believe that the TBT Agreement affords broad flexibility for countries to implement 
Innovative environmental measures, subject to appropriate disciplines. Other countries, however, 
have expressed doubts as to whether all forms of ecolabeling are covered by the TBT Agreement 
and the discussion of this issue will likely extend beyond Singapore. 

Looking ahead, we have proposed to increase disciplines on ecolabeling programs with respect to 
transparency and public participation. While the TBT Agreement provides important and 
valuable rules in this area, our proposal seeks to ensure that there is reasonable access to the 
process of creating ecolabels at the earliest possible time in their development. 

As many of you are aware, there have been suggestions that we should go even further and 
propose additional substantive guidance in this area. However, after talking with many of you 
and interested parties in the business, environmental and labor communities, we believe that 
considerable further analysis and dialogue will be necessary before any additional proposals can 
be considered. Given the substantial international interest in this issue, you can be sure that it 
will be front and center in the future work of the CTE. 

The Environment <& Market Access 

Anodier valuable aspect of the CTE’s work has been its thoughtful analysis of the relationship 
between trade liberalization and the environment. While there is no automatic relationship 
between trade liberalization and environmental benefits, a broad view has developed that the 
agriculture sector has great potential for win-win results. This bodes well for the WTO’s future 
work in this sector. Beyond agriculture, there appears to be substantial agreement that the CTE 
should seek to identify other win-win possibilities. 

Looking to ensure that these win-win possibilities blossom into realities, we have proposed fliat 
the Singapore Ministerial endorse the concept that countries should perform environmental 
reviews of trade agreements with potential for significant environmental effects. 
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In short, wc expect that the CTE will produce an extensive report which conveys a substantial 
record of accomplishment insofar as its analysis of the many intricate relationships between trade 
and environment issues is concerned. While it would be ideal to deliver some concrete results, 
perhaps the best result to be claimed is that this process has succeeded in getting both trade and 
environment officials with policymaking responsibilities not only talking, but listenings to one 
another. The CTE has established itself as an integral aspect of the WTO’s work, with 
contributions to provide over the long term — rather than exclusively for this initial ministerial 
meeting. 

If I were to try to summarize the “built-in agenda” and what it stands for, it is clear that we had 
our eye on the next century and the need for the Agreements to remain dynamic in order to 
sustain the relevance and vitality of tlie WTO. The juxtaposition of various negotiating 
initiatives under this agenda essentially provides the components for substantial negotiations in 
many areas when the results in key areas such as agriculmre and services are implemented. The 
next phase of agricultural negotiations is scheduled to commence in 1 999, while another round of 
general services negotiations begins in 2000. The most innovative and controversial elements of 
WTO subsidy rules must be reviewed for possible extension or renegotiation by the end of 1999. 
Part of our goal at Singapore is to prepare now for those discussions. While no one could 
reasonably object to being “prepared,” there will undoubtedly be some differences of view as to 
how much advance work is appropriate. 

FURTHER LIBERALIZATION AND THE INFORMATION TECHNOLOGY 
AGREEMENT 

One area that did not receive attention as an item for a “built-in agenda” was further tariff 
liberalization — although some agreements, like the zero-for-zero on pharmaceuticals, did 
provide for expansion. Nevertheless, we think it should be possible and desirable to secure an 
agreement for a modest package of market openings at Singapore. Clearly, further liberalization 
need not wait (he launching of a comprehensive negotiation - a message worth sending in order 
to illustrate the dynamic yet permanent nature of the WTO’s role in facilitating continual market 
access. To this end, we have already been working with our major trading partners to craft a 
tariff package consistent with the existing, residual tariff-cutting authority provided by the 
Congress through the Uruguay Round Agreements Act. 

Working first with our fellow “Quad” countries (Japan, Canada and the European Union), and 
then seeking broader participation among other important players — such as our APEC partners •« 
our efforts have focused on building a tariff package around an Information Technology 
Agreement, or “ITA”. The ITA would provide for staged duty reductions beginning in 1997 
down to zero by the year 2000 on a variety of state-of-the-art information technology products, 
such as multimedia personal computers, LAN equipment, supercomputers and semiconductors. 
Given the significant market growth for these products, and the critical role they play in 
establishing line necessary infrastructure for participation in the Information Age, an ITA would 
be a boon to both producers and consumers in countries across the globe. And, given our 
industries’ competitive edge, the United States would be one of its prime beneficiaries. 

Our interests in a tariff package are not limited to information technology, however. The 
Statement of Administrative Action of the Uruguay Round Agreements Act specifically 
mentions such items as wood products, white distilled spirits, non-ferrous metals, oilseeds and 
oilseed products as sectors where obtaining further reductions in and elimination of duties is a 
priority. During the Uruguay Round, we also were not able to achieve our objectives to 
eliminate duties on certain other goods like scientific equipment, certain chemicals and allied 
products and fish and fish products. To advance our efforts in these areas, our Singapore market 
access objectives include: 

* Seeking additions to the Uruguay Round pharmaceutical zero/zero package. 

Participants in this package have completed the technical work, and it is clear 
that agreement will be reached to add 300 to 400 new items to the existing 
agreement. 



41 


• Seeking expanded participation in the Uruguay Round sectoral initiatives, 
particularly chemical harmonization. 

• Pursuing zero tariff deals in certain sectors that were attempted unsuccessfully 
during the Uruguay Round, like oilseeds and oilseed products and white distilled 
spirits. 

• Pursuing acceleration of staged tariff reductions in paper, and perhaps other 
sectors if acceleration would encourage new participants in sectoral initiatives. 

There is, naturally, no assurance that we will achieve all the goals that wc set out for oureelves. 
Ail Uie ingredients are present for an important, even if limited, market access package, but there 
is a lot more work left for us to do in building the necessary international consensus. Ideally, this 
means we’ll realize an IT A. I am very much encouraged by our Asian partners’ enthusiasm and 
hopeful that the European Community will exercise leadership and join the emerging consensus. 

I can assure you, however, that we will continue to work intensively with our trading partner in 
an effort to develop more market access opportunities for U.S. exporters, both at Singapore and 
beyond. Market access is the leading priority of this Administration in the WTO and in all of our 
trade agreements. We will take {^vantage of every opportunity to continue to make gains on this 
front. 

ADDING TO THE WTO’S AGENDA 

The last, and arguably most controversial, area to be considemd at Singi^)ore is the question of 
adding “new” issues to the agenda of the WTO. This is an important consideration for the WTO, 
as it goes to the heart of how the organization can be made continually relevant to the ever* 
changing nature of international trade and the global economy. Under the GATT, wc progressed 
from an exclusively tariff-based regime to one which included rules dealing with a variety of 
non-tariff issues, such as standards, subsidies, customs valuation, import licensing and 
government procurement practices. As a result of the Uruguay Round, wc added such issues as 
services, trade-related investment measures, trade-related aspects of intellcctuaj property rights 
and the relationship between trade and the environment. 

Now that the WTO is up and running, we must face whether, when and how to take up the next 
generation of trade issues. There arc a variety of ways in which to do this — ranging from 
negotiations to work or study programs — but the particular approach for «ich issue must be 
tailored and timed according to both the preparedness of the issue for consideration in a trade 
context and the preparedness of the WTO membership to take on any such issue in a 
substantively and politically meaningful way. In short, it involves striking a balance. 

Director General Ruggiero personally is leading the consultations on the development of this 
agenda item, exploring with delegations the potential list of issues that will expand the WTO’s 
program of work. 

Some suggestions were eventually referred for consideration to existing WTO bodies which have 
competence for the relevant subject matter. For example, the Committee on Regional Tr acin g 
Arrangements is examining certain ideas put forth to conduct a comprehensive review of the role 
and relationship of regional agreements to the multilateral system. Of the remaining issues, four 
appe^ to have attracted the most attention: These are government procur^ent, trade and labor 
standards, inv^tment and competition policy. No consensus has yet emog^ on issues but 

an active process is under way in Geneva. A consensus is necessary before work can be added to 
the WTO’s agenda. I will briefly review the issues for you. 
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Interim Agreement on Government Procurement 

Effectively, what the United States has proposed is that Ministers endorse the negotiation of an 
interim arrangement on procurement which would extend to all the Members of the WTO, not 
merely those which are signatories to the Government Procurement Agreement. This interim 
arrangement would establish disciplines on transparency, openness and due process in 
procurement practices, such that suppliers from all WTO Members would have equal access to 
information on procurements, the procurement process and to bid challenge mechanisms. Our 
interest in procurement reform arose out of a number of objectives, including our desire to 
identify opportunities for addressing the pervasive problem of bribery and corruption affecting 
international commercial transactions. While this is not, per $e, an “anti-bribery” initiative, if 
successful, it will go a long way toward discouraging such practices in international 
procurements. 

We see this as a first step toward eventual negotiations aimed at reducing and even eliminating 
domestic preferences. Ideally, over time, a single multilateral agreement on government 
procurement would emerge -- incorporating transparency, openness and due process, on the one 
hand, and nqn-discriminatory treatment on the other. However, recognizing that not all WTO 
Members are prepared to or capable of assuming all of these disciplines immediately, we believe 
an interim arrangement would be /■easonably achievable and of benefit to all participants. 
Notwithstanding some caution displayed by our trading partners, I have been gratified by the 
generally positive recepliveness which other countries have shown in respect to this proposal. 

Trade and Labor Standards 

Let me be very precise and direct. This is a priority for the Administration as we approach the 
Singapore meeting. I started my remarks today by calling attention to two important points: 
first, this Administration cares deeply about securing better and expanded market access around 
the globe for our goods and services because economic growth means jobs here at home. We 
negotiate trade agreements not for the sake of negotiating agreements, but because they are an 
important tool to building a better future for our country and a path to more, higher paying jobs 
for American workers. 

Second, our economic well-being, prosperity and standard of living are linked to those of our 
partners, particularly those in the big emerging markets. This is the same reason why the 
preamble to the Agreement establishing the WTO states clearly that “relations in the field of 
trade and economic endeavor should be conducted with a view to raising standards of living, 
ensuring full employment and a large and steadily growing volume of real income and effective 
demand, and expanding the production of goods and services.” And, it is the same reason why 
the GATT had nearly identical language in its preamble. 

Trade and labor standards is not a new issue on the trade agenda. We must find a way to address 
this question so that we can move forward and ensure that our workers can compete on the basis 
of feir play rather than unfair advantage. Dealing with this issue in the WTO is part and parcel 
of our effort to m^e sure we compete on a level playing field. 

Section 13 1 of the Uruguay Round Agreements Act mandates that the President seek the 
establishment of a working parly in the WTO to examine the relationship between trade and 
labor standards. Consistent with this mandate, we have proposed that Ministers at Singapore 
establish a working party to begin such an examination. We do not have a consensus yet, but we 
have made our priorities well known. 

As I have said in my discussions with my counterparts in Asia and Latin America and Europe, 
we do not want to prejudge the outcome or suggest a particular set of disciplines or prescriptions. 
What we want to pursue are core standards -- (1) freedom of association; (2) the right to organize 
and bargain collectively; (3) an end to child labor exploitation; (4) prohibition of forced labor; 
and (5) non-discrimination in employment — whidi virtually all Members of the WTO have 
already endorsed in the United Nations and other institutions. What we are talking about is 
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seeing whctlier we can reinforce Iht work of Uie International Labor Organization (ILO) by 
ensuring that improving market access around the world helps to realiK these labor standards. 

In pressing to begin WTO work in this area we have tried to make clear that we are not talking 
about negotiating wage rates, harrrionizing labor costs, or seeking justification for the imposition 
of protectionist measures. Work completed in the OECD and other fora has confirmed that there 
is a mutually reinforcing relationship between core labor standards and trade liberalization. We 
believe that it is important for the WTO to openly acknowledge this relationship, and from diat to 
begin a dialogue. 

More and more, the working people of America - and, in fact, other countries - question 
whether trade agreements are good for their interests. We have to find ways to reassure them 
that trade liberalization is integral to the fulfillment of their own interests and well-being. Our 
proposal in the WTO, therefore, seeks to give expression to the relevance open markets and a 
strong rules-based trading regime have for improving the welfare of workers, and to demonstrate 
the very real slake which workers have in the further expansion of the multilateral trading 
system. 

Compeiition 

Some of our trading partners, in particular the European Commuity, have suggested that 
competition be added to the WTO’s work program. We consider the issue of competition to be 
important. Moreover, we believe that government actions which enable private companies to do 
things which undermine the benefits of negotiated trade concessions arc currently fully 
actionable in the WTO. 

However, the broader issue of competition is not ripe for any kind of negotiation in the WTO to 
establish a comprehensive rlew framework of rules. This is an extremely complicated and multi- 
faceted issue, which encompasses a broad range of questions relating to both private company 
and governmental actions. We have looked at these questions carefully, working closely with 
our interagency colleagues from the Department of Justice, the Federal Trade Commission and 
the Department of Commerce, in particular. The fact bf the matter is that an extraordinary 
amount of work and study remains to be done in this area — in conjunction with further 
consultation with the Congress and the private sector - to determine whether any sort of 
negotiating program in the WTO is appropriate. Some work is already under way in the OECD. 
At Singapore, we may want to consider joining a consensus to agree to begin a limited, 
educational program within the WTO. However, any such WTO work program would have to be 
modest and cautious, and done in careful coordination with other agencies, especially the 
Departments of Commerce and Justice and the Federal Trade Commission. In no such work 
would we alter our antitrust or our antidumping laws. 

It bears noting that selective aspects of the competition question have already been taken up in 
the WTO. A leading example is the negotiation on basic telecommunications services, in which 
we have been seeking the full adoption by others of a body of pro-competitive regulatory 
principles. To date, only 3 Icountries have agreed to adopt these principles, which in themselves 
represent an important element of assuring greater access to telecommunications markets. 

Perhaps such tangible, practical efforts to address competition questions are the most appropriate 
starting point for the WTO to involve itself in this issue. 

Investment 

The U.S. priority in the investment area is the conclusion of a Multilateral Agreement on 
Investment in the OECD. We are pursuing these negotiations with the aim of securing non- 
discriminatory investment treatment for U.S. companies with effective dispute settlement 
procedures. We have a commitment from our trading partners to complete these negotiations by 
May of next year. 
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Given the priority we are attaching to the negotiations in the OECD, we are not in a position to 
support investment negotiations in the WTO. However, we believe that some work on 
investment in the WTO could be useful provided it is modest in scope and educational in nature. 
We are now working with our trading partners to develop a post-Singapore WTO work program 
on investment that would not include negotiations, but would focus on open and sound 
investment policies arid their related benefits. At present, there is resistance from some 
developing country WTO members to even such a limited work program. 

OTHER SINGAPORE MINISTERIAL ISSUES 

Accessions 

Although the topic of accessions has not specifically been identified as a Singapore Ministerial 
agenda item, Ministers are expected to review and discuss the broad range of accession 
applications — rather than singling out any one or several applicants for particular attention. The 
United States supports accession to the WTO of countries capable and witling of undertaking 
WTO obligations and of providing commercially viable market access commitments for goods 
and services. Currently, there are 31 countries whose application for accession have been 
accepted. Active work is under way on approximately 20 of them, including China, Taiwan, 
Russia, Ukraine and Saudi Arabia. The accession negotiations of Latvia, Estonia, and to a lesser 
extent Lithuania and Armenia, are now well advanced. 

Since entry into force of the WTO, four countries have completed their negotiations to accede to 
the WTO. These are: Ecuador, which became a member in January 1996; Mongolia, whose 
accession was approved by the WTO in June 1996; and Bulgaria and Panama where approval of 
the accession packages completed in July is expected this Fall. In all four cases, the 
commitments and concessions in both goods and services market access and in implementation 
schedules for the WTO Agreements exceeded those generally accepted by countries with similar 
economies in the Uruguay Round - particularly in respect to market access for goods and 
services and the implementation of WTO commitments on an accelerated basis. In particular, 
these countries agreed to: 

• Full binding of all tariff lines, industrial ^ well as agricultural, including full or 
partial acceptance of chemical harmonization. 

• Elimination upon date of accession of most existing practices inconsistent with 
GATT 1994 or other WTO Agrwments, including: minimum import valuation; 
nontariff taxes and charges on imports, customs charges, or internal taxes also 
applied to similar domestic goods; and several categories of restrictions on 
imports, including quotas, minimum import prices, and restrictive licensing 
schemes. 

• Broad initial commitments to market access and national treatment for foreign 
service providers in key sectors of interest to the United States, including value- 
added telecommunications and a wide range of financial services (including 
insurance), as well as in accounting, management consulting, construction, 
engineering, wholesale distribution, and hotel services and tourism. 

• Commitments for early implementation of TRIPs and the Agreements on 
Sanitary and Phytosanitary Measures and Technical Barriers to Trade, without 
recourse to transitions. 

• Immediate implementation of the Customs Valuation Agreement (Mongolia, 
Panama, Bulgaria). 
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• Commitments from Mongolia and Bulgaria (the first transforming economies to 

complete accession to the WTO) that the state foreign trade monopoly was 
abolished and to provide additional periodic reports on privatization and reforms 
and enhanced transparency for remaining price controls. 

The Least Developed Countries 

One aspect of the WTO’s work that has recently been given some attention is Oie plight of the 
least developed countries. I know that this Committee recently held hearings on Africa, where 
m^y of these poorest countries arc located. In the President’s report on a Comprehensive Trade 
and Development Policy for the Countries of Africa, which was mandated by the Uruguay 
Round Agreements Act, the Administration took a close look at how best to assist the people and 
leaders of Africa in their pursuit of sustainable development and increased trade and investment 
in order to become fully integrated into the global economy. The report focused in particular on: 
trade liberalization and promotion; investment liberalization and promotion; development of the 
private sector; infrastructure enhancement; and economic and regulatory reform, Tlie roles of 
the IMF, IBRD and WTO are all addressed in this report. 

The report found that several conditions are essential to meeting the goals of economic 
development and integration. Fir^t, responsibility rests firmly with the least developed countries 
of Africa and elsewhere to make the right political and economic policy choices. Everything else 
hinges on this. However, the fact that so many countries arc pursuing critical structural 
adjustment policies is clearly a basis for optimism. Second, to be successful, the development 
strategy must be trade-led and market-oriented. Countries need to adopt policies and regulatory 
frameworks that foster openness, entrepreneurial creativity, private investment and a legal system 
that protects property and other basic rights. Third, given the decline in ofricial development 
assistance from both bilateral and multilateral donors, the capital to finance development in the 
least developed economies must come increasingly from private sources and/or increased savings 
- underscoring the importance of creating a more hospitable environment for private investment. 
The WTO is helping least developed countries to take better advantage of the opportunities 
presented by the Uruguay Round, but there are limits to what can be done in the trade context 
alone. Providing enhanced commercial opportunities is only part of the solution, and it will be 
most beneficial only for those countries which have first undertaken the necessary economic and 
policy reforms. It is up to the least developed countries themselves to seize the moment and take 
the steps necessary to participate folly in today’s global economy. 

Conclusion 

This statement was not intended to review each and every issue at stake in the WTO and the 
preparations for Singapore. I have, instead, tried to illustrate the strength and credibility of the 
WTO as a force for conbnued consultation, negotiation and liberalization of international trade. 

It is an important tool in our arsenal to open markets. In the next century, we will face new 
challenges. The niles-based system of the WTO and its expanded membership should position 
America to take foil advantage of opportunities in erherging markets with certainty and 
predictability. 
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Chairman Crane. Thank you, Ms. Barshefsky. 

One of the goals of the Uruguay round was to liberalize trade in 
textiles by phasing out quotas for this industry over 10 years; yet 
under the WTO textile agreement, the United States sought to es- 
tablish a significant number of new quotas. In light of the fact that 
no other country has even approached this level of calls, this seems 
to me to be an abuse of the safeguard provision in the textile agree- 
ment. 

Could you please comment? 

Ms. Barshefsky. I am happy to, Mr. Chairman. 

The total number of calls is actually lower than it had been in 
the years 1991-1994. When the GATT system became the WTO, a 
number of countries insisted that a call that was made under the 
GATT system be transferred as a call under the WTO, this caused 
a major increase in the WTO call total in 1995. That increased sig- 
nificantly the number of calls under the first year of operation of 
the WTO, when in fact, had those calls not been transferred to 
WTO — that is, had those countries not been insistent — ^the number 
of calls would have been quite low. 

There has only been two calls the first 6 months of this year, rel- 
ative to over 20 in the preceding year. So, we are satisfied that we 
are not being unduly harsh in this sense, but of course, we do want 
to protect our interests. 

Chairman Crane. As you know, I am working with my colleague 
Congressman McDermott to develop legislation to expand trade 
with Sub-Saharan Africa, and one concern is that the textile quota 
in the Uru^ay round was divided in such a way as to leave these 
countries with a very small piece of the pie. 

Given that textile manufacturing is often a critical first step 
leading to economic and industrial development, how do you sug- 
gest we alleviate this problem, because doing nothing, expanding 
the level of imports permitted in the United States, or giving Africa 
more quota to the detriment of other trading partners, creates po- 
tential problems beyond what we have. 

Also, do you expect the issue of trade with the least developing 
countries to come up at the Singapore meeting? 

Ms. Barshefsky. Mr. Chairman, with respect to the textile issue, 
there are actually very few countries in Sub-Saharan Africa that 
operate under quota. You may know that the administration pro- 
vided Congress a report with respect to Africa. It is a report that 
indicated the range of problems confronting this continent — every- 
thing from lack of education, lack of proper sanitation, lack of eco- 
nomic ^owth, relatively small markets that cannot capitalize on 
economies of scale, terrible employment problems, of course, and 
poor policy choices on the part of many of the African governments. 

We have identified a range of problems, and we have proposed 
to look at some possible solutions to them, including redirecting the 
resources of the multilateral banks and the regional banks to 
projects that would promote education, promote health and pro- 
mote infrastructure development, and second, to begin to look at 
ways in which we can create programs to attract heavy private in- 
vestment in Sub-Saharan Africa. 

You may know, if you look at expenditures by the World Bank 
and the regional banks to Africa, the expenditures have fallen off 
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pretty consistently year after year. There is less and less money. 
The administration is looking at whether we can promote initia- 
tives to encourage more private investment in Sub-Saharan Africa. 

This range of problems, including the textile issue you mention, 
is one that we are going to have to take a very close additional look 
at because the economic progress or promise of that subcontinent 
is not being met, very clearly. 

I do expect the issue of the least developed developing countries 
to come up in Singapore. Of course, as you may know, the United 
States itself takes more than half of all the manufactured goods 
made by middle and lowest income countries. We take 51 percent 
of everything they export. The Quad countries and everyone else in 
the world take the other 49 percent. 

If we look at countries whose income per capita is less than 
$1,000, we take more of those goods than Japan or the entirety of 
the European Union or Canada. So, we are very receptive to the 
goods of these countries. 

But, I believe there is more that we can do. One thing that the 
administration has previously indicated is that we would like to re- 
direct the GSP Program from those countries which, frankly, no 
longer need the benefits — for example, Malaysia, which now takes 
one-quarter of program benefits — ^to those countries who could use 
these benefits, which would be Sub-Saharan Africa, principally. 

This is one suggestion, and we will be working with your staffs 
to see how we can reallocate these GSP benefits now that the pro- 
gram has been renewed. There are other areas that we will need 
to look at, but we do expect this issue to come up in Singapore. 

Chairman Crane. I have one more quick question for you. Can 
you provide us with an update on the information technology 
agreement, specifically, what is the status of negotiations with the 
EU and other countries, and what is the chance of concluding any 
agreement by the Singapore ministerial? 

Ms. Barshefsky. Mr. Chairman, we have been pursuing this 
idea quite vigorously with the European Union, with our Quad 
countries, with the Asian countries in the APEC context and else- 
where. We have received from the Quad a general endorsement for 
the ITA. Canada and Japan are largely ready to move forward im- 
mediately as is the United States. 

The difficulty, Mr. Chairman, is that the European Union does 
not seem to have a full mandate from its member states to move 
forward. That is very unfortunate, particularly unfortunate because 
European tariffs in information technology products are high. 

A number of Asian countries are very interested in the initiative, 
and we have gotten good feedback from Singapore and Hong Kong, 
the Philippines, Indonesia, and indeed, most recently from Malay- 
sia. We will continue to pursue this very vigorously, but certainly 
if the European Union cannot come forward, it would be virtually 
impossible to conclude an ITA because we will not let Europe free- 
ride on tariff reductions by other countries. 

Chairman CRANE. Ms. Barshefsky, I appreciate your testimony 
and your response to my questions, but I know you are aware that 
the bells have gone off for a recorded vote. Virtually everybody on 
the Subcommittee has questions for you, so if you would be kind 
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enough to let us take a break here while we run over and vote, we 
shall reconvene very shortly after this vote. 

The Subcommittee stands in recess. 

[The Subcommittee recessed from 2:44 p.m. until 3:53 p.m.] 

Chairman Crane. The Subcommittee will reconvene. 

Ms. Barshefsky, I know you have a speech at 4 o’clock with the 
Business Roundtable, and I monopolized your time. It has been an 
important enough presentation, and since we will have an execu- 
tive session with you in the library before this session adjourns, I 
am asking my colleagues to reserve their questions for you for that 
time. They can submit all questions for the record, and you can ex- 
amine those questions and respond accordingly. But we apologize 
for this interruption, and we will excuse you, Ms. Barshefsky, and 
thank you so much for coming. 

Ms. Barshefsky. Thank you very much, Mr. Chairman. You are 
very kind and gracious. Thank you. 

Chairman Crane. You are more than welcome. 

[The following was subsequently received:] 
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Questions Submitted by Chairman Crane 


Question 1: 

The extended developments in the services area have proven to be quite difficult. In 
addition, the WTO’s “built-in" agenda sets forth more issues for further negotiation. Do 
you feel that the WTO system can make significant progress at trade liberalization without 
the pressure and balance of concessions that is available in a large trade round, 
encompassing a wide range of sectors? 

Answer I : 

The “built-in” agenda, together with other trade liberalization initiatives that the Ministers might 
agree to at Singapore will provide an ambitious and extensive work program. The WTO should 
establish itself as a forum for continuous consultation, negotiation, and trade liberalization. Our 
efforts leading to Singapore will emphasize this approach. 

Question 2: 

I understand the United States has been roundly criticized for its unwillingness to 
participate in the ongoing WTO maritime services negotiations. I am concerned that this 
lack of participation may affect our ability to obtain successful agreements in other areas 
important to the United States, such as basic telecommunications services. How has the 
refusal to participate in the maritime services negotiations and our unwillingness to aecept 
full deals in the financial services and telecommunications negotiations affected our 
leadership in the WTO? 

Answer 2: 

The WTO's first major negotiating task was to complete the unfinished business of the services 
negotiations - financial services, basic telecommunications and maritime transport. Each of 
these three negotiations is unique. But we have not yet -- and I emphasize the word “yet” — 
successfully concluded them for the same reason: other nations have not been willing to open 
their markets in a comparable manner to the United States. The United States will not accept a 
deal for the sake of a deal, nor will we accept a deal where other countries expect something for 
nothing. If trade agreements do not serve to reduce trade barriers, and offer equal access on 
equal terms, we — as the world’s most open market — lose. At the same time, the WTO loses 
credibility and is wakened by agreements that eiim too low. The Clinton Administration remains 
absolutely committed to the WTO, and to ensuring that it fulfills its potential. 

TELECOM: The United States is working hard to ensure that the WTO does succeed. For 
example, it was U.S. leadership which led to an extension of the original deadline for 
negotiations on telecommunication services to provide opportunities for participants to 
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reevaluate their offers. We sought a caesura — not a cessation — in these negotiations, and it is 
working. A better deal already is in sight while the U.S. offer remains on the table. 

FINANCIAL SERVICES: We remain dissatisfied with financial services commitments from a 
number of our important trading partners. That was the reason we scaled back our offer in the 
negotiations that ended in July 1995. We remain committed to a successful negotiation on 
financial services by the end of 1 997. 

MARITIME: As we demonstrated in the maritime services negotiations, the Administration 
will not buy into a bad deal, one that does not serve the interests of our private sector. The U.S. 
market is largely open in this sector, but almost without exception our important trading partners 
showed no willingness to open their markets and remove restrictions. To the contrary, they 
wanted to use the negotiation to legitimize their restrictions by binding them in the GATS. 

Question 3: 

You have fought the Ell hard on its trade restrictive eco-seals, but so far without success 
for U.S. business. What can you do now that would be effective? Will you support WTO 
panel challenges? 

Answer 3; 

Since a number of U.S. industry associations brought to our attention their concerns with the EU 
program we have been actively working with the EU on this issue. We have been quite 
concerned that the EU program is not as transparent as it should be, in terms of opportunities for 
U.S. industry to have meaningful input into the creation of labeling criteria. We have also 
discussed specific concerns of U.S. industry with respect to particular labeling criteria. We have 
made some progress with the EU on the transparency front but not as much as we would like to 
see. 


Our efforts are continuing. We and the EU have agreed to look at the issues that have arisen in 
the context of ecolabeling under the trans-Atlantic initiative. As part of this process, our 
respective environment agencies (EPA and DGI 1) will be meeting in the near future to discuss 
how ecolabeling is conducted both in the EU and the United States. The United States has also 
put forward a proposal in the WTO Committee on Trade and Environment aimed at increasing 
the transparency of and ability of foreign producers to comment on ecolabeling programs as they 
are being developed. 

We have not been asked by any U.S. firm or industry group to initiate a WTO panel challenge. If 
such a request were received, we would carefully evaluate its merits based on the information 
and argumentation provided. 
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Question 4: 

You recently announced your intention to take trade actions against countries that permit 
bribery and corruption. The new Government Procurement Agreement has rules that 
permit fairer competition and transparency in government procurement, but it was only 
signed by 20 countries. How do we encourage more countries to sign this agreement? 

Answer 4: 

We are pursuing government procurement initiatives in the WTO to complement anti-corruption 
work in other fora, including the OECD, OAS and the muJtilatera] development banks. 
Specifically, we are pressing more countries to join the WTO Government Procurement 
Agreement (GPA) and have proposed a Singapore Ministerial initiative. Our Singapore initiative 
calls for the negotiation of an Interim Agreement on transparency, openness and due process in 
government procurement practices of all WTO Members. This would serve as a launching pad 
for further WTO-wide negotiations on government procurement, including the possibility of a 
full multilateralization of the GPA under the WTO. While our efforts in the WTO are not 
focussed explicitly on bribery and corruption, as they are in the OECD, we see transparency, 
opermess and due process in government procurement as being an important guarantor against 
bribery and corruption in foreign procurement markets. 



52 


Questions Submitted by Congressman Amo Houghton 


Question 1: 

I understand that the goal of this agreement is to bring tariffs for computer produets to zero 
on a world-wide basis. While I support that goal, I think we must be careful in defining 
computer products to avoid incorporating products where zero duty treatment could be extremely 
damaging. For example, I have in my office computers that can display broadcast television 
signals — C-Span and CNN — as well as perform computing functions like word processing, 
data-based management, etc. Will the monitor on this device he considered a computer or a 
television set? 

The answer makes a huge difference. If the monitor is a computer part, then the tariffs go to 
zero. On the other hand, if it’s a television set, it’s excluded from the ITA and the prevailing 
tariffs will apply. The Tariffs on television sets and tubes are rather significant because the 
industry has been found to be import sensitive and hence excluded from past tariff 
negotiations. 

I know you are aware of the fact that the American television industry has gone through 
tremendous adjustment over the past 25 years. Import competition has been intense. But, the 
industry is adjusting. I fear that the elimination of tarifls on monitors that perform television 
functions would cause serious barm to the television industry in light of the blurring 
distinction between a computer monitor and a television. 

Can you tell me how the USTR plans to deal with this problem in the ITA negotiations? 

Answer 1 ; 

In terms of treatment under the current U.S. tariff schedule, the U.S. Customs Service is responsible 
for such classification determinations. However, for purposes of the ITA, we are defining the terms 
of product coverage in the form of a positive affirmative list, in addition to the traditional articulation 
in terms of tariff nomenclature. This is being done to ensure certainty of coverage, rather than 
having significant questions of ITA coverage and non-coverage being determined through tariff 
classification of such products. In this regard, we are consulting closely with our private sector, 
including ISAC-5, to develop a workable distinction between "televisions" —that are not included 
in the ITA —and the computer monitor devices to be covered by the ITA. 
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Question 2; 

How do you evaluate Japan’s compliance with our bilateral trade agreements to date? In 

particular, I’m interested in Japan’s actions to bring an end to the keiretsu relationships and 

closed distribution systems that have been barriers to selling building materials in Japan, such 

as flat glass. 

Answer 2: 

• While we are pleased with the improvements we have seen so far, we would like to see 
additional progress. 

• Our trade agreements with Japan have contributed to a significant reduction in our trade 
deficit with Japan. Despite Japan’s recession, U.S. exports to Japan grew 20.4 percent in 
1995 over the previous year, reaching a record $64 billion. This trend has continued this 
year with exports up 7.5 percent during the first seven month of the year. 

• Moreover, in the goods sectors covered by our Uruguay Round, Framework, and other 
bilateral agreements, U.S. exports have grown more than 85 percent since this 
Administration took office. 

• Looking at just one example, the critical auto and auto parts sector, sales of U.S.-made Big 
Three vehicles are up 1 6.4 percent in the first seven months of this year, and the U.S. deficit 
in this sector has fallen by nearly 22 percent during this period. 

• Notwithstanding these achievements, we would like to see more progress. 

• On autos, for example, the agreement sought to address the pervasive structural and 
regulatory barriers U.S. and other foreign companies face in the Japanese market. While we 
ate pleased with the initial progress we have seen, we are continuing to push on deregulation 
of the aftermarket and access to dealerships. 

• Similarly, on glass, which sought to address issues similar to those faced by U.S. auto 
companies, we have seen some real progress. Nonetheless, we are closely monitoring the 
agreement to ensure that it is fully implemented and that the positive changes we have seen 
are not reversed. 

• As you may be aware, we are dealing with many of the same issues in the film case, which 
we are handling in the WTO. This case gave us a clear understanding of how Japan’s closed 
distribution systems and excessive regulation have interacted to keep out competitive foreign 
products. 


These are difficult issues to address, but this Administration is committed to taking the steps 
necessary to resolve this issue and to enforce all of our agreements to ensure full access to 
the Japanese market for U.S. companies. 
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Questions Submitted by Congressman Jim Ramstad 


Questions 1: 

What has been the reaction of individual states to the WTO and are there any issues that 
will be discussed at Singapore that will affect their interests? 

Answer; 

The Administration consulted closely with the slates during the negotiation and implementation 
of the Uruguay Round Agreements. As required under the Uruguay Round Agreements Act, we 
established an expanded consultative process to provide for the exchange of information and 
involve states in the formation of policies that may have a direct effect on state interests. 
Additionally, we have utilized the Intergovernmental Policy Advisory Committee to ensure that 
the states and local governments are fully informed of our objectives as we move forward in our 
preparations for trade negotiations, including the Singapore Ministerial. I am not aware of any 
issues that directly impact individual states’ interests. However, we will continue our close 
working relationship with the states as we continue to shape the Singapore agenda. 

Question 2: 

Have there been significant problems with WTO member countries meeting Uruguay 
Round implementation obligations? Have notification requirements been too onerous on 
countries? Has the U.S. met all of its notification obligations? 

Answer: 

Much of our activity since the WTO entered into force has focused on enforcement and 
implementation of the results of the Agreements. Effective enforcement depends on strong 
implementation of the Agreements internationally -- this has been our top priority over the past 
year and as we look to Singapore. 

Have their been nrohlems with implementation ? Yes, there have been problems in some areas, 
but we expected that there would be. We have and will continue to pursue implementation 
issues in all appropropriate fora. The dispute settlement mechanism is proving to be a very 
effective tool to open other nations’ markets and ensure that the agreements are faithfully 
implemented. And, although the United States has invoked formal procedures under the new 
WTO dispute settlement mechanism in 1 7 cases — far more than any other country in the world, 
we also settle a lot of disputes just by initiating the dispute settlement process. 

There have also been some nrohlems in the area of compliance with notification obligations . The 
volume and burden of one-time notifications required in the first year of the organization’s 
existence was significant, but has now passed. We are now in the second cycle of periodic 
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notifications and compliance has improved. We are continuing to work in the WTO on ways to 
ensure or improve compliance with substantive obligations, with a particular focus on helping 
smaller countries meet their notification obligations. 

The United Stales has fulfilled its notification obligations . 

Question 3: 

Does the U.S. have any objectives for dealing with the issues surrounding import-oriented 
State Trading Enterprises in WTO discussions? Is there a consensus for dealing with this 
issue? 

Answer 3: 

The Administration is concerned that import and export practices of state trading enterprises can 
and, at times, do operate in ways that distort trade, particularly in agriculture. 

In the Uruguay Round we took some positive steps — e.g., a working definition of state trading 
entities, the establishment of a separate WTO Working Party on State Trading with an ambitious 
workplan - that help lay the foundation for further progress on this issue. 

However, a key problem with state trading - and perhaps the largest obstacle we currently face -- 
is that the activities of state trading enterprises ate not sufficiently transparent to determine 
whether WTO rules and commitments are being violated. With the new WTO Working Party and 
persistent U.S. pressures within the WTO and elsewhere, this issue is receiving high-level 
attention. 

Within the Working Party, we have taken the lead in the development of a new notification 
format that will improve reporting requirements and are developing an illustrative list of what 
constitutes a state trading enterprise based on its activities, mechanisms and privileges. 

We are also addressing specific concerns about state trading with those coimtries seeking entry 
into the WTO, including China and the countries of the former Soviet Union. 

We’ve been working very closely with USDA and other agencies on this issue. In this context, I 
draw your attention to Secretary Glickman’s testimony on September 12 before the House 
Agriculture Committee on state trading and other factors affecting U.S. agricultural trade. 

We’ve been consulting with Congress and the private sector on this important issue, and want to 
continue to exchange ideas on this important issue. 
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Question 4: 

Negotiations on further liberalization in agriculture are slated to begin in 1999. How 
should the Ministerial address this sector? What are the U.S. objectives in the meantime? 

Answer 4: 

The key issue in agriculture at the Singapore Ministerial will be whether to initiate a work 
program in 1 997 to prepare for the “Continuation of the Reform Process” required by paragraph 
20 of the Agreement on Agriculture. 

During the course of the Uruguay Round negotiations on agricultural trade liberalization, the 
United States and Cairns member countries agreed to accept smaller reductions in support and 
protection on the understanding that the reform process would continue in future years. 

The continuation of the reform process was an extremely important concession for us because we 
agreed to accept the binding of wholly disparate levels of support and protection in return for the 
expectation that these would be progressively reduced through future negotiations. 

We support early preparation of a work program by the WTO Committee on Agriculture to 
prepare for the initiation of negotiations in 1 999. The work program should cover all the key 
areas in agricultural trade liberalization including domestic support issues, market access and 
export subsidies. 

Question 5: 

Has the 1996 Farm Bill strengthened or weakened the U.S. negotiating position for the 
upcoming 1999 WTO agricultural negotiations, especially in regard to reducing or 
eliminating internal support/subsidies? 

Answer 5: 

The passage of the 1996 Farm Bill has strengthened our negotiating position for the upcoming 
1999 WTO agricultural negotiations. Now that the U.S. has decoupled agricultural subsidies 
from many commodities, we are in a better position to pressure our trading partners that have not 
yet broken this link to follow our lead. 
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Question 6: 

How efTectively has the WTO Committee on Agriculture functioned? Specifically, how 
effectively has it reviewed 1) member countries’ efforts to make Uruguay Round-mandated 
changes to agricultural policy and 2) members’ requests for exemptions from Uruguay 
Round-mandated internal support reductions? 

Answer 6: 

The WTO Committee on Agriculture has provided a useful forum to focus attention on the 
implementation by member countries of their Uruguay Round commitments. The increased 
transparency provided by the notification schedule established by the Committee encourages 
members to adhere to their commitments and helps to clarify cases prior to more formal dispute 
settlement procedures. In a recent draft report, the Agriculture Committee Secretariat noted that, 
in general, Members have complied with the notification requirements. There have been 
instances where notifications have been incomplete or have not been submitted within the 
specified time frames. However, in only a limited number of cases are notifications due still 
outstanding. 

At this time, we are aware of only one country that has not complied with its Uruguay Round 
commitments. Hungary has exceed her export subsidy commitments. We are now pursuing that 
case through the formal WTO dispute resolution process. 

There have been no requests for exemptions from Uruguay Round-mandated internal support 
reductions. 

Question 7; 

Have any member countries formally filed any ’’Notices of Intent" against our new 
Country of Origin rules that went into effect on July 1, 1996 and, if so, what is your 
reaction to this? 

Answer 7: 

Over the past months, we have held consultations with Canada, the European Union, El 
Salvador, Honduras, Hong Kong, India, Korea, Pakistan, Philippines, Singapore, Switzerland, Sri 
Lanka, Thailand, and Indonesia. Some of these consultations were the result of requests under 
Article 4 of the Agreement on Textiles tind Clothing. Working with our colleagues from other 
agencies, we have attempted to treat all consultations in a positive manner, as an opportunity for 
ensuring transparency and predictability for our trading partners while also exercising our 
responsibility to ensure full compliance with our legislated mandate with regard to the rules of 
origin that were implemented July 1 , 1 996. 
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Questions Submitted by Congresswoman Jennifer Dunn 


Question; 

At the March 1996 Trade Subcommittee hearing on the WTO, I asked a question of then- 
Ambassador Mickey Kantor regarding the “zero-for-zero” liheralization of tariffs for 
paper and wood. I was assured that tariff acceleration was a USTR commitment. Has this 
commitment to the process of trade liheralization/tariff elimination on zero-for-zero wood 
and paper tariffs continued to he a priority of the Administration under your watch? 

Answer: 

Let me assure you that I share your interest in providing export opportunities for U.S. firms and 
workers in the paper and wood industries. We want to build on the positive results of the 
Uruguay Round which, since its implementation, has helped to generate a 47% increase in U.S. 
exports of paper and paper products last year to the European Union. We are continuing our 
efforts to secure improved access for paper and paper products through accelerating the 
implementation date for zero duties. 

We also are interested in pursuing further tariff reductions in sectors, such as wood and wood 
products, where Uruguay Round efforts to achieve zero tariff rates were unsuccessful. The wood 
sector remains high on our list of priorities for further tariff reductions. 

Question: 

I understand you recently met ' U trade negotiator Sir Leon Briltan in an eflort to 
develop some common approaches to the Singapore agenda. Were yon snccessful in getting 
him to agree to a tariff package beyond the Information Technology Agreement? Did you 
give him an indication of the U.S. priority areas for tariff acceleration? Can you explain 
what those were, and did they include paper and wood? 

Answer: 

As you might expect, the European Union has been most reluctant on paper tariff acceleration, 
and Japan is opposed to any further reductions in wood. I re-affirmed to Sir Leon Brittan that 
acceleration of paper tariffs is a priority for the United States. I also confirmed our continued 
interest in achieving a zero-for-zero initiative multilaterally on wood and wood products. We 
agreed to continue our discussions concerning elements of a Singapore market access package at 
the Quad meetings next week. 
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Question: 

Although the Administration does not have broad fast track authority, the Uruguay Round 
Agreements Act gives authority to negotiate further tariff concessions in the zero-for-zero 
sectors. Looking ahead to the Singapore Ministerial, can you describe your expectation for 
how successful the USTR will have been in using this authority to improve market access in 
the zero-for-zero sectors. 

Answer: 

Section 1 1 1 of the Uruguay Round Agreements Act (URAA) provides the President 
considerable flexibility to proclaim accelerated reductions in tariffs or additional tariff reductions 
in sectors of interest to the United States. Exercise of this authority, however, is subject to 
receipt of concessions in these sectors from other countries and reaching a multilateral 
agreement on the tariff cuts or accelerated staging under the auspices of the World Trade 
Organization. 

We have already been working with our major trading partners to craft a tariff package consistent 
with authority provided by Section 1 1 1 of URAA. 

At the April 19-21 meeting in Kobe, Japan, Quad members (United States, European Union, 
Japan and Canada) agreed to pursue discussions for further liberalization in a number of areas in 
preparation for the Singapore WTO Ministerial meeting in December. One possibility that is 
being explored is the acceleration of tariff reduction commitments made during the Uruguay 
Round. Acceleration of paper tariffs is a priority for the United States . 

We also agreed at Kobe to explore the possibility of negotiating further tariff reductions in those 
sectors, such as wood and wood products, where Uruguay Round efforts to achieve zero tariff 
rates were unsuccessful. In its Statement of Administrative Action of the Uruguay Round 
Agreements Act the Administration made a commitment to seek multilateral elimination of 
tariffs on wood and wood products. This sector remains high on our list of priorities for further 
tariff reductions. At the APEC Ministerial in Christchurch, New Zealand, I urged our APEC 
partners to participate in a zero-for-zero initiative on wood and wood products. 1 strongly 
encourage U.S. exporters of wood and wood products to work with the private sector in APEC 
countries to pressure governments on this initiative. 

We want the market access package at the Singapore Ministerial to include as many areas 
covered by our negotiating authority as possible. There is, naturally, no assurance that we will 
achieve all the goals that we set out for ourselves. All the ingredients are present for an import, 
even if limited, market access package, but there is a lot more work left for us to do in building 
the necessary international consensus. 1 can assure you, however, that we will continue to work 
intensively with our trading partners in an effort to develop more market access opportunities for 
U.S. exporters, both at Singapore and beyond. 
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Question: 

The Government of Canada has apparently proposed that the Uruguay Round final tariff 
rates could be moved up to January 1, 1998. The UJS. and Canadian paper industries are 
supporting this proposal. It is my understanding that Japan would also be agreeable. Is 
USTR working, with the Canadian government in particular, to ensure that this proposal is 
accepted at Singapore? 

Answer: 

The authority provided in Section 1 1 1 of the Uruguay Round Agreements Act does not include 
acceleration of tariff reductions for all tariffs. However, we do have authority to accelerate 
staging in the ten zero-for-zero sectors achieved in the Uruguay Round (agricultural equipment, 
beer, construction equipment, brown distilled spirits, fiimiture, medical equipment, paper, 
pharmaceuticals, steel and toys) and chemical harmonization. 

We support Canada’s efforts to secure improved access for paper and paper products through 
accelerating the implementation date for zero duties. However, as you might expect, the 
European Union is resisting specific proposals to accelerate the staging of its duty reductions for 
paper and paper products. 

Question: 

Finally, the United Paperworkers Union has testified that securing the early elimination of 
European paper tariffs is important maintaining jobs here in the United States. What will 
the USTR do to ensure that this important objective is achieved at Singapore. 

Answer: 

At the April 19-21 meeting in Kobe, Japan, Quad members (United States, European Union, 
Japan and Canada) agreed to pursue discussions for further liberalization in a number of areas in 
preparation for the Singapore WTO Ministerial meeting in December. One possibility that is 
being explored is the acceleration of tariff reduction commitments made during the Uruguay 
Round. 

Since the meeting in Kobe, we have had the opportunity to explore tariff liberalization further 
with our trading partners. As you might expect, the European Union has been most reluctant on 
paper tariff acceleration. Nevertheless, we will persevere in our efforts to develop a market 
access package for Singapore, 
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Questions Submitted by Congressman Rob Portman 


Question:. 

Madam Ambassador, the next major WTO panel ruling to be issued in which the U.S. is a 
complainant will be the one invotving the EU banana policy. I understand that your office 
has done an outstanding job in making the ease to the panel that this regime is illegal in 
virtually all of its parts. Because many of the new WTO agreements are being tested by 
this case, we will aU be watching it carefully and look forward to a successful outcome. 

I noticed in a recently issue economic report that the harm resulting from this regime is far 
greater than earlier projected for almost all parties involved — for U.S. service suppliers, 
for Latin America suppliers, and even for Caribbean suppliers. Arc you hopeful. Madam 
Ambassador, that with a successful WTO outcome, it will finally be possible to negotiate 
real reform in this sector for U.S. and other interests. 


Answer; 

First Jet me thank you for complimenting USTR for our work on this case. Our written 
submission is available for public reading, and 1 would be happy to send you a copy if you wish. 
We have also been coordinating closely with the other complainants in this case ~ Ecuador, 
Guatemala, Honduras and Mexico. 

The complainants maintain that the EC’s banana regime violates fundamental provisions of the 
GATT and other WTO agreements, including the most-favored nation and national treatment 
obligations, and key provisions of the General Agreement on Trade in Services. 

The member states of the EC, just like the United States, are sovereign nations. The WTO 
caimot force compliance of a panel report. However, I am hopeful that the EC will fulfill its 
WTO obligations and decide to bring its banana regime into conformity with international trade 
rules. That has been our objective for the past several years, and it remains our goal. The United 
States, along with the complainants, have been willing to negotiate such an outcome with the EC. 
We are using the WTO process to try to convince the EC to finally negotiate with us on a 
mutually acceptable solution. 
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Chairman CRANE. We will resume now with our next witness, 
Mr. Fred Bergsten, the director of the Institute for International 
Economics. 

Mr. Bergsten, if you could try to confine your opening remarks 
to roughly 5 minutes, and all other submissions will be made part 
of the permanent record. 

STATEMENT OF C. FRED BERGSTEN, DIRECTOR, INSTITUTE 
FOR INTERNATIONAL ECONOMICS 

Mr. Bergsten. Thank you very much, Mr. Chairman. I am de- 
lighted to do that, and I do have a written statement for the record. 

I would like to make three central points. The first is that the 
Singapore Ministerial of the World Trade Organization will be a 
veiy important session. As Ambassador Barshefsky leaves, I will 
say that I think her analogy to a board of directors is not correct. 

The board of directors of a company meets regularly, every 
month or every quarter. The ambassadors in Geneva do this, and 
so do the Quad countries. But, the ministers of the world trading 
system get together infrequently. They met very infrequently in the 
history of the GATT, and Singapore will mark the first time they 
will convene in the World Trade Organization. 

Consequently, this ministerial is much more important than a 
board of directors meeting. Indeed, this session cannot be treated 
as business as usual. It offers, rather, an opportunity to set the 
whole next phase for the global trading system over perhaps the 
next 5 to 10 years. 

Because it is so important, we in the United States need to de- 
cide where we want the trading system to go over the next 5- to 
10-year period and then work back from that to our strategy for the 
Singapore Ministerial. That is point one. 

Point two is that I support a number of things the administra- 
tion has in mind for Singapore — pursuing the “built-in agenda,” 
trying for an Information Technology Agreement, and the like. But 
we have to start from the premise that the United States has a 
major interest in further trade liberalization at the global level, for 
two reasons. 

Increased trade can help America solve its most pressing eco- 
nomic and social problem, which is widespread stagnation of wages, 
incomes and standards of living. We can create plenty of jobs but, 
as you know, the median family income has been virtually un- 
changed for over 20 years. Export jobs pay 15 to 20 percent more 
than the national average, and worker productivity at exporting 
firms is 20 to 40 percent higher. If we can further expand the role 
of exports in our economy, then we will help deal with our most 
pressing domestic economic problems. 

Exports have done very well. They have doubled as a share of 
the economy in the last 20 years. If we could double them again 
in the next 10 to 20 years, we would help solve our most pressing 
domestic problem, and that, it seems to me, is an overriding reason 
to press for more trade liberalization. 

The second reason is that the United States is the world’s most 
open market. When we talk about international trade liberaliza- 
tion, we are really talking about other countries reducing their bar- 
riers much more than we reduce ours. 
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In fact, I will make a radical proposal. I think the United States 
should start advocating global free trade by a date certain in the 
early 21st century because that is the only way we can get a level 
playingfield. We have already reduced most of our barriers. Most 
other countries have not. If we could get agreement to go to global 
free trade, we would get a level playingfield. The only way for us 
to get fair trade is to go for free trade. 

You were at Miami and, as you know, we have agreed to do that 
in the Western Hemisphere. We have agreed to do it in APEC for 
the Asia Pacific region. That is my third point. I think it would be 
quite feasible, to start thinking in terms of global free trade by a 
date certain — perhaps 2010 or 2020. 

A table appended to my statement shows that 60 to 70 percent 
of world trade takes place within regional trading arrangements 
that have already moved to free trade, like the European Union, 
or have committed legally to do so, like the NAFTA, or have made 
political agreements to do so, like the Miami Summit for the West- 
ern Hemisphere and APEC. If you add those up, the striking fact 
is that about two-thirds of world trade is already covered. 
Globalizing free trade would not be that much of an additional 
step. In fact, it would mainly add U.S.-Europe, where a lot of trade 
is free already; that is much less contentious than trade with devel- 
oping countries, and I think we could add it to the picture. 

The new director general of the World Trade Organization, 
Renato Ruggiero, is in fact advocating adoption of a free trade goal 
of that type. So, the Government of the United Kingdom, and sev- 
eral other countries have begun to talk of it. 

In my view, such a sweeping vision could only be adopted by the 
world’s political leaders. Even a ministerial such as Singapore can- 
not achieve that. We know from the Miami Summit of the Ameri- 
cas, the APEC summits and others that this is a commitment the 
political leaders must make. I therefore believe that the World 
Trade Organization should start planning to hold the first World 
Trade Summit in the next year or so to launch a program of the 
type that I am describing. 

The GATT never held a summit. The IMF and the World Bank 
never had a summit. The next annual summit of the G-7 is going 
to be hosted by our President, in Denver next June and could push 
in that direction but I think we should now be thinking in terms 
of a global free trade goal, and a World IVade Summit in order to 
get it launched within the next couple of years. 

There are many specific opportunities for the United States in 
such a program. I detail these in my statement, let me just stress 
here the liberalization of trade in services, where the United States 
has such a strong competitive advantage. The Uruguay round 
agreed on a set of principles in this area, but there has been very 
little actual reduction of barriers. 

Right now, there are efforts under way in financial services, tele- 
communications, and maritime services. I support all of those but, 
Mr. Chairman, my candid view is that the current strate^ is not 
working. The current strategy as carried out by the administration 
is to pursue sector-specific talks. The most recent was tele- 
communications; that was already mentioned. These talks did not 
meet the April 1996 deadline for completion. A new deadline in 
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February 1997 has been set. Financial services talks will also be 
scheduled again next year. 

So far, the record is very disappointing. I support it strongly, but 
I think it is going to continue to be disappointing. Why? Because 
when you try to liberalize trade in one sector only, you simply do 
not appeal to enough countries to get the deal you want. In the 
case of telecommunications, the Asian countries did not make the 
kinds of offers that we wanted. Why not? They see no chance for 
gaining access to the U.S. or European markets in telecommuni- 
cations. You have to offer them something in another sector that 
is of interest. That is why we have always had trade rounds in 
which enough issues were on the table to appeal to the countries 
that we want to open their markets to our own exports. 

Competition policy is another major issue that should be on the 
table. An agreement in this area would help deal with the fun- 
damental U.S.-Japan problem. Also important are investment pol- 
icy and government procurement, which I discuss in my statement. 
In particular, the upcoming Singapore Ministerial could launch 
work programs on each of these key issues to help prepare the 
ground for addressing them substantively in the near future. 

In conclusion, Mr. Chairman, I would recommend that the ad- 
ministration — which has chosen, as we know, to downplay any dis- 
cussion of trade during this election year — take the lead at Singa- 
pore in beginning to position things for a new, far-reaching trade 
initiative over the next few years. It is obviously not all going to 
be agreed to at Singapore. As I have suggested, a higher-level 
meeting may be needed in 1 to 2 years. But, things could start to 
be uneasy at Singapore. All the administration needs to do is re- 
sume its leadership of 1993 and 1994, through which, with the full 
support of the Congress, it successfully completed NAFTA, com- 
pleted the Uruguay round, launched APEC, and launched the Free 
Trade Area of the Americas. 

It should start by taking an energetic lead at the APEC summit 
in November, pushing the full APEC membership to move toward 
achieving their goal of free trade in that region by 2010/2020. That 
would have a powerful effect in galvanizing global emulation at 
Singapore. 

The final point is to recommend that you in the Congress support 
a goal of that type. We know that new trade legislation is going to 
be needed soon. Congress is going to have to address the liberaliza- 
tion initiatives that the administration already took in the Western 
Hemisphere and in APEC, and see whether it will endorse those 
approaches. Adding the further dimension of globalization would 
add only modestly to the needed negotiating authority. I think the 
United States could reap enormous benefits from such an effort. I 
believe Singapore offers an opportunity to start moving in that di- 
rection. I would urge both the administration and the Congress to 
decide where we want to go over the long run and work back from 
that to see Singapore as a launching pad to begin the process that 
will unfold of necessity over several years. 

Thank you. 

[The prepared statement and attachment follow:] 
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The Ministerial Conference of the World Trade Organization 
(WTO) in Singapore in December can set the course for the global 
trading system into the early part of the twenty- first century. 
But the WTO can seize this opportunity only if its key members 
develop a clear vision of where they want to take the 
organization over the next decade or so, and then use Singapore 
to begin the process of realizing that vision. 

The Ministerial should of course pursue the "built in 
agenda" left over from the Uruguay Round, which includes a number 
of issues of key importance to the United States. I also 
strongly support the administration's effort to use its existing 
negotiating authority to the fullest possible extent by achieving 
an Information Technology Agreement (ITA) and additional 
liberalization in a few other sectors. Especially praiseworthy 
is the administration's tactic of seeking agreement on these 
goals by APEC, at its annual summit in Subic shortly before 
Singapore, which would increase the pressure on the European 
Union and others to accept the proposal in the WTO (and thus 
demonstrate again how APEC an be a major force for global trade 
progress) . 

But it would be a great mistake to treat the meeting 
otherwise as "business as usual" or a routine stocktaking event. 
Singapore needs to start developing a strategic purpose for the 
WTO that is well understood, if not yet explicitly agreed or even 
fully articulated, by all the key participants.^ 

The United St ates has two strong reasons for pursuing 
further global trade libe ralization through the WTO . First, 
increased trade can be a big help in enabling America solve its 
most pressing economic and social problem- -widespread stagnation 
of wanes, incomes and standards of living .^ Export jobs pay 15 
percent more than the average wage. Worker productivity at 
exporting firms is 20-40 percent higher. These firms expand 
employment 20 percent faster than nonexporting firms and are 10 
percent less likely to fail. Small and medium-sized exporters do 


"Also Chairman of the Competitiveness Policy Council and 
Chairman of APEC's Eminent Persons Group throughout its existence 
from March 1993 to November 1995. A more detailed version of the 
views expressed in this statement can be found in the author's 
"Globalizing Free Trade,” Foreign Affaire, May-June 1996. 

*Sir Leon Brittan, the chief trade negotiator for the European 
Union, has noted that the "WTO needs a clear strategic vision" and 
that "the increased involvement of Ministers, of which the 
Singapore meeting is a first symbol, must result... in the 
development of a vision of (the WTO's) future development..." See 
his "Expanding World Trade; The WTO Road to Singapore," Geneva, 1 
April 1996, p. 3. 

“For the latest data and analysis of this phenomenon, see 
Running in Place: Recent Trends in US Living Standards, 
Competitiveness Policy Council, September 1996. 
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even better than large ones and account for 70 percent of all 
sales abroad.’ Hence a shift to export jobs from import- 
competing jobs would help considerably, even though the latter 
pay more than the national average too, even if trade 
liberalization had no impact on the American trade balance . 

Better yet would be a shift to export jobs from the 
nontradeable (mainly services) sector, most of which pay less 
than most tradeables (mainly manufacturing) , which would occur if 
liberalization helped the United States reduce its trade deficit. 
The United States continues to run annual trade deficits of about 
$175 billion. An improvement of even $100 billion in America's 
net external position, lowering the deficit to about 1 percent of 
GDP, would on balance create 1-2 million more of these high- 
paying export jobs. Total elimination of the external deficit 
would have twice as favorable an impact . 

Such improvement in the coxintry's net external position 
should be a cardinal policy goal of the next administration. It 
would provide a major boost in dealing with the country's chief 
domestic problem. If the next administration and Congress are 
successful in eliminating the budget deficit by 2002 or so, the 
national saving rate should rise sufficiently to provide the 
internal macroeconomic prerequisites for such an improvement on 
the trade front. 

But American exports must have full access to foreign 
markets for such gains to be realized. Exports have done well in 
recent years . They have more than doubled as a share of total 
U.S. output since 1960. They would make an important 
contribution to solving America's fundamental economic and social 
problems if they could double again by 2010.* 

The second United States interest in fu rther global trade 
liberalization is that it would mean a sharp reduction in 

barriers in most other countries compared with very little 
additional liberalization in the United States, where markets are 
already largely free .^ From the American standpoint, such an 
initiative is the only way to achieve a truly level playing field 
across the world economy. Indeed, a push for global free trade 
is the only way for the United States to achieve fair trade. At 
a stroke, it would greatly increase and roll into a single 
package the benefits that otherwise would be provided for the 
American economy by NAFTA, APEC, and the Free Trade Area of the 
Americas . The proposed ITA is an example of this approach in a 
sector where the United States has a strong competitive 
advantage . 


’These and other data are derived in J. David Richardson and 
Karin Rindal, Why Exports Matter: Morel, Washington; Institute for 
International Economics and the Manufacturing Institute, 1996. 

*Some critics have argued that recent American trade 
liberalization initiatives have been a failure because of the sharp 
deterioration of our trade balance with Mexico. That deterioration 
was wholly caused by the Mexican macroeconomic and financial 
crisis, however, which had nothing to do with NAFTA. In fact, 
NAFTA shielded the United States from an even greater impact from 
the Mexican crisis by deterring Mexico from responding (as in the 
past) by erecting new import controls and exempting the United 
States from those new controls which it did impose. 

^America's remaining barriers carry a net economic cost of 
only about $10 billion in an economy of $7 trillion. See Gary C. 
Hufbauer and Kimberly Ann Elliott, Measuring the Costs of 
Protection in the United States, Washington: Institute for 
International Economics, January 1994. 
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Hence the unite d States should begin developing a viaion of 
global free trade bv 2010 or some other targpl-. date during thp 
earl^part of the twentieth century . Such a goal is eminently 
feasible: 60-70 percent of world trade <see attached table) now 
takes place within regional groupings that have already achieved 
free trade (such as the European Union and Australia-New Zealand) 
or have signed an agreement that will achieve it (such as NAFTA) 
or have made a political commitment to do so by a date certain 
(such as APEC and the Free Trade Area of the Americas) . 

Globalization of all these regional initiatives is in fact 
the logical culmination of the process of liberalization that has 
been adopted by almost all countries no matter how diverse their 
cultures, histories, income levels, geographical locations or 
past trade policies. Some of the most far-reaching regional 
agreements, including the EU and NAFTA but especially APEC, join 
rich and poor countries at very different levels of development 
in a common trade enterprise- -forever ending the North-South 
conflict that was for so long a major barrier to trade progress. 

The dynamic new Director General of the WTO, Renato 
Ruggiero, has already been advocating adoption of such a free 
trade goal. So has the government of the United Kingdom. 

But such a sweeping vision can only be adopted by the 
world's political leaders. This has been the experience in each 
of the regional arrangements. Some of the most dramatic and 
unexpected trade breakthroughs in recent years, such as the free 
trade commitments adopted in APEC and for the Americas, became 
possible only when political leaders seized the opportunity of 
summit meetings to launch such bold initiatives. 

The WTO should thus hold the first World Trade Summit in 
late 1997 or 1998 . perhaps in the context of celebrating the 
fiftieth anniversary of the postwar trading system, to launch a 
program of "global free trade by 2010." The GATT never held a 
summit. Neither have the International Monetary Fund nor the 
World Bank. The next annual summit of the Group of Seven major 
industrial countries, which the United States will host in 
Denver in June 1997, could provide a strong push for such an 
initiative.® 

The Case for Glo balizing Free Trade 

There are three basic reasons for setting a vision of 
"global free trad? by 2()ip.’' First, it is essential to keep the 
bicycle of trade liberalization moving forward . We know from 
history that the trading system tends to topple, or even retreat, 
in the face of omnipresent protectionist pressures unless it 
progresses steadily toward reduction of impediments. In 
particular, substantial backsliding occurred when the GATT went 
into semi -hibernation for a number of years after the conclusion 
of both the Kennedy and Tokyo Rounds. Such a result could be 
extremely detrimental to American exports and thus to the 
American economy. 

Protectionist pressures remain exceedingly powerful, 
including in the largest trading areas. There is a recurrent 
view in the United States, as again revealed in our current 
presidential campaign, that increased trade, especially with 
lower income countries, is a major cause of the stagnation in 
real wages that we have experienced for a generation. There is 
widespread complaint in Europe that the region's extremely high 


‘This would also help restore the needed leadership role for 
the G-7, whose sharp decline in recent years is analyzed in C. Fred 
Bergsten and C. Randall Henning, Global Economic Leadership and the 
Group of Seven: Washington, Institute for International Economics, 
June 1996. 
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unemployment, which has averaged more than 10 percent throughout 
the first half of this decade, is importantly due to trade. It 
would be foolhardy to let the bicycle stop at this crucial 
juncture--especially when the United States has so much to gain 
from further expansion of world trade and our own exports . 

Second, it is essential to avoid the risk of conflict 
between the burgeoning array of regional trading arrangements . 

To date, the regionals have been positive forces- -perhaps even 
essential catalysts- -in driving global liberalization. They have 
kept the bicycle moving forward since the end of the Uruguay 
Round . 

But determined leadership in the key countries, especially 
the United States, has been required to achieve these positive 
interactions. There have been some close calls, as in 1990 and 
again in 1993 when the near failure of the Uruguay Round could 
have suddenly cast NAFTA and APEC as alternatives to the global 
trading system rather than supportive components of it. The 
proliferation of regional arrangements over the past few years 
may make it more difficult to maintain consistency with the 
global system. And the next potential regional arrangement, a 
TransAtlantic Free Trade Area (TAFTA) between North America and 
Europe, could have a very negative effect on the global trading 
system by encompassing new discrimination by rich against poor 
and reversing all the progress toward North-South trade 
cooperation.’ 

Third, the re are opportunities for huge economic gains from 
further trade liberalization . The Uruguay Round teed up a number 
of traditional border barriers for complete elimination by 
tariffying moat agricultural restrictions, binding most tariffs 
of developing countries and ending quota protection for 
textiles.* In addition, a number of "new issues" are now ripe 
for action: 

-- Liberali zation__of trade in services . The Uruguay Round 
agreed on a set of principles to govern services trade 
but few barriers have been reduced and the results to 
date of sector-specific talks on financial services, 
telecommunications’ and maritime services have been 
disappointing . 

Competition policy , which increasingly lies at the heart 
of "trade disputes" between the United States and Japan, 
which are actually disputes about anticompetitive 
corporate behavior and governmental policies toward it. 

-- Investment policy , which has become central to trade 
(especially in services) but received short shrift in 
the Uruguay Round. It is now being discussed in the 
OECD but there is no reason why the WTO cannot begin to 
address it too. 

Government procurement . which has huge trade effects but 

where national participation and entity coverage under 


’A thorough analysis of TAFTA will appear in Ellen Frost, The 
New Transatlantic Marketplace, Washington: Institute for 
International Economics, forthcoming 1996. 

®See John Whalley and Colleen Hamilton, The Trading System 
After the Uruguay Round, Washington: Institute for International 
Economics, 1996. 

’In the telecom sector alone, open markets could yield at 
least $1 trillion in consumer benefits by 2010. See Ben 
Petrazzini, Global Telecom Talks: A Trillion Dollar Deal, 
Washington: Institute for International Economics, June 1996. 
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the existing code are still quite limited. Interim 
membership could be offered to countries that are 
willing to at least take on the code's obligations 
regarding transparency, which would inter alia help deal 
with the critical problem of corruption.^® 

Firmer discipline s on regional arrangements , now that 
there are so many and that it is widely recognized that 
the relevant WTO rules are both grossly inadequate and 
poorly implemented. 

-- Better protection against process protection , such as 
abusive use of antidumping policies to offset agreed 
liberalization--including by the increasing number of 
developing countries that are using it against American 
exports . 

In short, there is plenty of fuel to drive the bicycle 
forward. All of these issues are also being addressed in the 
various regional fora, and heading off the inevitable evolution 
of conflicting arrangements that could otherwise result adds 
strongly to the case for globalizing the attack on them. 

The Role for Singapore 

It would be unrealistic to expect that the Ministerial 
Conference in Singapore in December would be ready to adopt a 
global vision as far-reaching as proposed here. On the other 
hand, the conference could take a number of steps that --without 
committing governments to such a path- -would pave the way for 
adopting such a vision over the next year or so if a consensus to 
do so could be created. 

Two procedural steps would be to start preparing for a 
Global Trade Summit in 1998 and to create a private advisory 
group to begin developing the needed vision. “ In addition, the 
Ministerial could launch work programs on each of the key issues 
cited {and many more) to prepare the ground for addressing them 
substantively in the near future.^* 

The Singapore Ministerial should also debate several kev 
caiestions that must be answered whatever the extent of the next 
WTO initiative. First, should such an initiative follow the 
traditional pattern of a comprehensive "round” or the current 
experiment with separate sector-specific negotiations (and 
perhaps a few functional talks)? The European Union has now come 
out clearly in favor of a round. The traditional logic is 


^®See Kimberly Ann Elliott, Corruption and the Global Economy, 
Washington: Institute for International Economics, forthcoming 
1996. 


^^Formal advisory bodies, such as the wisemen's group that 
helped plan the Uruguay Round for the GATT and the Eminent Persons 
Group that devised the basic APEC strategy, have provided leaders 
with ideas that were unlikely to emerge from their own 
bureaucracies. The Singapore Ministerial should appoint an 
independent advisory committee to develop the vision and strategy 
that will be needed for the WTO to realize its potential evolution 
in the years ahead. 

“The Institute for International Economics will shortly 
release a comprehensive proposal for Singapore in Jeffrey Schott, 
WTO 2000: Setting the Course for World Trade, Washington; 
forthcoming, 1996. 

“Sir Leon Brittan concluded his "Expanding World Trade: The 
WTO Road to Singapore," p. 9 with "My vision is of a dynamic WTO 
which . . .works from now on to lay the foundations for the further 
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compelling: much more can be accomplished when a number of key 

issues are tabled together, permitting tradeoffs across those 
that are of chief interest to different countries. The 
alternative sectoral approach tends instead to a lowest-common- 
denominator approach and may even fail, in whole or in part, as 
seen last year in financial services and as threatened now in 
both telecommunications and maritime services. 

At the same time, we clearly do not want to wait a decade or 
more for the next round to be launched and completed. Hence it 
is essential to work out, first internally and then with our 
trading partners, an agenda of issues that is large enough to 
elicit the needed tradeoffs but small enough to be manageable 
within three or four years. The ultimate goal of global free 
trade could then be reached through a series of "roundups," as my 
colleague Jeffrey Schott artfully calls them, of issues that are 
negotiated on a continuing basis and implemented every few years. 

A second critical issue is the meaning of "free trade." 
Should it be limited to traditional border barriers (tariffs and 
quotas) , extended only to nontraditional but still border 
impediments (such as government procurement and many investment 
policies) , or applied also to "purely domestic" measures that 
have significant external effects (such as intellectual property 
protection and labor standards)? A new principle should be 
agreed: that. the goal is to assure the contestability of markets 

bv eradicating all impediments to that objective . 

A third key topic is globalizing participation in the WTQ . 
"Global free trade" cannot be achieved if such major countries as 
China, Russia and Taiwan remain outside the organization. Yet 
some of the nonmembers seem unable or unwilling to accept its 
rules. Some new formula may be needed to enable them to engage 
in the coming initiative even if they have not yet become full 
members . 

Finally, the WTO itself needs to spearhead a global 
educational campaign on the benefits of free trade . Despite the 
unprecedented support for freer trade around the world, 
considerable protectionist pressures remain. Some backlash to 
the rapid pace of recent liberalization is perhaps inevitable. 

The political leadership of every country is primarily 
responsible for convincing its own citizens of the merits of the 
strategy. But countries can help each other do so, both by 
sharing their experiences in overcoming domestic opposition and 
in reinforcing each others' efforts. Such cooperative 
salesmanship will be an essential component of any initiative as 
ambitious as seeking "global free trade" by a date certain. 

Conclusion 


The WTO Ministerial Conference in Singapore can be a 
historic event. It can take the initial steps toward completing 
the process launched by the creators of the GATT over half a 
century ago to eliminate border barriers to trade. It can go 
well beyond that goal and set the stage for the next half century 
of global trade relationships. 

There are only three requirements for the Ministerial: 
agreeing on the need to develop an ambitious vision for the world 
trading system and the organization that runs it, initiating a 
process that will produce that vision, and beginning to debate 
the substantive and procedural topics that will permit any such 
vision to be realized in practice. The United States has a major 
national interest in the successful launching of such a process. 


Round we know we shall need to usher in the millennium. 
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I recoinmend that the administration, which has chosen to 
downplay any discussion of trade during this election year, take 
the lead in such an effort. To do so, it need only resume its 
activist leadership of 1993-94--through which, with the full 
support of the Congress, it successfully completed NAFTA and the 
Uruguay Round and launched APEC and the Free Trade Area of the 
Americas. It should start by taking an energetic lead in APEC, 
generalizing the ITA tactic noted above by pushing the full APEC 
membership to adopt aggressive "Individual Action Plans" to begin 
implementing their commitments "to achieve free trade and 
investment in the region by 2010/2020." Such an APEC initiative 
would have a powerful effect in galvanizing global emulation at 
Singapore . 

I also recommend that the Congress support the 
administration in such an effort. New trade legislation is of 
course going to be needed soon (although the administration can 
begin the proposed process without additional authority, just as 
it negotiated the first two years of the Uruguay Round without 
explicit approval.)^* Congress will in any event have to 
address the liberalizations to which the administration has 
already made political commitments in APEC and the FTAA. 
Globalizing free trade would add only modestly to the needed 
authority, adding primarily Europe with which trade is already 
largely free. The United States could reap enormous benefits 
from such an effort and Singapore offers an opportunity to start 
moving in that direction. 


“The contentious issues of labor and the environment, which 
torpedoed the efforts to restore fast track authority in 1994 and 
1995, should be finessed by neither ruling them in nor ruling them 
out of the legislative mandate- -leaving them open for inclusion or 
exclusion in each succeeding negotiation based on the merits of 
each situation at the time. 
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Regional Free Trade Arrangements 
Share of World Trade, 1994* 


European Unior 

22.8 

EUROMED 

2.3 

NAFTA 

7.9 

Mercosur 

0.3 

Free Trade Area of 
the Americas 

2.6' 

ASEAN Free Trade Area 

1.3 

Australia-New Zealand 

0.1 

APEC 

23.7' 


Total 61.0 


* Trade among the members of each regional group. 

““ Excluding trade among the members of their own 
subregional groups . 
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Chairman Crane. Thank you. 

Mr. Bergsten, does the administration’s focus on labor, the envi- 
ronment and other controversial and traditionally nontrade issues 
jeopardize your goal, in your estimation, of achieving global free 
trade early in the next century? 

Mr. Bergsten. It certainly makes it more complicated, Mr. 
Chairman, both internationally and, as you know better than I, do- 
mestically. There is a lot of international dispute over those topics. 
Each one may need to be treated differently; these issues are not 
to be viewed as parallel in all cases. Many other countries that 
want to address them, and there are legitimate issues that do need 
to be addressed and should be addressed. The question is, how can 
we do this while ensuring they do not impede the kind of liberaliza- 
tion process on trade itself that we want? 

Domestically, that has been, of course, the stumbling block in 
getting fast track authority in the last couple of years. I think the 
remedy is clear — ^you neither rule them in nor rule them out. Wait 
and see what is appropriate in individual negotiation, and then 
make your judgment on whether to include them. 

The administration itself, for example, has not raised those is- 
sues in APEC, despite its general thrust on them in the WTO and 
elsewhere. It publicly said it would not, and it has not done so. So 
you have to pick and choose, and I do not think a general solution, 
as was debated on both sides in the fast track consultations of 1 
to 2 years ago, is very productive. 

Chairman Crane. Thank you, Mr. Bergsten. 

Mr. Rangel. 

Mr. Rangel. Mr. Bergsten, were you suggesting to the chair that 
these environmental and labor requirements that we had in the 
last fast track caused problems in NAFTA and other negotiations? 

Mr. Bergsten. They did cause some problems in the NAFTA ne- 
gotiations, although I think not overwhelming ones. That was be- 
cause Mexico was so eager to strike the NAFTA deal with us that 
it essentially accepted whatever we proposed, including even on 
those fronts that did rankle the Mexicans when we initially re- 
opened the negotiations to include those requirements. 

It will would be much more difficult to bring environmental and 
labor issues to the forefront in some of the negotiations that will 
be coming over the next years, including in the Western 
Hemisphere, certainly in APEC, and certainly in the World Trade 
Organization as a whole. 

Mr. Rangel. I just have not heard any of our trading partners 
indicate that this is a major problem, and as you know, that ap- 
pears to be the only partisan problem that we on this Subcommit- 
tee face. So, I was surprised to hear you agree, so readily with the 
chair that it was a problem, since the only problem I saw was the 
Republican leadership. I had not really heard in the international 
community that there was a general feeling that they would rather 
not address these issues. Even though no one likes to be told what 
to do, there may be some question as to how we handle it, but I 
would like to emphasize what you have said, that it is important, 
and it cannot be ignored. So, it is going to be important from 
America’s viewpoint, too. 
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Your exciting presentation is the best hope that I have to im- 
prove the quality of life and jobs for Americans. I do not see where 
there is anything else that I will have to work with. And so, there- 
fore, I hope that instead of talking about a level playingfield, I can 
give a fair advantage to any U.S. firm because of the need for jobs. 

My major problem, though, is that I do not see how America is 
being prepared for this great thrust into the next century as we 
move forward, taking advantage of our research and our develop- 
ment, how we could possibly keep our competitive lead, with mil- 
lions of people in jail and scheduled to go to jail, and the tremen- 
dous cost that is involved, not in people who are not productive, but 
just in containing them. And when I see other countries sending 
thousands of students here, only to return home to teach other stu- 
dents, I wonder whether there is any game plan as to how far 
America will be able to get on this tremendously successful expan- 
sion of economic growth. How do education and research and devel- 
opment work together? And when we talk about labor standards, 
there has to be some minimum that we have to expect in a country, 
and there has to be something left, in our country for unskilled peo- 
ple to do, and if there is not, we just cannot ignore them. And then, 
there is the large number of people who played by the rules and 
somehow just did not keep up, but they are 50 or 55, and a merger 
or acquisition decided that they really were not needed today. 

As we go through this most exciting era, to hear you tell it — and 
it is going to be exciting — I mean, just your enthusiasm should 
have everyone just waiting to see what the Congress can do to stay 
out of the way and let the free marketplace work its will. And, I 
see just so many people who are not even a part of all of this at 
all. No one is talking to them. What happens to them? 

Mr. Bergsten. I fully share your concern about those people and 
the fact that we as a country have not done a very good job to posi- 
tion ourselves to take advantage of what I talked about. But, we 
would have to do that with or without international trade. 

As you know better than anybody else, the answer to the prob- 
lem of the people who lack sMlls, and you said it, is education, 
training and upgrading skills so that they will be able to compete 
just within the dynamics of our own economy. We have got to do 
that an 3 rway, regardless of our position in the global marketplace. 

My first point is simply that, if we can open international mar- 
kets more, we can take greater advantage of the improvement in 
the skills of our own human capital. You are, of course, right that 
not everybody is going to get that upgrading, either today or a gen- 
eration from now, even if we have a better game plan. In that 
sense, it is fortunate that the biggest share of our economy is still 
not having to compete internationally. Over 70 percent of our econ- 
omy is services. A few services do compete internationally but most 
do not. My second point is that, if we can improve the capability 
of our work force and our corporate structure in the services sector, 
which is the next big area where productivity increase is required, 
then we do not have to worry much about international competition 
because most of the services sector is really not facing foreign com- 
petition. Where we get the benefits from that is in our manufactur- 
ing industries. 
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Let me relay what may be a stunning fact. As you well know, 
there has been a steady decline in our later force in manufacturing 
over the last 20 years because of increased productivity, though 
some have blamed the decline on trade. Those jobs are among the 
highest paying in the country. 

Because of the export boom and the projections for its continu- 
ation over the next 4 or 5 years, it now looks like that decline in 
the manufacturing sector will be arrested and will even turn 
around. The share of the labor force in high-paying manufacturing 
jobs is going to rise again because of our success in penetrating for- 
eign markets. We should build on that and do even more of it. But 
admittedly, that is only part of the picture. If we do not do the edu- 
cation and training, we will lose out, but that is with or without 
trade, and the services sector is something of a buffer or a safety 
valve against the risks inherent in globalization. 

Mr. Rangel. I can understand that, Mr. Bergsten. It has just 
been my experience that almost all people can start out with the 
low skill opportunity and that, in and of itself, provides the dignity, 
the drive and the hope so that the family unit remains even though 
the good-paying job is not there, so that the kids will find a greater 
ability to find their way into either the service or the high-tech ex- 
port sectors. 

Now, there is a break right there in the middle, and it is a very 
costly break. I guess my question would be, notwithstanding tradi- 
tion and constitutional barriers, most people agree that tWs is a 
national problem. Having said that, they have difficulty finding a 
national solution. In other words, they believe that this has to be 
handled by a local school board. 

Do you agree that that is what we have to do? 

Mr. Bergsten. I share your frustration at that. One hat that I 
have worn for 5 years, as you know, is as chairman of the Competi- 
tiveness Policy Council, which the Congress set up in the Trade 
and Competitiveness Act in 1988. Early on, we identified education 
as one of the fundamental — perhaps the most fundamental — com- 
petitiveness problems of the United States. But then, tries to iden- 
tify remedies, one runs into exactly what you just said. Policy is set 
by 15,000 local school boards. 

So we put out a series of proposals to try to work within that — 
developing national standards as a guideline and trying to induce 
local authorities to move in that direction. This has, of course, 
moved exceedingly slowly. There is even some backsliding on it 
now in various legislative and other avenues. I must admit that, 
to me, that is the most serious problem facing our whole economic 
growth and competitiveness outlook — the fact that we are not doing 
a good job of developing our human capital and that our institu- 
tional structure is so complex that it almost defies the prospect of 
effective reform. 

So, if I could find some way that was politically feasible to move 
to more national leadership of education and training for the whole 
population, I would dearly love to do it. I think nothing could make 
a bigger contribution. 

Mr. Rangel. Have you written something on this that you could 
send me? I have an idea that is receiving some support from the 
multinationals and that is, much like we created the economic 
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empowerment zones, to suggest that if a local school board could 
break down the barriers with the union and the local government 
and find the ideal relationship with business along with a national 
standard, we could create educational empowerment zones. As 
such, maybe we could get the class size down so that teachers can 
give up the hard-earned sabbaticals and other things that cost 
money but really do not lend to actually teaching. Maybe we could 
develop a relationship between teaching, graduation, and the job 
market. Then we might be able to find those areas competing for 
a model situation to make it cheaper for local government to sup- 
port an alternative approval that is working. 

In any event, I would welcome what you have written in support 
just of education, and then we will see where we can go from there. 

Thank you very much for your testimony. 

Mr. Bergsten. Thank you. 

Chairman CRANE. I thank you, too, Mr. Bergsten. We look for- 
ward to working with you and solicit your input always. 

Mr. Bergsten. Thank you. 

Mr. Crane. Our next panel of witnesses represents different in- 
dustry sectors: Tom Ehrgood, international trade counsel with Digi- 
tal Equipment Corp., on behalf of the Information Technology 
Agreement Coalition; our former colleague Henson Moore, presi- 
dent and chief executive officer of the American Forest and Paper 
Association, together with Keith Romig, environmental and public 
policy officer of the United Paperworkers International Union; 
Jacques Gorlin, director of the Intellectual Property Committee, 
and Eric Smith, president of the International Intellectual Property 
Alliance. 

We welcome you all. I thought the gentleman at the end of the 
dais looked familiar. 

Mr. Rangel. He is on television a lot. His name is Henson 
Moore. 

Chairman Crane. Well, gentlemen, will you proceed in the order 
in which I introduced you, starting off with Mr. Ehrgood, and try 
to confine your remarks to 5 minutes, and all extended remarks 
will be made a part of the permanent record. 

Mr. Ehrgood. 

STATEMENT OF THOMAS A. EHRGOOD, JR., INTERNATIONAL 

TRADE COUNSEL, DIGITAL EQUIPMENT COUP., MAYNARD, 

MASSACHUSETTS, ON BEHALF OF THE INFORMATION 

TECHNOLOGY AGREEMENT COALITION 

Mr. Ehrgood. Thank you, Mr. Chairman, Congressman Rangel. 

I would like to note that my statement includes a number of sep- 
arate statements filed by associations who participate in the ITA, 
Information Technology Agreement, Coalition. 

I am very happy to have the opportunity to speak at this hearing 
on behalf of the ITA Coalition. The Coalition is remarkable for its 
breadth. It consists of 12 associations who together, collectively, 
represent the range of the U.S. IT, International Trade, industry, 
ranging from components all the way to software publishers. 

This Coalition has come together and has been working hard to- 
gether in support of the Information Technology Agreement, an 
agreement to eliminate all tariffs on IT products by the year 2000. 
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The ITA Coalition is extremely grateful to USTR for the work 
that USTR has done through the year in promoting this negotia- 
tion and is also fateful for the priority that USTR has placed on 
a successful ITA in the market access agenda of the WTO Ministe- 
rial. We believe this is as it should be. If this agreement succeeds, 
which we hope it will, it will represent the culmination of decades 
of multilateral negotiations to progressively bring down tariffs in 
the electronics and the IT sector worldwide. 

If it succeeds, we will see a strong catalyst for the development 
and real implementation of the information highway, or the GII, 
Global Information Infrastructure, or as the European like to say, 
the “information society.” 

I would like to stress at the outset something about the begin- 
ning of this negotiation. The conditions in which this negotiation 
kicked off back in April were extremely auspicious. At the April 
Ministerial Quad Meeting in Kobe, the launch of the negotiations 
capped a 6-month process in which we achieved an extraordinary 
consensus of strong, enthusiastic support for the ITA from indus- 
tries in the United States, Europe, Canada and Japan, matched 
also by equal enthusiasm from the governments in those countries. 

Over the first months of the negotiation from April to June, we 
made extraordinary progress, USTR leading the way with lots of 
industry input and good work in other countries. We made great 
progress on defining product scope, we solved technical problems 
about how this agreement would operate, and the prospects really 
looked very good. 

And then we came to June. In June, we found ourselves with a 
significant roadblock. That roadblock took the form of the EU with- 
drawal from the negotiation, withdrawal from the negotiation as a 
result of its insistence, not satisfied, that the EU would be a partic- 
ipant in the negotiation of a renewed semiconductor agreement and 
a member of a trilateral agreement from the start. 

The agreement did not work out as the EU had hoped, although 
there are a couple of tables that were set up, one a global govern- 
ment form, the other a semiconductor industry council, two tables 
where there is an obvious place for the EU Commission and the 
semiconductor industry. 

But in any event, the EU has not yet returned. You heard a little 
bit from Ambassador Barshefsky about why the EU has not re- 
turned. It appears to her that the EU has not returned because 
there may not be a sufficient mandate. Whatever it is, whatever 
the problems in the member states or in the Commission, it is es- 
sential that the EU return, and we hope and are optimistic that 
this will be achieved in Seattle later this month at the Quad min- 
isterial meeting. 

We are at a critical juncture in the negotiation of this ITA. There 
is a lot to do. Not only do we have to bring the EU back, we also 
need to firm up the participation of the APEC member countries, 
and then, even when we have done that, we really have to sort out 
a lot of details of the negotiation in a short period of time. So, a 
full court press is necessary from industry. USTR is doing that, 
and we are delighted with it. And we need to see some other active 
participation from other governments as well. 
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Mr. Chairman, it is critical that the ITA succeed — and here is 
the point that I really want to stress — not just for the tariff bene- 
fits that the ITA promises, but also to ensure that the positive goal 
of stimulating trade in information technology products is rein- 
forced and kept alive. This is especially important today, when the 
U.S. IT industry faces a couple of very serious threats, primarily 
in Europe. 

The first such threat is the threat that much of the computer 
product family would be reclassified as consumer electronics prod- 
ucts because of the ever accelerating audio reproductive and video 
reproductive capabilities in computer products. 

The second threat is the application of impossible, burdensome 
rules of origin in the EU, specifically a 45 percent value-added 
requirement. 

We are resisting these threats with some good success. We ap- 
preciate the help of USTR in this, but here again we get to the 
ITA, and what we find is that it is essential, in this environment 
of sorting out these difficulties, to have a positive initiative, some- 
thing that positively keeps alive the vision or the attention on the 
goal of promoting IT trade, not thwarting it. 

Thank you very much. 

[The prepared statement and attachments follow;] 
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STATEMENT OF THOMAS A. EHRGOOD, JR. 

INTERNATIONAL TRADE COUNSEL. DIGITAL EQUIPMENT CORPORATION 
FOR THE INFORMATION TECHNOLOGY AGREEMENT COALITION 

TO THE HOUSE WAYS AND MEANS SUBCOMMITTEE ON TRADE 

SEPTEMBER 11, 1996 

Mr. Chairman, members of the committee, I am Thomas A. Ehrgood, Jr., 
International Trade Counsel of Digital Equipment Corporation. Thank you for the 
opportunity to testify on issues related to the World Trade Organization’s Singapore 
Ministerial. 

Today. I am appearing on behalf of the Information Technology Agreement 
Coalition. Led jointly by the Information Technoiogy Industry Council and the American 
Electronics Association, the ITA Coalition is a group of twelve American high 
technology industry associations from all segments of information technology, including 
software, computers, telecommunications, semiconductors, and intemetworWng 
equipment. We and our member companies have been working to promote the 
successful negotiation of the Information Technology Agreement, or ITA, which would 
eliminate tariffs on all information technology products by the year 2000, with tariff 
phase-outs to begin in January of 1997. The ITA will be an MFN agreement with an 
open invitation to all countries to join. 

With your agreement, Mr. Chairman, we ask that short statements be included in 
the record from some of our members -- including the American Electronics 
Association, Semiconductor Industry Association, Electronic Industries Association, 
European American Chamber of Commerce, and a quadripartite industry statement 
including the Information Technology Industry Council anci its counterparts in Japan, 
Europe and Canada. 

Mr. Chairman, the ITA Coalition and its members are extremely pleased that the 
United States Trade Representative's Office has placed the ITA at the center of its 
market access objectives for the WTO Singapore Ministerial. We believe this Is as It 
should be. When successfully concluded, the ITA will bring to culmination decades- 
long multilateral efforts to eliminate tariffs in the electronics and information technology 
sector. This will provide huge benefits not only to IT exporting companies, but, more 
important, to the global economy as a whole. 

The ITA will be a catalyst to complete the Global Information Infrastructure, or 
Gll, because the elimination of tariffs on IT products will make the Gll widely accessible 
to the world population by significantly lowering the costs of building and using this 
infrastructure. This will enable more businesses and people to experience the 
productivity gains made possible through technology and create a more competitive 
world market. 

From its launch, the ITA’s prospects were auspicious. Governments and 
industries outside of the United States clearly saw the ITA's great promise. Last 
November, members of the Trans-Atlantic Business Dialogue meeting in Seville 
strongly endorsed the ITA. This April, the ITA was formally launched with the 
declaration of the Quad ministers initiating the negotiations. Through late spring and 
early summer USTR and its Quad counterparts laid the groundwork by sorting through 
the difficult technical issues involving an agreement of this complexity. This work was 
done hand in hand with the cooperation of industry groups, including ours, from the 
U.S., Japan, Europe and Canada, By June, the ITA appeared to be well on its way 
toward successful conclusion at the WTO Ministerial in Singapore. 

However, since that time roadblocks have arisen - especially in the EU. In 
particular, when the US and Japan launched negotiations to renew the Semiconductor 
Trade Agreement, or STA, the EU insisted that it be included in that negotiation and 
made that point a condition for continuing to negotiate the ITA. 
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Now that the STA negotiations are over it remains unclear whether the EU will 
consider that its interests were sufficiently met in the agreement to bring the EU back to 
the ITA negotiating table. The ITA Coalition is hopeful it will. We believe the STA and 
the ITA would represent compatible agreements. We, like USTR, are watching with 
Interest how the EU will proceed and are doing everything we can to positively 
influence the outcome. 

A second EU roadblock concerns the question of linking IT tariff cuts to tariff cuts 
in other sectors or to other nontariff issues. We would urge that these linkages not be 
made because doing so would dramatically after the ITA negotiations and threaten their 
successful conclusion. 

In the meantime, USTR is aggressively pursuing Asian support for the ITA 
through APEC and other fora with the goal of achieving significant progress at the 
APEC ministerial in Manila this November. We support USTR's strategy in this effort 
and are taking appropriate steps to complement that strategy with our industry 
counterparts in Asia. 

Mr. Chairman, the timing of this hearing Is important, because the ITA is now at 
a critical juncture. Three months remain before the Singapore Ministerial and the 
promise of tariff elimination for information technology products is too great to be lost. 
Frankly, we do not expect it will be lost, but it will take a full-court press in the fall to 
bring all the parties back to the table to put this agreement in effect. Othenwise, loss of 
the ITA could leave us worse off than the status quo of continued tariffs on IT products. 
This is because there Is emerging in other countries the use of new tools to erect 
obstacles to the information society. 

In particular, I would mention the use of customs classification to move products 
Into higher duty categories of consumer electronics, and the establishment of complex 
rules to dictate whether a product can receive tariff benefits based on arbitrary criteria 
to determine its country of origin. We expect an ITA would minimize the damaging 
effects of these new trade instruments, but the failure to conclude an ITA would remove 
a positive IT initiative from the WTO agenda and create an incentive that could allow 
these practices to flourish, 

Finaliy, Mr. Chairman, I shouid eiaborate briefly on this practice of customs 
ciassification for revenue-raising purposes because of its potential for fundamentally 
altering the lexicon of information technology without rational forethought. The fact is, 
our industry is now in an information revolution. Indeed, we are In the digital age. 

What this means is that the products and innovations that emerge from this revolution 
are utilizing the same digital technology to perform multiple functions within single 
units, using as just one example a laptop computer that can simultaneously serve as a 
fax machine, telephone, television, radio and video machine, all while the user is typing 
a letter or cranking out numbers on a spreadsheet. These are all digital functions. 

Without an ITA. how these products get categorized could have far reaching 
implications for the competitiveness of this industry. Even with an ITA, the worst-case 
scenario could foresee an ambitious Customs official for one of our trading partners 
classifying a wide range of products into some high-tariff category that is not within the 
scope of the ITA tariff elimination agreement - in effect, emptying the ITA basket of 
duty free products. USTR has appropriately made this issue known to our trading 
partners in the WTO. It may be that the case should be made more strongly in 
Singapore. This is essential as we work toward a common understanding of how the 
information technology industry should take us into the next century. 

That concludes my statement, Mr. Chairman. I will be pleased to answer any 
questions. 
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AMERICAN ELECTRONICS 





ASSOCIATION 







Information Technolog y A greement 


The American Electronics Association, representing all segments of the information technology 
industry, from computers, semiconductors and telecommunications, to software, internetworking 
equipment and computer-based analytical instruments, strongly supports negotiation of the 
Information Technology Agreement (IT A). The ITA would boost the export competitiveness of 
many of our association's 3200 member companies by eliminating tariffs on information 
technology products on an MEN basis by the year 2000. 

The ITA would reduce to zero all post-Uruguay Round tariffs on information technology 
products by January 1, 2000, with staged reductions beginning in January 1997. The ITA is 
intended to include as many countries as possible. 

Major benefits will flow from the elimination of IT tariffs. In particular, zero tariffs will: 

• provide stimulus for increased U.S. exports by making information technology products 
and services more price-competitive in global markets now protected by tariff walls; 

• facilitate worldwide implementation of the Gtobal Information Infiastructure (GD) by 
reducing the cost of the inputs and making seemless communications around the world 
available to more people and businesses; 

’ alleviate the administrative burden borne by companies and customs authorities in ensuring 
accurate, complete and timely payment of duties; and 

• reduce the propensity of governments to complicate and manipulate valuation, product 
classification and origin rules for reasons of tariff protection. 

The need for tariff protection for IT products is over. Indeed, it is dubious that tariffs in the IT 
sector provide any protection at all for indigenous industries. Studies in Europe, for example, 
show that the cost of collecting tarifis in this sector is greater than the revetrue generated by those 
tariffs, while price-sensitive manufacturers see their competitive position erode fi'om the higher 
cost of inputs. 

For these reasons, AEA urges that the US, Quad, APEC, Latin American and other goverrunents 
conclude negotiations on an ITA by the time of the WTO Ministerial Meeting in Sirtgapore in 
December 1996. 

For More Information, Contact Greg Garcia at 202-682-4433', or (email} Greg_Garcia@aeaneLorg 
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INDUSTRY RECOMMENDATIONS FOR AN 
INFORMATION TECHNOLOGY AGREEMENT 
AS AGREED TO BY 
EUROBIT, ITAQ m AND JEIDA 


Background 

In January of 1995 the information technology industry associations of the 
U.S., Europe and Japan (ITI, EUROBIT and JEIDA) agreed to a set of industry 
reconunendations to the G-7 Meeting in Brussels on the Global Information 
Infrastructure (GII). One of their key recommendations was to eliminate 
tariffs in the information technology sector through the adoption of an 
Information Technology Agreement OTA). Rapid conclusion of the ITA's 
objective of eliminating information technology tariffs should be pursued in 
the broader context of other GO issue areas resulting in the removal of all 
existing beuriers and obstacles to open trade. The specific recommendation 
stated, "To achieve market access necessary to build the GII, all tariffs affecting 
information technology and telecommunications technology products and 
components, including semiconductors, must be eliminated." Since that 
statement, Canada's FT industry association (ITAC) has also lent its support to 
this principle. 

ITI, EUROBIT, JEIDA and ITAC have since supported an initiative called the 
Information Technology Agreement that would eliminate all tariffs on 
information technology and telecommunications products no later than 
January 1, 2000. Products covered under this Agreement include: 

• Computer Hardware (including all computer peripherals and 
multimedia/multifuncdonal products) 

• Semiconductors, Integrated Circuits, and other electronic components 
(including, for example, transistors, crystals, and resistors) 

• Semiconductor Manufacturing Equipment 

• Computer and Telecommunications Software 

• Telecommunications Equipment 

• Parts and Accessories of the above 

The realization of an ITA would make the Global Information Society as 
widely accessible as possible through the elimination of the remaining 
customs tariffs on a range of IT products. Elimination of tariffs on IT 
equipment will make these products and services available to a wider 
segment of the world's population by significantly lowering costs. This will 
enable more businesses and people to experience the productivity gains made 
possible through technology and create a more competitive world market. 
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This agreement only addresses the elimination of all information technology 
tariffs on a most-favored-nation basis and does not seek to include 
agreements on any non-tariff or non-IT product issues. 

At the November 1995 Transatlantic Business Dialogue in Seville, over 120 
American and European corporate leaders advocated the conclusion of an 
ITA by December 1996. A month later in Madrid, the EU and US 
governments agreed to a New Transatlantic Agenda Plan that also endorsed 
an ITA. 

Critical Success Factors: 

In order to have a successful ITA negotiation, a number of critical success 
factors have to be included in the agreement. These include: 

• Tariff elimination on the products identified above in one or two stages by 
no later than January 1, 2000. 

• Acceptable rules of interpretation which make clear the negotiator's intent 
that the ITA's scope extends to future generations of information 
technology products. 

• Administrative Tools (for example, a policy process for making 
anticipatory ITA product coverage determinations, as well as an ongoing 
review mechaiusm) within the WTO that would ensure the integrity of 
the agreement for ITA product coverage purposes. 

• Quad countries conclude an ITA by no later than the December 1996 
Singapore WTO Summit In order to achieve a speedy realization of the 
GO, as many countries as possible should join the ITA at the Singapore 
Ministerial Meeting 


Classification: 

In light of rapid development of technologies in the IT domain, it has to be 
ensured that present and future product generations will be covered by the 
ITA, with special reference to multimedia products (for which care must be 
taken for determining the list of multimedia products and corresponding 
definitions) and that the ITA conclusions are not undermined by customs 
authorities' decisions in areas such as classification and rules of origin. 

The ITA addresses these classification issues. For example, a basic principle 
for addressing computers stipulates that the ITA will cover any computer 
whether or not it also has the capability to receive and process telephony 
signals, television signals or other analogue or digitally process audio or 
video signals. For example, any computer is covered whether or not it also is 
capable of displaying fuU motion video, as is any computer incorporating or 
consisting of video conferencing apparatus. 
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On the other hand, a television receiver or audio reproduction system today 
is not covered by the ITA. Such devices are not today, for example, freely 
reprogrammable by the user. 

Conclusion: 

We strongly advocate that the Quad partners agree to conclude an ITA as 
described above at their April meeting in Kobe, Japan and set a process for 
completing negotiations before the Singapore WTO Summit. We also hope 
that the G7 Summit in July gives momentum to an ITA through discussions. 
With an agreement in principle between Quad members, it is our expectation 
that nations from other regions are more likely to sign on to an ITA WTO 
accord at the Singapore Summit. 


EUROBIT, ITAC, ITI and JEIDA 
April 16, 1996 
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Qm SEMICONDUCTOR INDUSTRY ASSOCIA TION 

181 Metro Drive^Suite 450 ♦ San Jose,CA 951 10 
: Phone (408) 436-6600 ♦ Fax (408) 436-6646 

STATEMENT OF THE SEMICONDUCTOR INDUSTRY ASSOCUTION 
IN SUPPORT OF THE CONCLUSION OF AN INFORMATION TECHNOLOGY 
AGREEMENT AT THE SINGAPORE MINISTERIAL MEETING OF THE WTO 

SEPTEMBER 10, 1996 

The Semiconductor Industry Association (SIA) supports the efforts of the Clinton 
Administration to successfully conclude an Information Technology Agreement (ITA) to eliminate 
tariffs on information technology products at the Singapore Ministerial Meeting of the World 
Trade Organization (WTO), Among the products to be covered by the ITA are semiconductors 
and semiconductor manufacturing equipment, both of great interest to SIA. 

SIA has long advocated the elimination of tariffs on semiconductors and related products. 
At SIA s request, the United States, Canada, and Japan eliminated duties on semiconductors and 
computer parts in 1 9S5 without waiting for the conclusion of the Uruguay Round negotiations. 
SIA supported the elimination of tariffs in its home market because it believes that the U.S. 
semiconductor industry’s health depends on the health of its customers in the information 
industries, and that its customers can produce the best products if they do not have the costs and 
administrative burdens associated with duties. 

In 1994, the Uruguay Round resulted in a commitment by Korea to eliminate its. 
semiconductor tariffs by 1999, as well as reductions in semiconductor duties in the European 
Union. In 1995, at the request of the European uulustry, EU semiconductor tariffs were further 
reduced from as much as 14Vo to either 7 % or zero as compensation for tariff increases resulting 
from the enlargement of the EU to include Austria, Sweden and Finland. The remaining EU 
duties, while signiflcandy reduced from their |»evioiis levels, continue to impede the EU 
electronics industry from designing competitive U.S. semiconductors into their electronics 
systems. Elimination through the ITA of the remaining EU semiconductor duties and other 
semiconductor tarifrs aroimd the world would greatly benefit chip consumers worldwide and thus 
benefit the U.S. semiconductor industry. 

In an effort to spur progress on the current ITA effort, SIA has been actively working 
wife mdustry a^ociations from Japan and Europe to promote a worldwide semiconductor industry 
consensus in favor of tariff elimination for semi^nductors and related equipment. In July of this 
year, SIA met with fee European Electronic Component Manufacturers Association (EECA) to 
discuss, iatei: alia, fee ITA. As a result of that meeting, SIA agreed to an EECA request that 
silicon wafers, which are used to make semiconductors, should also be subject to full tariff 
elimination under fee ITA. 

In August, SIA and fee Electronic Industries Association of Japan (EIAJ), together with 
the U.S. and Japanese governments, reached industry-to-indushy and govemment-to-govemment 
agreements on coo|»ration in the semiconductor sector. These two agreements provide for fee 
creation of new government and industry fora on fee semiconductor industry. The Globai 
Governmental Forum (GGF) created under the govemmenl-to-govemment agreement will be a 
multilateral forum involving fee United States, Japan and the EU, as well as other interested 
countries. The first meeting of the GGF is to take place no later than January 1, 1997, which 
will allow this new institution to meet viiiually simultaneously with the Singapore WTO 
Ministerial Meeting. At the industry level, a new Semiconductor Council is to be created, with 
membership open to all industry associations whose govenunents either have committed that all 
tariffs on semiconductors will be expeditiously eliminated or have suspended these tariffs pending 
formal tariff elimination. — 

SIA views the ITA as offering an important opportunity to promote the increased 
comf^titiveness of the worldwide information technology industry through the elimination of 
tsmffs and increased multilateral cooperation. Conclusion of this important agreement at the 
Singapore Ministeriai Meeting of the WTO would be a significant achievement for the world 
trading system — completing the work of the Uruguay Round — and would be of tremendous 
value to the development of the Global Information Infrastructure. 



Electronic Industries Association 


INFORMATION TECHNOLOGY AGREEMENT 


BACKGROUND 

The Information Technology Agreement (ITA) eliminates tariffs for information technology 
products by the year 2000. Products covered by the agreement include semiconductors, computer 
hardware, software and telecommunications equipment. The agreement includes General Rules 
of Interpretation to guide governments in classi^ng existing and future information technoiogy 
products 

The information Technology Agreement is currently being negotiated among the United 
States, the European Union, Canada, and Japan. These countries intend to conclude negotiations 
by the end of 1996 and to implement phased-in tariff reductions starting January 1, 1997. 
Governments and Industry are also worlting to expand country participation in the agreement. 
Taiwan, Korea and other countries have already expressed interest in joining the ITA. 

The currant ITA negotiations are being conducted primarily between the United t tstes and 
the European Union. The negotiations are proceeding along two tracks - political and tec rnical. At 
the politica level, there is widespread consensus cr. the value of the ITA, with negotiation focusing 
on many o' the specifics of the agreement. At t/.ci technical level, the negotiations are f 'cused on 
product coverage and classification issues. 


BENEFITS TO THE ELECTRONICS INDUSTKV 

The electronics irxlustry is becoming increasingly global. Many of ElA's companies receive 
a large po tion of their total revenues from intsmational sales and they rely on importing cc.oponents 
that are i:'.tegrated into their most competitive products. The Information Technology Agreement 
benefits these companies because it eliminates the tariffs that hinder exports and it lowers the cost 
of the Inputs that our industry uses in their prdducts. 

The ITA General Rules of Interpretation provide companies with clear and predictable 
guidelines for their customs operations and th^ make it easier for governments >o classify 
information technology products. As the information technology industry continues o develop 
increasingV complex products in shorter periods of time, the General Rules of InterpretatKin will help 
avoid disputes over how these products are classified. 

Consumers of infonnation technology products also benefit from the agreement. Elimination 
of information technology tariffs towers prices and makes these products available o a wider 
segment of the worfcfs papulation. This will enable more people and businesses to experience the 
productivity gains made possible through technology and create a more competitive world market. 
The ITA ' vill help with the development of the Global Information Infrastructure by providing users 
with inexpensive and easy access. In all, the ITA is an important agreement that will benefit many 
aspects of the U.S. and the world economy and bring our industry into the 21st century 

For more information or additional documents on the Information Technology Agreement, 
please contact Maggie Angell in the EIA Government Reiedons Department at 703/907-7579. 


2500 Wilson Boulovsrd • Arliogian, Virgnis 22201-3*34 • (703) 907-7500 ■ FAX (703) 907-7 iOl 
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Policy Statement of the European-American Chamber of Commerce 
on an Information Technology Agreement 

March 20, 1996 


The transatlantic community, both In the private and public sector, has expressed Its commitment 
to reach an Information technology agreement (TTA). At the November 1995 Transatlantic 
Business Dialogue (TABD) in Seville, over 120 American and European corporate leaders 
advocated the conclusion of an ITA by December 1996. The overwhelming majority of the 
Seville participants supported a commitment to eliminate all tariffs on information techoology 
(IT) products by January 1, 2(X)0, or sooner. A month later in Madrid, the EU and US agreed to 
a New Transadantlc Agenda and Action Plan that also endorsed an ITA. 

As an organization of 80 multinational companies of European and American parentage, the 
European-American Chamber of Commerce adds Its voice in shong support of an ITA. 
Eliminating tarllTs in this critical, rapidly-changing Industry would make all transatlantic 
companies mote efficient by reducing the cost of maintaining competitive technology. In 
adrlition, EU aixl US comp^es in the IT products industry strongly support an ITA because it 
would reduce customs burins, increase the flow of trade in the transatlantic market, and 
promote greater market access in other countries that sign onto the agreement 

The Chamber encourages the EU and US governments to work together to conclude an ITA by 
December 1996 that Incorporates the following objectives. 

Ohlectlves 

Tariff-Based Agretment - The Chamber seeks an ITA that would eliminate tariffs - on a most- 
favored-natton basis - for the following product categories no later than January 1, 2000: (1) 
computer hardware products, (2) semiconductors and integrated circuits, (3) semiconductor 
manufacturing equipment. (4) computer software, (5) telecommunications equipment, and (6) 
passive devices. Eliminating tariffs in these product categories would constitute a very significant 
accord. Negotiators should not risk delaying the agreement by considering non-tariff or non-IT 
product issues. 

wrO/CATT CompatIbilUy - Transatlantic business selected the ambitious December deadline in 
hopes that an ITA will be completed during the December 1996 WTO Ministerial Meeting. As a 
building block of the Global Information Siciety. a WTO-compatible ITA would provide the 
maximum bewflt to as many nations and comp^es as possible. The EU and US Quad partners, 
Japan and Canada, are expected togive momentum to an ITA through discussions in their April 
meeting and possibly agree to an fM outline at the G-7 Summit in July. With an agreement in 
principle between Cjuad members, nations ftom other regions are more likely to sign on to a 
WTO accord. Without early concerted action between the EU and US, however, little progress 
can be expected on meeting these objectives. 

Avald Reclaaifleatiaa ObstaeUs - The Chamber opposes any eftbrts to reclassify fT products 
into other tariff headings In a way that would erode the integrity of a negotiated ITA. A benefit 
of reaching an fTA on the broadest possible range of products would be that IT goods would be 
classified under clear rules, largely eliminating the need to negotiate tariff classifications. 

General Rules of Interpretation - In order to deal with the rapidly-changing nature of IT 
products, negotiators must equip the ITA with General Rules of Interpretation (GRls) that clarify 
the extent of produa coverage. The Chamber recommends that negotiators carefully review 
draft GRIs prepared by US and EU industry experts, who continue to coordinate their efforts 
through the TABD and other fora. 

Cnncluslon 

Concluding an ITA would advance the Global information Society and deliver on commitments 
made at the Madrid EU-US SummiL To be successful, an accord must remain focused on 
elimlnatiog tariffs. Corporations on both sides of the Atlantic ask for a more open global market 
and reduced administrative burdens for IT products, regardless of the relative tt^-off of tariff 
revenue. The Chamber urges negotiators to look beyond conventional trade-off considerations 
and do what best serves consumen and transatlantic companies - conclude an ITA. 



88 


Chairman Crane. Thank you, Mr. Ehrgood. 

Chairman Crane. Now, we welcome back before us our distin- 
guished former colleague, Henson Moore. 

STATEMENT OF W. HENSON MOORE, PRESmENT AND CHIEF 

EXECUTIVE OFFICER, AMERICAN FOREST AND PAPER 

ASSOCIATION 

Mr. Moore. Thank you, Mr. Chairman. 

1 am here today on behalf of the more than 200 member compa- 
nies of the American Forest and Paper Association, which is the 
national trade association of the forest products and paper indus- 
try. This industry has a vital stake in the outcome of the Singapore 
Ministerial from two points, one of tariffs, and one of the European 
eco-label. Time today gives me only time to talk a little bit about 
the tariff issue, but my statement deals with the eco-label issue as 
well. 

As my colleague representing United Paperworkers International 
Union will attest, this means a great deal to us in terms of being 
able to maintain high-paying manufacturing jobs in the United 
States. 

During the Uruguay round trade negotiations, the United States 
forest products industry originated the zero-for-zero concept. Re- 
grettably, the Uruguay round failed to achieve zero tariffs in 5 
years for either paper or wood products. The phaseout period for 
paper tariffs was extended to 10 years, and wood tariffs were re- 
duced by an average of only 28 percent. In accepting this result, 
the United States accepted a continued substantial tariff inequity 
which leaves our industry at a competitive disadvantage, and in 
some product segments, actually threatens our ability to survive. 

In the case of paper, for example, some European tariffs are still 
as high as 7 percent, while most paper products enter the United 
States duty free. This difference makes a real difference in our 
ability to compete. 

Using the protection of this tariff wall, European producers have 
been able to build new production capacity, some or most of which 
is targeted at export markets, some of which or most of which at 
the United States. 

The current tariff imbalance thus not only undermines our abil- 
ity to compete for exports, but also threatens our own domestic 
markets as well. 

For all of these reasons, our industry lent its support to the Uru- 
^ay round implementing legislation only after this Subcommittee 
included legislative authority and a mandate, accepted by this ad- 
ministration in its Statement of Administrative Action, to continue 
to press for the achievement of zero tariffs on both wood and paper 
products within 5 years as a matter of priority. 

The Singapore Ministerial is the time to deliver on that mandate. 
Canada, Japan, the European Union and the United States are dis- 
cussing a tariff package which could be agreed upon at Singapore. 
The EU reportedly has suggested a 2-year acceleration of Uruguay 
round commitments. The Government of Canada has proposed that 
the Uruguay round final rates be applied as of January 1, 1998. We 
have urged and do so again at this hearing that the U.S. Govern- 
ment to do one of two things — either put forth its own proposal for 



89 


a reduction in tariffs, officially on the record, or get behind the Ca- 
nadian proposal and back it, to immediately cause the taking down 
to zero of the tariffs on paper and to continue to work forward on 
doing something about wood products. 

Now, I would like to share the time, Mr. Chairmsin, with my col- 
league here from the United Paperworkers Union. 

[The prepared statement and attachment follow:] 
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STATEMENT OF 

W. HENSON MOORE, PRESIDENT AND CEO 
AMERICAN FOREST & PAPER ASSOCIATION 


Tliank you, Mr. Chairman. 

J am here today on behalf of the more than 200 member companies of the American 
Forest & Paper Association (AF&PA), the national trade association of the forest, pulp, paper, 
paperboard- and wood products industry. The vital national industry which AF&PA represents 
accounts for 8% of total U.S. manufacturing output. Employing approximately 1 .4 million 
people, the forest and paper industry ranks among the lop 10 manufacturing employers in 46 
states. 


This industry has a vital stake in the outcome of the Singapore Ministerial. Agreements 
on market access and environmental trade restrictions will have a direct impact on our ability to 
compete for future export sales and, as my colleague representing the United Paperworkers 
International Union will attest, on our ability to maintain high paying manufacturing jobs here in 
the U.S. as well. 

Market access 

During the Uruguay Round trade negotiations, the U.S. forest products industry 
originated the zero-for-zero concept. We did so because we are a globally competitive industry, 
confident of our ability to sell where markets are genuinely open—and also because regional trade 
arrangements and GSP preferences already give zero tariff access to our principal competitors in 
many important markets. 

Regrettably, the Uruguay Round failed to achieve zero tariffs in five years for either 
paper or wood products: the phase out period on paper tariffs was extended to ten years, and 
wood tariffs were reduced only by an average of 28%. 

In accepting this result, the U.S. accepted a continued substantial tariff inequity which 
leaves our industry at a competitive disadvantage and, in some product segments, actually 
threatens our ability to survive. 

In the case of paper, for example, some European tariffs are still as high as 7%, while 
most paper products enter the U.S. duty free. In a commodity market, this additional 7®/o cost 
burden can make it virtually impossible to compete. 

Using the protection of this tariff wall, European producers have been able to build new 
production capacity, some of it targeted at export markets. When European demand proves 
inadequate, the duty free U.S. market has proven an easy target for predatory pricing. 

The current tariff imbalance thus not only undermines our ability to compete for exports, 
but also threatens our own domestic markets as well. 

For all these reasons, our industry lent its support to the Uruguay Round implementing 
legislation only after this Committee included legislative authority and a mandate-accepted by 
the Administration in its Statement of Administrative Action— to continue to press for the 
achievement of zero tariffs on both wood and paper products within five years as a matter of 
priority. 

The Singapore Ministerial is the time to deliver on that mandate. 

Canada, Japan, the EU and the United States are discussing a tariff package which could 
be agreed at Singapore. The EU reportedly has suggested a two year acceleration of Uruguay 
Round commitments. The Government of Canada has proposed that Uruguay Round final rates 
be applied as of January 1 , 1 998. In making this proposal, the Government of Canada has 
specifically identified paper as a priority product for such treatment. 
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We have urged the US. Government to use its tariff authority to maximum benefit by 
supporting the Canadian proposal on paper and to continue to press for zero tariffs on wood 
products. 

This is a problem which only our government can solve. But the cost of failure will be 
borne by our workers and our shareholders. For paper products, we estimate it could mean 
$1 billion in additional U.S. exports each year between 1998 and 2000, rising to $ 2 billion 
annually after 2004. For wood products, the lost sales could range as high as $1 .2 billion each 
year. 


I would also like to point out that in the TransAtlantic Business Dialogue 
recommendations on trade liberalization, business representatives on both sides supported a 
targeted approach towards accelerated or increased tariff dismantling, including total elimination 
of duties in those industrial sectors which have expressly requested this. 

Environmental trade restrictions 

Also on the agenda at Singapore will be a report from the WTO Committee on Trade and 
Environment (CTE) regarding the compatibility of various environmental trade measures with 
the international trade regime. Among the issues to be highlighted are the proliferation of 
ecolabeling schemes and Multilateral Environmental Agreements (MEAs). 

Over the past three years, our industry has been the target of an EU ecolabeling effort 
which has been deficient in transparency and discriminatory in effect. We have had the support 
of the U.S. Government-including USTR, Commerce, State, and EPA. But notwithstanding 
Super 301 citations, a strong recommendation by the TransAtlantic Business Dialogue 
(attached), and even discussions at the Summit level, in July the EU proceeded to adopt ecolabel 
criteria for fine paper products which-based on the use of European standards-will clearly 
exclude most U.S. suppliers, without any demonstrated environmental benefit. 

The lesson from this experience is clear: available bilateral policy instruments for 
dealing with trade distorting effects of such programs must be bolstered by explicit disciplines in 
the WTO. In coalition with a broad group of U.S. industries representing sales in excess of 
$900 billion annually, we have asked USTR to seek Ministerial language which would tighten 
existing disciplines and incorporate concepts which have proven useful here in the U.S. in 
preventing fraudulent advertising and consumer deception. We have gotten generally positive 
responses from other WTO delegations, and we believe it is important that the U.S. demonstrate 
leadership on this issue. 

At the same time, however, the European Union is attempting to use the CTE report to 
win WTO endorsement of their approach, which is based on production processes and methods 
(PPMs). Acceptance of the European proposal would grant a license to similar attempts at green 
protectionism and stimulate a new generation of trade barriers under green cover. The U.S. must 
not allow this to happen. 

AF&PA also believes there is a need for the CTE report to clarify the limited 
circumstances under which trade measures can be used in Multilateral Environmental 
Agreements to achieve environmental objectives. 

Mr. Chairman, that concludes my statement. I would be pleased to expand on any of 
these issues during the question period. Thank you. 


Attachment 
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Forest and Papew Industries 


L DESCRIPTIONANDSCOPEOFTHElSSirC 

The issue ^up consists of n^resenutives of the forest and paper Industrie of Euro^ aiui the 
U S The group wili e?q}!ore areas of potential common iatereA vdiesre coiKerted a^on could Ie«l 
to expanded transatlantic trade. 

Ecolabeling 

The most immediate issue on which the Issue Group wishes to focus our governments' attention is 
the EU proposed program for ecolabeling of paper products. The European and U.S. forest and 
paper industhes arc aciiv^ committed to continuous improvement of environmental jfMsrfoni^n^, 
and support constructive, mai1cet>based approaches to product l^}^mg that provide O4stomers 
and consumers vdth transparent, understandable and credible informidon about products. 

In particular, the EU ecolabel scheme is opposed by European and U.S. industry on the grounds 
that it is discriminatory and a breach of fair competition aitd trade. The EU scheme, of which the 
initial objective was to label products, not processes, is not acceptable because: 

• It does not encourage companies to improve their environmental b^viour, 

• It does not pve adequate information and Ms to educate consumers; 

• It is elitist, does not reflect sound scientific research and, based on the criteria for both 
tissue and fine paper, reflects politicai eiq>ediency more than environmental science. 

• It raises trade barriers and restricts the free movement of goods, which could lead to a 
deterioration of transatlamic trade relatioos. 

The EU ecolabel scheme was included in the U.S. Tnde Representative's October 1995 report to 
Congress under the "Super 301" program as an area of continuing concern because the EU 
process for developing ecolabel criteria has been insufficiently transparent and Med to provide for 
adequate participation by non<£U interests. 

n. Joint Key PROPosAis 

Industry believes that the EU ecolabel scheme should be ecteuMy revised. It has little 
commercial or political support in Europe and strong opposition outside the EU, particularly in 
Bra 2 i], Canada, Australia, New Zealand, Mexico and Japan, as well as in the U.S. In recognition of 
this, it is proposed that there be: 

• Cessation offortherwork on paper criteria; 

• Review of the EU ecolabel regulaticm and elimmaticm of its tnbereni flaws; 

• Creation of a scheme which the industry can support, whid) wiH resuh in real 
environmental improvement, and which will provide consumers whb transparent, 
understandable and credible information about the products they buy. 


m. Achievements Expected by November 1996 

European and U S. industry seek to have EU action on ecolabeling requirements for all paper 
products suspended, pending completion of the review of the overall scheme and revisions to tl% 
program in a manner which insures non-disainunation, transparency and conssten^ with WTO 
disciplines. 

IV. Message to Governments on Business expectations 

Both sides of the Transatlantic Business Dialoj^e urge governments to address the need for 
clarification in the WTO regarding the application of TBT disciplines to ecolabelii^ scherms, 
spedficaily with regard to the issue of process and production methods (PPMs). €hir Industries 
believe that ecolabels were initially designed to labd products, not processes and pr^luction 
methods, and that PPM>bascd schemes, as applied, discriminate against foret^ suppliers. 
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Chairman Crane. Thank you, Henson. 

Mr. Romig. 

STATEMENT OF KEITH D. ROMIG, JR., ENVIRONMENTAL AND 

PUBLIC POLICY OFFICER, UNITED PAPERWORKERS 

INTERNATIONAL UNION 

Mr. Romig. Thank you, Mr. Chairman, Congressman Rangel, and 
also thanks to you, Henson. 

As I said, my name is Keith Romig, and I have been asked to 
testify on this issue by our president, Wayne Glenn. 

We represent about 250,000 people, the overwhelming majority 
of whom work in the primary pulp and paper industry. Their Jobs 
are directly affected by the terms under which the U.S. paper in- 
dustry must conduct its international trade. 

I am not coming before you to ask for any special protection for 
our jobs, but for simple trade equity on this issue between us and 
the European Union. The reason I am here with the American 
Forest and Paper Association is because, in spite of the fact that 
we sometimes have very emphatic disagreements with industry on 
a variety of issues, on this particular issue, we agree. 

The UPIU, United Paperworkers International Union, originally 
opposed the original Uruguay round because we were concerned 
that it contained terms unfavorable to American industry and 
American workers and that its implementation might become 
skewed against workers here in the United States. We want free 
trade to be fair trade. 

Under the current implementation of the Uruguay round, as Mr. 
Moore commented, the tariffs on U.S. paper being shipped to 
Europe are sometimes more than three times higher than the cor- 
responding tariffs on European paper shipped into the United 
States. In my written testimony is the assertion that this is costing 
between $1 and $2 billion annually in sales for the industry. To put 
that in human terms, $1 billion in sales translates to 9,000 or 
10,000 jobs, 9,000 or 10,000 families. It could be a whole commu- 
nity, maybe two or three communities. It is a lot of effect when 
these jobs are lost or not created. 

You have heard testimony that the Europeans are building new 
papermills and new paper machines to make use of the 8-year tar- 
iff advantage they are going to have if the situation is not cor- 
rected. They are creating jobs there to export paper here. This is 
not fair trade. 

We believe that we can compete on a level playingfield with any- 
one in the world. Furthermore, our members’ wages sustain dozens 
if not hundreds of small communities throughout the United 
States. Many of these communities would be absolutely devastated 
if their mills were forced to close. 

This is a highly competitive industry, and I also want to point 
out that this is an industry that for the most part has not moved 
substantial production offshore. We appreciate that, and I want to 
commend the Subcommittee. 

For these reasons, we join with the American Forest and Paper 
Association today in asking you to urge the U.S. Trade Representa- 
tive to push for EU acceptance of the Canadian proposal to zero out 
the tariff on paper and paper products on both sides of the Atlantic 
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in 1998, or to submit its own proposal to do so. Adoption of this 
proposal will right a wrong that has cost and could continue to cost 
our members and other workers thousands of well-paid family 
supporting jobs. 

Thank you very much. 

[The prepared statement follows:] 
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STATEMENT OF 
KEITH D. ROMIG, JR. 

ENVIRONMENTAL AND PUBLIC POLICY OFFICER 
UNITED PAPERWORKERS INTERNATIONAL UNION (UPIU) 

ON 

THE GOALS OF THE SINGAPORE MINISTERIAL MEETING 
BEFORE THE 

SUBCOMMITTEE ON TRADE 
COMMITTEE ON WAYS AND MEANS 
U.S. HOUSE OF REPRESENTATIVES 
WASHINGTON, D.C. 

SEPTEMBER 1 1, 1996 


Good afternoon, Mr. Chairman. My name is Keith Romig. I have been asked 
by Wayne Glerm, President of the United Paperworkers International Union (UPIU), to 
advise him on public policy issues, and when appropriate, to make the UPIU’s views known to 
Members of Congress and other policymakers. This is one such occasion. 

The UPIU represents about 250,000 meml^rs nationwide, approximately 150,000 of 
whom work in the primary pulp and paper industry. Their jobs are directly affected by the terms 
under which the U.S. paper industry must conduct its international trade. 

I come before you today, not to ask for special protection for our jobs, not to hide the 
U.S. pulp and paper industry behind new tariff walls, but to ask for simple trade equity between 
us and the European Union. I am here with the American Forest and Paper Association because 
on this issue we agree. 

The UPIU opposed the original Uruguay Round agreement because we were concerned 
that it contained terms unfavorable to American industry and American workers, and that its 
implementation might become skewed against U.S. workers. 

We want free trade to be fair trade. Under the current implementation of the Uruguay 
Round, tariffs on U.S. paper products shipped into the European Union are as much as three 
times higher than the tariffs on corresponding EU products shipped into the U.S., and will remain 
so until 2004. 

You have heard testimony that these differential tariffs are costing the U.S. industry over 
$1 billion in lost sales. Just for informatioris sake, $1 billion in lost sales translates to 
approximately 9,000 lost jobs. Lost sales also translate into investments not made and jobs not 
created. Since it costs as much as $ 1 billion to build a new pulp and paper mill, any loss of 
market share now could well be permanent. 

You have heard testimony that the Europeans are building new paper mills and new paper 
machines to make use of their 8-year tariff advantage. They are creating jobs there to export 
paper here. This is not fair trade. 

Our members are well able to compete on a level playing field with anyone in the world. 
Their wages sustain many communities throughout the United States, and many such 
communities would be devastated if their mill were to close. This is a highly competitive 
industry, which unlike many others, has not moved the bulk of its production off-shore. 

For these reasons, we join the American Forest and Paper Association in 
asking you to urge the U.S. Trade Representative to push for EU acceptance of the Canadian 
proposal to zero out the tariffs on paper and paper products on both sides of the Atlantic in 
1 998 . Adoption of the Canad ian proposal will right a wrong that has cost and could 
continue to cost our members thousands of well-paid family-supporting jobs. Thank 
you very much, and I’d be happy to take any questions. 
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Chairman Crane. Thank you, Mr. Romig. 

Mr. Gnrlin. 

STATEMENT OF JACQUES J. GORLIN, DIRECTOR, 
INTELLECTUAL PROPERTY COMMITTEE 

Mr. Gorlin. Mr. Chairman, Members of the Subcommittee, I ap- 
preciate your invitation to provide the views of the IPC, Intellec- 
tual Property Committee, on the Singapore Ministerial Meeting. 

A strong intellectual property statement at the Singapore Min- 
isterial Meeting is essential to the continued pursuit by the United 
States of effective intellectual property protection and enforcement 
abroad. To ensure concrete results on intellectual property in 
Singapore, the United States will have to quickly begin to include 
the proper and timely implementation of the Uruguay round agree- 
ments, especially the TRIPs, Trade-Related Aspects of Intellectual 
Property Rights, Agreement among its principal objectives for the 
Singapore Ministerial Meeting. 

Mr. Chairman, our pursuit of the proper and accelerated imple- 
mentation of the TRIPs Agreement may appear to the Subcommit- 
tee to be single-minded, and to a large extent, it is. Industry sup- 
port for the TRIPs negotiations was motivated by the expected 
commercial benefits from the improved intellectual property protec- 
tion that would result from the TRIPs Agreement. Until industry 
begins to realize those commercial benefits, many parts of the 
TRIPs Agreement remain promises. The value of a TRIPs Agree- 
ment is in its timely and proper implementation. 

The various proposals about loading up the WTO agenda with so- 
called new issues are not reassuring for those of us who are still 
concerned about the implementation of the Uruguay round agree- 
ments. We need a Singapore Ministerial that will make certain 
that the trade momentum in favor of strong worldwide intellectual 
property protection that we achieved over the last 10 years is not 
dissipated. Trade ministers in Singapore should commit their gov- 
ernments to the proper and timely implementation of the already 
completed Uruguay round agreements before agreeing to any new 
negotiating objectives for the trade agenda. 

Current U.S. policy on intellectual property calls not only for the 
acceleration of TRIPs implementation, but also for the implementa- 
tion of intellectual property standards of protection and enforce- 
ment that go beyond those contained in TRIPs. These objectives re- 
flect the concerns of U.S. industry about the substantive defi- 
ciencies and long transition periods of the TRIPs Agreement. They 
also recognize the emerging nature of technological developments 
and the need for intellectual property protection to keep pace with 
the blistering velocity of technological change in order to ensure 
the continued competitiveness of U.S. industry in the world mar- 
ketplace. 

The tripartite approach to gaining improved intellectual property 
protection abroad supported by the IPC has multilateral, bilateral 
and regional dimensions. Each of the three dimensions is aimed at 
particular countries and sets of intellectual property-related issues. 
Many of these issues go beyond TRIPs implementation. The issue 
before the Subcommittee today, TRIPs implementation in the con- 
text of the Singapore Ministerial Meeting, is thus but one consider- 
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ation in the ongoing drive of U.S. industry to gain improved world- 
wide intellectual property protection and enforcement. 

Mr. Chairman, the intellectual property-related objectives of the 
United States for Singapore should be: First, endorsement of the 
proper and accelerated implementation of the TRIPs Agreement. 
The IPC believes that the task of getting the ministers in Singa- 
pore to support TRIPs acceleration should be easier now that both 
the European Commission and the administration have signalled 
their support for TRIPs acceleration. Nevertheless, the IPC be- 
lieves that the United States will have to continue to play the lead- 
ing role in ensuring concrete results on intellectual property in 
Singapore. 

Second, endorsement of the timely review called for in the TRIPs 
Agreement of the current biotechnolop? exclusion, with a view to- 
ward its deletion. The mandated review, scheduled for 1999, was 
included in TRIPs at the insistence of those countries, like the 
United States, which supported the patentability of biotechno- 
logical inventions, with the express intent of gaining the removal 
of this carve-out for the TRIPs standards. 

Third, opposition to efforts underway within the WTO to weaken 
the TRIPs standards. A number of WTO members have already in- 
dicated that they will be looking to use Singapore to begin the roll- 
back of key TRIPs standards. The IPC is particularly troubled by 
the views that India and a number of other developing countries 
have put forward in the WTO’s Committees on Trade and Environ- 
ment (CTE). These views, presented ostensibly out of a legitimate 
concern for protection of the environment and biodiversity, are in 
reality nothing more than direct attacks on the standards con- 
tained in the TRIPs Agreement. 

It is interesting to note, Mr. Chairman, that, whenever India 
runs up against TRIPs standards that get in the way of its environ- 
mental or biodiversity goals, it suggests that they be weakened. 
Among the changes in TRIPs that India suggests are a shorter pat- 
ent term, widened exclusions from patentability, widened grounds 
for patent revocation, and a streamlining of what they call burden- 
some conditions limiting the issuance of compulsory licenses. The 
United States has so far effectively countered these TRIPs rollback 
arguments within the CTE. It is critical that there not be any slip- 
page in our defense of strong intellectual property protection and 
enforcement in Singapore. 

Finally, avoidance of any action in Singapore that could be inter- 
preted as supporting the extension of the application of a 5-year 
nullification and impairment moratorium to TRIPs. The 5-year 
moratorium can only be extended by unanimous vote of the WTO 
Ministerial Conference, and it should be permitted to die. The de- 
mise of the 5-year moratorium will plug a major loophole in the 
system of intellectual property protection envisaged under the 
TRIPs Agreement. 

Mr. Chairman, the disproportionate focus on new issues for the 
Singapore Ministerial would perpetuate the perception that the de- 
veloped countries are ambivMent about the proper and timely im- 
plementation of the Uruguay round agreements, especially the 
TRIPs Agreement. A strong ministerial statement in Singapore on 
intellectual property along the lines that the IPC has proposed 
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should correct this misperception and give a critical boost to U.S. 
efforts to gain effective intellectual property protection and enforce- 
ment worldwide. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF 

JACQUES J. GORUN, DIRECTOR 
INTELLECTUAL PROPERTY COMMITTEE 


I am Jacques J. Gorlin, Director of the Intellectual Properly Committee (IPC). I 
appreciate your invitation to provide the views of the IPC on the World Trade Organization 
(V\n'0) Singapore ministerial meeting. My testimony today will focus on the role that the 
Singapore ministerial will play in meeting the U.S. policy objectives of the proper and 
accelerated implementation of the TRIPS Agreement. 

The views of the IPC on the TRIPS Agreement and its implementation are known to (he 
Subcommittee. IPC representatives have appeared before this Subcommittee on numerous 
occasions over the course of the Uruguay Round negotiations and since the completion of the 
round. Most recently, in March of this year, Peter Richardson of Pfizer provided the IPC’s 
analysis of the current state of TRIPS Implementation and addressed the broader question of 
how to ensure that we continue to make gains in improving the worldwide protection of 
intellectual property. I do not want to repeat his testimony, but I believe that, before 
undertaking any discussion of the Singapore ministerial's role In meeting U.S. intellectual 
property objectives, it is important to briefly review the current state of play regarding TRIPS 
implementation. 

The IPC was formed in March. 1986--slx months before the Punta del Este ministerial 
meeting that launched the Uruguay Round-with the specific mission of mobilizing domestic and 
international support for the negotiation of an intellectual property agreement in the GATT. The 
current members of the IPC--General Electric, Hewlett-Packard, IBM, Johnson & Johnson, 
Merck, Microsoft, Pfizer, Procter & Gamble. Rockwell International, Texas Instruments and 
Time Warner-represent the broad spectrum of private sector U.S. intellectual property 
interests. In June, 1988. the IPC achieved a significant milestone when It reached a tripartite 
consensus with the Keidanren, representing Japanese industry, and UNICE, representing 
European industry, on how the GATT should deal with intellectual property in the Uruguay 
Round negotiations. The 100 page report defined in detail the minimum standards for ensuring 
fundamental protection for all categories of intellectual property and proposed procedures for 
enforcing that protection. The IPC continues to collaborate closely with our private sector 
counterparts abroad in support of our mutual objective of strong worldwide intellectual property 
protection. 

Senior management of the IPC member companies worked very closely with U.S. 
negotiators and the Congress-especially with members of this Subcommittee and their staffs- 
and with our private sector counterparts in Europe and Japan to develop a GATT agreement 
that would contain adequate and effective intellectual property protection. The IPC recognized 
the substantial progress that had been made in the negotiations and, as a result, supported the 
TRIPS Agreement and the intellectual property-related provisions of the Uruguay Round 
Agreements Act. 

The IPC’s long support for the negotiation of the TRIPS and NAFTA agreements and 
our continuing search for improved worldwide intellectual property protection stem from the 
inexorable link between intellectual property protection and American competitiveness and job 
growth. America's competitive edge rests ultimately on our creativity and resourcefulness-the 
unique ability of Americans to generate new Ideas and develop new ways of looking at the 
world. Our most internationally-competitive industries depend on intellectual property 
protection: for example, the computer software, motion picture, sound recording, 
pharmaceutical, chemical and electronic industries are among the largest and fastest growing 
segments of the U.S. economy. Employment in these industries grew at close to four times the 
rate of employment in the economy as a whole between 1983 and 1993. Furthermore, the 
foreign sales of these industries make major positive contributions to the U.S. balance of 
payments. 

In stressing the importance of the intellectual property-dependent industries to the U.S. 
economy, I underline the IPC's concern that policy makers in the United States and in our 
trading partners not fall into the trap of thinking that the negotiation of the TRIPS Agreement 
has by itself solved the intellectual properly problems that we are facing today. Should policy 
makers adopt this view, technology-exporting countries will be taking a major economic risk, 
because the resultant loss of intellectual property protection abroad will endanger the future 
commercial health of those industries that have had a demonsirated track record of making 
positive contributions to economic and commercial activity. 
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The translation of the TRIPS Agreement into improved intellectual property protection on 
the ground-TRIPS implementation-is the critical issue. Included in the concept of TRIPS 
implementation is not only the proper and timely implementation of the intellectual property 
standards currently found in the agreement but also the periodic upward adjustment of those 
standards to higher levels of intellectual property protection. The necessity of ensuring the 
strengthening of the TRIPS Agreement was foreseen in the agreement itself and is an integral 
element of TRIPS implementation Under the procedures outlined in Article 71.1, any new 
copyright-related standards, for example, that will be developed in the Berne Protocol and New 
Instrument currently under negotiation in WlPO would be folded into the TRIPS Agreement. 

In the context of the preparations for the Singapore ministerial meeting, TRIPS 
implementation falls between the cracks. It is neither part of the "built-in agenda,’ which 
consists of the commitments that already exist to begin new negotiations in agriculture, services 
and other areas before the turn of the century; nor is it among the ‘new’ issues of an expanded 
trade agenda. The various proposals about loading up the WTO negotiating agenda with so- 
called "new issues" are not reassuring for those of us who are stiil concerned about the 
implementation of the Uruguay Round agreements. These proposals reflect a common pitfall of 
trade negotiators, who are ready to move on to the negotiation of new issues even before the 
results of the previous negotiations are fully implemented. This is especially true for intellectual 
property where we face long and discriminatory transition periods and uneven national 
Implementation. We need a Singapore ministerial that will make certain that the trade 
momentum in favor of strong worldwide intellectual property protection that we achieved over 
the last ten years is not dissipated. Trade ministers in Singapore should commit their 
governments to the proper and timely implementation of the already-completed Uruguay Round 
agreements before agreeing to any new negotiating objectives for the trade agenda. 

Our pursuit of the proper and timely implementation of the TRIPS Agreement may 
appear to the Subcommittee to be single-minded. To a large extent, it is. While the successful 
negotiation of the TRIPS Agreement was a testament to the joint efforts of U.S. industry and 
government, industry's participation in that effort was motivated by the expected commercial 
benefits from the improved intellectual property protection that would result from the TRIPS 
Agreement. Until industry begins to realize those commercial benefits, some elements of the 
TRIPS Agreement remain promises. The value of the TRIPS Agreement is in its timely and 
proper implementation. 

Current Intellectual Property Situation 

As we indicated in our testimony of March 13th, the current intellectual property situation 
is very complicated Current U.S, policy on intellectual property, which is contained in the 
intellectual property objectives of the Uruguay Round Agreements Act that were crafted by this 
Subcommittee, calls not only for the acceleration of TRIPS implementation but also for the 
implementation of intellectual property standards of protection and enforcement that go beyond 
those contained in TRIPS, These objectives, which have come to be known respectively as 
"TRIPS implementation" and "TRIPS plus,’ reflect the concerns of U S. industry about the 
substantive deficiencies and long transition periods of the TRIPS Agreement. They also 
recognize the emerging nature of technological developments and the need for infellectual 
property protection to keep pace with the blistering velocity of technological change in order to 
ensure the continued competitiveness of U.S. industry in the world market place. The issue 
before this Subcommittee today-TRtPS implementation in the context of the Singapore 
ministerial meeting-is thus but one consideration in the ongoing drive of U.S. industry to gain 
improved worldwide intellectual properly protection and enforcement. 

In its March 13th testimony, the IPC suggested a tripartite approach to gaining improved 
intellectual property protection abroad. The approach had multilateral, bilateral and regional 
dimensions, each of which was aimed at particular countries and sets of intellectual property- 
related issues. Many of these issues went beyond TRIPS implementation. Given the focus of 
today's hearing on the Singapore ministerial, however, I will limit my analysis to how WTO 
procedures may be used to gain the proper and timely implementation of the TRIPS 
Agreement. 

WTO-Based Strategy for TRIPS Implementation 

In initiating TRIPS-related consultation and dispute settlement cases against Japan, 
Portugal, India and Pakistan, the Administration has already demonstrated its willingness to use 
the WTO procedures against countries that fail to conform their national laws and regulations to 
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their TRIPS obligations. The IPC commends the Administration for taking these actions. WTO- 
related activities to gain the proper and accelerated implementation of the TRIPS Agreement, 
however, go beyond the use of multilateral dispute settlement procedures. A fully integrated 
WTO strategy on Intellectual property should include the following four elements: 

• WTO Action Cases that involve the launch of consultation and dispute settlement cases 
under the TRIPS Agreement. Developed countries-such as Japan and Portugal-and a 
number of developing countries with violations of TRIPS articles that are not subject to 
any transition periods-such as India and Pakistan-would be subject to these action 
cases. Another group of countries-oveiiooked in the current debate over TRIPS 
implementation-would also be subject to these action cases. For example, the IPC 
believes that some of the former socialist countries in Central and Eastern Europe are 
not eligible for the Article 65.3 transition period and, therefore, come under WTO 
discipline. As opposed to the self-elected delay permitted developing countries under 
TRIPS Article 65.2, which does not provide any guidance or criteria for eligibility, the 
delay in TRIPS implementation for those countries covered by Article 65.3 is far from 
automatic. The five year delay only applies to a country that meets the following three 
criteria: 


• In the process of transformation from a centrally-planned into a market, free 
enterprise economy: 

• Undertaking structural reform of its intellectual property system; and 

• Facing special problems in the preparation and implementation of its intellectual 
property laws and regulations. 

A number of these countries-such as Poland-had enacted relatively good patent 
laws prior to the conclusion of the TRIPS Agreement and it is, therefore, highly 
questionable whether they are eligible for the five-year delay under Article 65.3. Their 
intellectual property protection and enforcement, however, fall short of TRIPS in some 
important respects and we, therefore, urge the Administration to pursue WTO action 
cases against these countries. 

• WTO Adherence for those newly industrializing countries (NICs) with TRIPS- 
inconsistent standards of protection and enforcement. Because of their advanced stage 
of economic development, NICs. such as Israel, Argentina and Singapore, should 
properly be subject to full TRIPS obligations without the additional transition periods 
permitted developing countries. WTO consultation and dispute settlement cases should 
be instituted against these countries, which, we can expect, will initially oppose our WTO 
complaint on the grounds that they are developing countries. 

• WTO TRIPS Acceleration for those countries that are not yet subject to the full WTO 
dispute settlement process. Nevertheless, full use of the WTO consultation procedures 
found or alluded to in TRIPS Articles 63. 67, 68 and 69 should be part of the menu of 
actions that should be considered vis-a-vis these countries. 

• WTO Accession for all countries that are current or future candidates for WTO 
membership that would be contingent on the immediate implementation of all TRIPS 
obligations and outstanding bilateral commitments to the United States at the time of 
accession without any excessive transition periods. This approach would also extend to 
the use of OECD accession for current or ftjture candidates for membership to that 
organization as a lever to gain the immediate implementation of, at a minimum, TRIPS 
obligations. 

Taken together, these four approaches form the basis of a coherent and broad strategy 
within the WTO to gain improved intellectual properly protection abroad through the proper and 
accelerated implementation of the TRIPS Agreement. To succeed, such a WTO-based 
strategy will require close international cooperation, especially between the United States and 
the European Union (E.U.). 

E.U. - U.S. Cooperation 

The close cooperation that was developed between U.S. and European industry during 
the TRIPS negotiations and that has continued into the implementation phase results from the 
shared perception of the benefits that industries on both sides of the Atlantic will gain from 
improved intellectual property protection and enforcement worldwide. Two developments that 
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ha«e taken place since the Subcommittee's last hearing reflect this cooperative spirit. The 
progress report of the Transatlantic Business Dialogue, which was released on May 23rd, 
contained specific proposals covering the wide range of intellectual property elements. With the 
release of the progress report, the two business communities provided their two governments 
with a substantive blueprint of what the governments must do in both the short and long terms 
to promote a higher level of intellectual property protection and enforcement abroad. 

A further impetus to improved Intellectual property protection was provided Just one 
week later when the European Commission and the U.S. Government sponsored the 
Transatlantic Workshop on Intellectual Property in Rome. The Rome workshop provided an 
unprecedented opportunity for representatives of U.S. and European industry to present their 
views directly to U.S. and European Commission officials on outstanding intellectual property 
issues of concern to industry on both sides of the Atlantic. Both governments welcomed the 
spirit of cooperation that generally permeated the meeting and indicated that they would be 
open to future industry approaches for similar meetings and other cooperative efforts. 
European Commission Vice President, Sir Leon Brillan, reacted to the workshop by pledging 
that the "Commission will work hand in hand with the United Stales to secure correct 
Implemenlatlon and effective enforcement by our trading partners' of the TRIPS Agreement. 

In its own way, the Commission has moved beyond "correct TRIPS implementation" 
and has given its support to "TRIPS acceleration." On October 23. 1995, Sir Leon Brittan, in a 
speech at the Trade Policy Seminar in Stockholm, raised the possibility that "developing 
countries, given adequate technical assistance, could beat the WTO deadlines for TRIPS." A 
recent ‘non-paper circulated at the request of the European Communities and their Members 
States on TRIPS and the preparations for the Singapore Ministerial Conference" outlined the 
EU’s position on TRIPS implementation: 

With regard to developing country Members, it would be desirable if more 
advanced such Members could consider to implement TRIPS in advance of the 
transitional period to which they are entitled; in any event developing country 
members should make the necessary preparations in order to have TRIPS- 
compatible legislation In place at the latest by the end of the transition period... 

With regard to new Members, the TRIPS provisions must be fully applied as of 
the date of accession 

These are reassuring statements by the European Commission. However, the United 
States will have to continue to play a leading role in ensuring concrete results on intellectual 
property in Singapore, To do so. the United States will have to quickly begin to include the 
proper and timely implementation of the Uruguay Round agreements, especially TRIPS, among 
its principal objectives for the Singapore ministerial meeting This will send a strong signal to 
both the Europeans and the rest of the WTO about U.S, intentions for Singapore with respect to 
intellectual property. 

The Intellectual Property Agenda in Singapore 

Among the positive U.S. objectives for Singapore should be, as I have already indicated, 
an endorsement by the trade ministers of the proper and accelerated implementation of the 
TRIPS Agreement. Failure to achieve this objective will not only have a profound adverse 
effect on the multilateral efforts of the United States currently underway in the WTO but will also 
call into question our regional and bilateral intellectual property efforts to gain improved 
intellectual property protection and enforcement. 

An additional U.S. abjective for Singapore should be the endorsement by the trade 
ministers of the timetable for improved intellectual property protection that is contained in the 
TRIPS Agreement itself. This is an integral part, as I have already discussed, of TRIPS 
implementation. The most relevant prospective provision is found in TRIPS Article 27.3{b), 
which calls for a review in 1999 of the exclusion of certain biotechnological inventions from 
patentability. The 1999 review was included in TRIPS at the insistence of those countries like 
the United States which supported the patentability of such inventions in order to ensure that 
the TRIPS exclusion would not become permanent. 

While the United States will hopefully come to Singapore with an intellectual property 
agenda that focuses on the attainment of positive intellectual property-related objectives, other 
countries have already signaled that they will be looking to use Singapore to advance their 
intellectual property agenda of rolling back the TRIPS Agreement. The Singapore outcome will 
be a litmus test of the future direction of Intellectual property protection and the credibility and 
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willingness of the developed countries to go to the mat for improved intellectual property 
protection worldwide. 

India and a number of other developing countries, however, have something else in 
mind for Singapore and have been using the WTO Committee on Trade and Environment 
(CTE) to pursue their agenda. In a series of non-papers, India has raised its concerns about 
the impact of the TRIPS standards on the ability of developing countries (/)to gain the transfer 
of environmentally sound technologies under multilateral environmental agreements and (//) to 
control their biological and genetic resources in order to ensure equitable sharing of any 
commercial benefits under the UN Convention on Biological Diversity. In another non-paper, 
Korea has suggested that the CTE recommend to the Singapore ministerial meeting that it 
recognize the need to clarify the relationship between the protection of intellectual property 
rights under TRIPS and the environmental objectives of the multilateral environmental 
agreements. 

These non-papers, presented ostensibly out of the legitimate concern for the protection 
of the environment and biodiversity, are in reality nothing more than direct challenges to the 
standards of intellectual property protection and enforcement contained in the TRIPS 
Agreement. Whenever India and Korea run up against a TRIPS standard that gets in the way 
of their environmental or biodivesity goals, they suggest the need to revisit the TRIPS 
standards. These suggestions include a shorter patent term, widened exclusions from 
patentability, widened grounds for patent revocation and a streamlining of the "burdensome" 
conditions limiting the issuance of compulsory licenses. The United States has so far 
effectively countered these TRIPS-roll back arguments within the CTE by demonstrating that 
the Indian and Korean environmental and biodiversity goals can be met without any relaxation 
of the TRIPS standards. It was a partnership among U.S industry, the Congress and the 
Administration that fought the battle In support of strong intellectual property protection at the 
UN Biodiversity Conference in Rio de Janeiro and continues to do so in the Conference of the 
Parties to the UN Convention on Biodiversity and the WTO CTE. It is critical that there not be 
any slippage in our defense of strong Intellectual property protection and enforcement in 
Singapore. 

Finally, the United States should ensure that the Singapore ministerial does not interfere 
with the “natural demise" of the five-year moratorium on the application of the “nullification and 
impairment" provisions to TRIPS. The five-year moratorium, which unfortunately was one of the 
three changes made in the TRIPS text in the final negotiations of 1993, temporarily removed a 
multilateral procedure available to all other Uruguay Round agreements, to redress violations of 
the “spirit"-in contrast to the 'letter"-of the TRIPS Agreement. The moratorium continues to 
have the potential of adversely affecting our ability to reap any early commercial benefits from 
TRIPS in the industrialized countries for the next three and a half years. TRIPS Article 64.3 
calls on the TRIPS Council to examine the nullification and impairment issue and submit its 
recommendations to the WTO Ministerial Conference. The moratorium, however, can only be 
extended by a unanimous vote of the WTO Ministerial Conference, 

Under a TRIPS regime that includes a nullification and impairment provision. WTO 
member countries must provide not only high standards of intellectual property protection and 
enforcement but must also provide for the full enjoyment of the expected commercial benefits. 
Some WTO members with current weak intellectual properly regimes will be tempted to limit the 
enjoyment of the commercial benefits as they assume their TRIPS obligations. The demise of 
the five year moratorium will plug a major loophole In the system of intellectual property 
protection envisaged under the TRIPS Agreement. 

Conclusion 

A strong intellectual property statement in Singapore is essential to the continued 
pursuit by the United States of strong intellectual property protection and enforcement abroad. 
To be effective, the statement should: 

• Endorse the proper and accelerated implementation of the TRIPS Agreement; 

• Endorse the timely review of the current biotechnology exclusion, as called for in the 
TRIPS Agreement, with a view toward its deletion; 

• Oppose any efforts underway within and outside the WTO to weaken the TRIPS 
standards; and 
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• Avoid any action that couid be interpreted as supporting the extension of the 
application of the five year nullification and impairment moratorium to TRIPS. 

The Singapore ministerial meeting will set the future WTO trade agenda. It would be 
unfortunate if the United States and the other Quad countries, out of a desire to appear forward 
looking, were to inadvertently pull the rug out from under the implementation of the Uruguay 
Round results we all worked so hard to achieve. 

The disproportionate focus on new issues for the Singapore ministerial would perpetuate 
a misperception that the developed countries are ambivalent about the proper and timely 
implementation of the Uruguay Round agreements, especially the TRIPS Agreement. A strong 
ministerial statement in Singapore on intellectual property along the lines that the IPC has 
proposed should correct this misperception and give a critical boost to U.S. efforts to gain 
effective intellectual property protection and enforcement worldwide. 
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Chairman Crane. Thank you, Mr. Gorlin. 

Mr. Smith. 

STATEMENT OF ERIC H. SMITH, PRESIDENT, INTERNATIONAL 
INTELLECTUAL PROPERTY ALLIANCE 

Mr. Smith. Thank you again, Mr. Chairman, for inviting IIPA, 
International Intellectual Property Alliance, to address the impor- 
tance of the WTO to the copyright industries, that is, the business 
and entertainment software industries, motion pictures, music and 
recordings, and publishing. 

On this overall topic, the views of Mr. Gorlin from the IPC and 
of the copyright industries making up the IIPA are identical, so I 
need not repeat the points made by him, points which also appear 
in our written testimony. However, I do wish to emphasize a few 
points on U.S. trade policy at Singapore and what is needed by our 
industries to increase trade and create new jobs. 

Inadequate copyright protection and enforcement represent the 
copyright industries’ — one of the largest and fastest growing sectors 
of the economy — number one trade barrier. These industries con- 
tinue to lose an estimated $18 to $20 billion annually to copyright 
piracy around the world. These industries have become increas- 
ingly globalized, with over half of their overall revenues and job 
^owth due to international trade. The fastest growth is occurring 
in countries which are not generally classified as developed. These 
developing countries account for 60 percent of our economy’s losses 
due to piracy. 

Already, the copyright industries and other IPR-based industries 
are growing faster than the economy as a whole, and in the case 
of the copyright industries, close to three times faster. As we move 
into the digital age, Mr. Chairman, the opportunities for growth 
will expand, but so will the piracy threat. If we are to remain com- 
petitive, if we are to move our economy into the 21st century, we 
must ensure that the climate for trade in copyright-based products 
is conducive to continued strong growth. 

The most effective way to do this is to undertake aggressive and 
immediate implementation of the most important multilateral 
agreement yet written for our industries — the TRIPs Agreement. 
Implementation at all levels, even of just the enforcement provi- 
sions of the text, by our trading partners, will make an enormous 
difference in the revenues generated and jobs created back home 
by our companies. 

Implementation just is not as sexy as focusing on new issues, but 
it is implementation that will bring the gains we need. For these 
reasons, implementation must be the highest priority of the U.S. 
Government at Singapore. We recommend that the United States 
should seek to ensure, first, that the TRIPs Council report to the 
trade ministers calls for full implementation, particularly of mem- 
bers’ enforcement obligations; that the trade ministers endorse the 
full and prompt implementation and acceleration of TRIPs obliga- 
tions and the accession of new members without transition, and 
last, that the TRIPs obligations are not weakened and that the 
“nullification and impairment” remedy moratorium is not extended 
beyond the year 2000. 
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We also ask that the Congress and the Subcommittee monitor 
these developments closely and ensure that USTR and other rel- 
evant agencies continue to assert U.S. leadership in securing full 
implementation and, Mr. Chairman, that they have adequate re- 
sources to do the job properly. 

To accomplish these objectives in Singapore, the United States 
must have allies. The EU has indicated publicly its support for 
strict and accelerated implementation. Our capable negotiators 
should take up that offer now. If the EU and the United States act 
together, the gains will be very significant. We and they have iden- 
tical interest in this important area of intellectual property protec- 
tion. 

Finally, Mr. Chairman, we fully support the effort to conclude an 
Information Technology Agreement with the broadest possible cov- 
erage for high-technology hardware, software and other products 
and to implement fully the GATS Services Agreement, and to begin 
now the process of achieving real progress in extending commit- 
ments in the area of audiovisual services and high-technology 
services. 

Thank you very much. 

[The prepared statement follows:] 
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Testimony 

of 

Eric H. Smith 
President 

International Intellectual Property Alliance 
Representing 

The International Intellectual Property Alliance 
Before 

The Subconnruttee on Trade 
of 

The Committee on Ways & Means 
United States House of Representatives 

September 11, 1996 


Mr. Chairman and distinguished Members of the Subcommittee; 

I am Eric H. Smith, President of the International Intellectual Property Alliance 
("IIPA"). We greatly appreciate the opportunity to once again present the views of the 
copyright-based industries on the critical subject of the World Trade Organization (WTO). 

We have had the honor of presenting our views to the Subcommittee on WTO-related 
topics on four previous occasions. Most recently, in March, 1996, we highlighted the 
importance of effective implementation of the TRIPS agreement (Trade-Related Aspects of 
Intellectual Property Rights) and the GATS (Services) agreement, and outlined strategies to 
accomplish this objective. The upcoming Singapore Ministerial offers an important 
opportunity to advance this crucial goal. 

The nPA is a coalition of eight trade associations that collectively represent the U S. 
copyright-based industries — the motion picture, music and recording, business and 
entertainment software and book publishing industries IlPA's member associations are: 

American Film Marketing Association (AFMA); 

Association of American Publishers (AAP); 

Business Software Alliance (BSA); 

Information Technology Industry Council (ITl); 

Interactive Digital Software Association (IDSA); 

Motion Picture Association of America (MPAA); 

National Music Publishers' Association (NMPA); and 
Recording Industry Association of America (RIAA). 
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The Singapore Ministerial will provide a critical opportunity to solidify and deepen 
one of die most signal achievements of the Uruguay Round that gave birth to the WTO: the 
TRIPS agreement. TRIPS is the first enforceable set of worldwide standards both for 
protection of intellectual property, and for practical judicial and admmistrative enforcement 
of those protections. For this country’s copyright-based industries, the absence of effective 
protection for copyrighted products represents our number one trade bamer, alone causing 
from $18-20 billion in losses to the U.S. economy and U.S. workers annually. At the same 
time, these industries have been growing at a rate which far exceeds that of the U.S. 
economy as a whole. And they have become increasingly globalized: more than half of their 
overall revenues (and job growth) is due to international trade in these creative products. In 
short, these industries represent the leading edge of the world's high technology, 
entertainment and publishing industries and are among the fastest growing and largest 
segments of our economy.' Out of all the sectors of the U.S. economy benefitting from the 
Uruguay Round, the sector that relies on copyri^t, patent, trademark and other types of 
intellectual property protection has toe most to gain from toe effective, immediate and full 
implementation of the WTO agreement, and the most to lose if implementation of a crucial 
part of that agreement- TRIPS - is slow, spotty or superficial. 

For a decade, a strong TRIPS agreement, in combination with an aggressive use of 
important bilateral trade tools like Special 301, has been at toe forefront of the trade policy 
agenda of toe U .S. copyright-based industries. As we have previously testified, toe pact that 
went into effect on January 1 of this year is not a perfect agreement, but it is a major 
milestone in the effort to raise world standards for toe protection and enforcement of 
intellectual property rights. The Singapore Ministerial offers toe first opportunity for the 
trading nations of toe world - at the trade minister level - to assess progress toward those 
goals in the first year of the TRIPS agreement, and to map out an agenda for aggressive 
implementation of TRIPS standards in the year ahead. 

To develop an effective approach to TRIPS implementation in Singapore, the U.S. 
must have a clear set of objectives and strategies. IIPA has joined with our colleagues in the 
IPC to urge that such an approach must contain four critical elements. We call them the “4 
A’s”: 


‘In a report released on February 16, 1995 entitled "Copyright Industries in the U.S. 

Economy: 1 977-1993" which was prepared for the IIPA by Economists Incorporated, we outlined 

the importance of these industries to the U.S. economy. For example, 

■ The core copyright industries accounted for $238.6 billion in value added to the U.S. 
economy, or approximately 3.74% of the U S. Gross Domestic Product (GDP) and the total 
copyright industries accounted for $362.5 billion in value added, or approximately 5 .69% of 
GDP (in real 1993 dollars) 

■ The core copyright industries enjoyed more than twice the growth rate of the economy as a 
whole between 1991 and 1993 (5.6% vs. 2.7%). 

■ Employment in the core copyright industries grew at close to four times the employment 
growth in the economy as a whole between 1988 and 1993 (2.6% vs. 0.7%). 

■ Between 1977 and 1993, employment in the core copyright industries doubled to 3 million 
workers, about 2.5% of total U.S. employment. Over 5.7 million workers were employed by 
the total copyright industries, about 4.8% of the U.S. work force, in 1993. 

■ The core copyright industries contributed at least an estimated $45,8 billion in foreign sales 
to the U.S. economy in 1993, approximately an 1 1 .7% gain over the $41.0 billion contributed 
in 1992. The copyright industries are second only to motor vehicles and automotive parts 
among U.S. industries in terms of estimated foreign sales and exports. 
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■ commencing WTO actions against non-complying countries by means of 
dispute settlement proceedings; 

■ insisting on immediate adherence to TRIPS obligations by the so-called 
“newly industrialized countries” (NlCs) and other countries that do not qualify 
for taking a transition period; 

■ pressing for acceleration of TRIPS implementation by developing countries 
that do qualify for transition periods, and 

■ insuring that, in negotiations for WTO accession by non- WTO members, new 
members arc required to fully implement TRIPS, without transition, by no 
later than the date of accession. 

Actions in the WTO: First, the U.S. must work within the WTO to enforce those TRIPS 
obligations which have already come into effect, in most cases on January 1, 1996. For 
developed countries, all the copyright law and enforcement obligations are now operative. 
For all other countries, the national treatment and MFN obligations of Articles 3 and 4 are 
in effect, even if transition periods apply for odter substantive and enforcement obligations. 

The task of assessing compliance with TRIPS by these countries will not be easy. 
Fortunately, the TRIPS Council — the institutional mechanism established within the WTO 
for TRIPS implementation ~ is already hard at work. Led by the U.S. government, the 
Council spent a week last July in detailed discussion of the compliance of the developed 
countries with their substantive copyright obligations in TRIPS. The Council has also 
established a calendar for formal review of other aspects of the TRIPS Agreement, including 
the crucial area of enforcement. Unfortunately, the TRIPS Council review of all elements 
of TRIPS will not be completed until well into 1997, which spotlights the importance of 
early U.S. govenunent engagement with countries that fail to comply with either their 
substantive or enforcement obligations. This engagement must be both bilateral and 
multilateral including bringing dispute settlement cases where warranted. 

In view of the crucial importance of using the dispute settlement and the Council 
process to leverage improvements in protection, we urge Congress to keep a watchful eye 
on these developments. We also ask you to ensure that USTR and other agencies involved 
have adequate resources to do the job properly. 

This first stage of TRIPS compliance will inevitably be controversial. Many 
developed countries, for example, have been members of the Berne Convention (which forms 
to basis of most of the substantive copyright obligations in TRIPS) for many decades; 
Western European countries have belonged to Berne for more than a century. A public, 
international discussion of their levels of compliance with their Berne obligations may strike 
some of them as uncomfortable or even inappropriate. But that is exactly why the TRIPS 
agreement was so essential. The high levels of protection guaranteed by Berne were almost 
totally unenforceable - until now. We must not flinch from a rigorous examination of 
compliance with Beme obligations, and with the other key "Beme-plus" elements of TRIPS 
(like full protection for sound recordings), and we must be prepared to confront those 
developed countries that have not yet shouldered the obligations that they became subject 
to almost a year ago. to that regard, we applaud USTR for its leadership in bringing Japan 
to dispute settlement because of its failure to meet its TRIPS obligation to protect pre- 
existing sound recordings, and urge them to see this case through to a successful conclusion. 
By the same token, the U.S. caimot turn a blind eye to the fact that some of our other major 
trading partners have not yet fulfilled their TRIPS obligations, especially in the field of 
enforcement. At the Singapore Ministerial, the U.S. must send the message that these 
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shortcomings cannot be tolerated, md that a failure to correct them will compel us to bring 
other developed countries into the dispute settlement process. 

Adherence to TRIPS Obligations by All Developed Countries: The second major 
area of the U.S. TRIPS agenda involves countries which are shirking their responsibilities 
to take on TRIPS obligations immediately by relying on transitional provisions to which they 
are not entitled. A handful of countries, including Korea, Israel, Singapore, B^ain and 
UAE qualify, by any objective measure, as developed countries, and yet are grasping at the 
fig-leaf of developing country status in order to excuse their non-compliance with TRIPS 
obligations. Several of these countries refused even to participate in the question and answer 
process at the TRIPS Council on the grounds that WTO had no jurisdiction to inquire into 
their fulfillment of die substantive and enforcement obligations of TRIPS until the year 2000. 
While we recognize that the WTO permits member countries to “self-designate” &eir status 
with regard to the main transitional provisions of TRIPS, these decisions are subject to 
dispute settlement and abuse of this right should not be tolerated or suffered in silence. At 
Singapore, the U.S. must make it clear that it expects these countries to do the right thing by 
their trading partners, and that if they do not, the U.S. is prepared to invoke the dispute 
settlement process, in an appropriate case, to compel them to do so. Also at Singapore, the 
U.S. should join with other developed countries to make the case to all countries that TRIPS 
levels of intellectual property protection and enforcement will benefit their local economies, 
and particularly their local copyright-based creators — publishers, record companies, 
songwriters, performers, software developers and film, video and TV producers along with 
their upstream and downstream supporting entities — as much as, if not more than, it will 
benefit foreigners. 

Acceleration of TRIPS obligations: The third major objective of U.S. policy on 
TRIPS implementation involves the bona fide developing countries within the WTO 
membership. The U.S. policy is already clearly stated in the Uruguay Round Agreements 
Act (URAA): we should work to accelerate the full compliance of developing countries with 
TRIPS, in advance of the January 1, 2000 deadline. The U.S. has already shown that it is 
prepared to roll up its sleeves and help these countries , through technical assistance and loan 
of experts, to achieve this acceleration. (Indeed, this will be the main topic at the TRIPS 
Council meeting later this month.) For our part, the copyright industries are already fully 
engaged in helping to draft and critique laws and regulations to bring them into compliance 
with TRIPS, and in training police, prosecutors, judges and other officials to enforce those 
laws. 


The importance of this policy objective — endorsed by the Congress in the URAA -- 
must not be underestimated. IIPA estimates that 60% of the losses suffered by the U.S. 
economy due to copyright piracy occur outside the “developed” world. It is here that 
markets for copyrighted materials are developing the fastest. While the full WTO 
membership, owning to political consideration, ultimately allowed certain countries to 
choose to delay the implementation of TRIPS obligations, the U.S. should not permit that 
privilege to be abused by permitting open and wholesale theft of U.S. products embodying 
intellectual property. Developed countries should seek to persuade these countries that it is 
not in their interest to condone such theft as a matter of their own domestic economic 
development. In addition, the U.S. should make use of all “carrots and sticks” at our disposal 
to back this up. In this regard, we applaud the leadership exercised by this Committee to 
obtain approval of the GSP renewal legislation. Unilateral trade benefits extended to 
countries provide leverage to ensure that they do not unreasonably close their markets to U.S. 
trade, through piracy or otherwise. 

WTO Accession: The final policy objective concerns accession by countries that are 
not yet members of WTO. These include major trading nations Idee China, Russia and 
Taiwan and other important countries like Saudi Arabia where piracy remains high. For the 
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success of WTO and the world trading system, wc must strive to bring these nations into the 
organization as expeditiously as possible. But we must also make the price of admission 
perfectly clear. With regard to intellectual property rights, that admission price must include 
full compliance with all TRIPS obligations upon the date of accession without transition. 
None of these countries should be under any illusions that it can enter the WTO without 
being in a position to shoulder all its responsibilities for the protection of intellectual 
property rights. 

Fortunately, the U.S. government has taken this position so far in its accession 
negotiations. But there will be strong counter pressures to compromise, particularly with 
countries like Russia, China and Saudi Arabia. Make no mistake: these countries do not 
need a transition period. They san meet TRIPS standards before they accede, and they 
should do so. The U.S. policy should be clear and unequivocal. We urge Congress and this 
subcommittee to insist that this remain firm U.S. policy. 

The U.S. position on TRIPS at die Singapore Ministerial must be based on these four 
interrelated policy elements. The U.S. should first make a maximum effort to ensure that the 
report of the TRIPS Council calls for full implementation of all substantive copyright 
obligations discussed at the July TRIPS Council meeting. It should then work vigorously for 
endorsement by the trade ministers of a declaration on prompt and full implementation and 
acceleration of TRIPS obligations. Ministers should be asked to endorse the U.S. position 
on accession by non- WTO members, a position which Leon Brittan of the EU has said 
publicly that he agrees with. This declaration should emphasize that the enforcement 
obligations in the text are critical elements of WTO member compliance. 

These broad overall policy objectives, though not in precisely the same terms, have 
been endorsed by the intellectual property-based industries in both the U.S. and Europe in 
the recent (May 1996) interim report of the Transatlantic Business Dialogue (TABD). The 
U.S. and EU industries have gotten together on a common set of recommendations to their 
governments in this area because they recognize how important it is for the world’s two 
largest trading blocs to work together to halt the scourge of piracy worldwide. The TABD 
report deals not just with TRIPS implementation, but also with further improvements in 
intellectual property protection designed to take us into the 21st century. 

We hope that through the impetus of joint private sector actions, such as the TABD 
process, we can convince the European Union to join with our own government to cooperate 
in Singapore and in other fora on this critical implementation process. This effort got off to 
a good start last May when the European Commission and the U.S. government jointly 
sponsored the “Transatlantic Workshop” on “Intellectual Property Rights in the Framework 
of the Joint EU - U.S. Action Plan” in Rome. While it is too early to tell what cooperative 
actions might be taken by the two governments, both the EU and the U.S. have virtually 
identical interests in seeing prompt TRIPS implementation. If the two blocs were to get 
together, both rhetorically and in terms of cooperating in dispute settlement, the possibilities 
for major economic gains are enormous. In the time remaining before Singapore, effort 
should be made to ensure that this cooperation is further cemented and a common TRIPS 
agenda for Singapore crafted. 

Other TRIPS related issues, including threats to weaken the non-copyright standards, 
will be mentioned by my IPC colleague. One of these - the five year moratorium on the 
traditional “nullification and impairment” remedy — is, however, worth stressing. This 
moratorium will expire in the year 2000 unless extended. While we know of no overt 
attempt as yet to extend the moratorium, if raised in Singapore, the U.S. should strongly 
oppose. This remedy permits WTO members to attack violations of the “spirit” of the text, 
as opposed to its legal “letter,” to go after the denial of commercial benefits which were part 
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of the bargain made in the negotiations but which may not violate a specific provision of the 
text. 


Finally, beyond TRIPS, let me briefly mention two oflter areas which have significant 
implications for many of the copyright industries: 

First, concluding the Information Technology Agreement (ITA) must be a key item 
taken up at the Ministerial, The U S. should push for an agreement that puts on the glide 
path to zero the tariff rates on the broadest possible range of computer hardware, software 
and other copyrighted products in digital format. 

Secon4 the U S. should push for implementation of the GATS (Services) agreement. 
The computer services and software industries were able to obtain commitments from many 
countries in this area and their implementation must be ensured. The filmed entertainment 
industry, however, received commitments from only 14 countries and effort must be made, 
through immediate preparation for the new round of market access negotiations envisioned 
in GATS to begin in the year 2000, to extend coverage for this critical U S, industry. This 
effort should focus on obtaining significant commitments in audiovisual services and other 
services affected by rapidly changes in technology and the convergence among all the 
information and entertainment industries. 

Mr. Chairman, your subcommittee will be hearing a lot today about the new directions 
for WTO that must be set in Singapore. There are many important areas which must be 
brought under WTO disciplines if the full potential of broader world trade is to be realized 
Yet the U S. should take care not to focus only on the inclusion of new agenda items in the 
WTO process (or for that matter only on “built-in” agenda items) whether in Singapore or 
otherwise. Negotiation resources are limited. It will take considerable effort to ensure that 
existing obligations — like TRIPS - are implemented promptly and effectively. We do not 
ask that these areas be ignored, only that a balance be achieved, 

TRIPS has set a floor, a lowest common denominator of I PR protection which all 
trading nations must meet. That is a huge accomplishment, but it is not enough. The floor 
must be raised as new technology spawns not only new forms of production and distribution 
of copyrighted works, but also new and virulent forms of copyright piracy But as WTO 
members discuss ambitious plans for new negotiations in new areas, the U.S. must ensure 
that the implementation of existing agreements is given full time and attention. Prime among 
these is TRIPS. The US must go to Singapore determined to translate the promise of this 
central achievement of the Uruguay Round into reality. This challenge should be at the top 
of our country's agenda for Singapore. 
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Chairman Crane. Thank you, Mr. Smith. 

Chairman Crane. Henson, I have a question for you and Mr. 
Romig. Do you believe that the administration’s response to the EU 
eco-labeling scheme has been sufficient, and if not, what would you 
change? 

Mr. Moore. Mr. Chairman, the government has been working 
with us very strongly, including USTR, Commerce, State and EPA. 
The U.S. Government has even issued a super-301 citation. There 
has even been discussion of it at the summit level. But in spite of 
all of this, the EU in July decided to adopt eco-label criteria that 
essentially favor European products against those produced in this 
country without any increased protection for the environment. 

I think our government is doing just about everything it knows 
how to do. It needs to move to this level at Singapore. That is the 
next thing it needs to do, and whether they will or not, we do not 
know. 

So that, Mr. Chairman, if I had to ask our government to do any- 
thing further, it would be to take this up at Singapore and to be 
sure, as you will hear a subsequent panel discuss today, that we 
see to it that we seek ministerial language which would tighten ex- 
isting disciplines and incorporate concepts which have proven use- 
ful here in the United States in preventing fraudulent advertising 
and consumer deception. Our FTC guidelines which we follow in 
the United States on eco-labeling ought to be the kind of thing we 
have internationally, and that is not what the Europeans have 
come up with. 

Chairman Crane. Do you have anything to add to that, Mr. 
Romig? 

Mr. Romig. Just simply the general principle that eco-labeling 
and other devices should not be used as fronts for restraining trade 
or favoring European products over American products. 

Chairman Crane. Thank you. 

Mr. Rangel. 

Mr. Rangel. To the gentlemen who are as concerned as I am 
with the outrageous violation of our intellectual property rights, 
what remedies do you suggest except our protesting what they do? 

Mr. Gorlin. I think that there are different remedies that we 
can prescribe. First, if the offending country is a developed country, 
then it is already under the discipline of the WTO TRIPs Agree- 
ment. We should continue to do what the administration has al- 
ready done in a number of cases, and we commend them for it, 
which is to bring dispute settlement cases against these developed 
countries. Countries that call themselves developing countries are 
at this point, immune from WTO, and we believe that the U.S. 
should be using all the regional and bilateral pressure that it can 
exert to get these countries to improve their intellectual property 
protection, including the use of section 301. 

Mr. Rangel. Are you satisfied with the agreements that were 
reached with China? 

Mr. Smith. The China agreement covers principally copyright 
and trademark, so I will answer that. Yes, we are. Obviously, it is 
going to take some additional time before the Chinese are in a posi- 
tion to fully implement the agreement, and that is something for 
which we have pressed very hard, along with USTR. 
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The agreement that was entered into in June — the report that 
was issued we were very supportive of. It did not answer all the 
issues by any means, but the Chinese appear to be moving forward 
slowly, and if we keep the pressure on them, I think we will see 
that market open up in the next year or so. 

Mr. Rangel. Mr. Smith, could you be a little more specific in 
terms of sanctions or reactions that we could have with those coun- 
tries, developing or developed, that constantly ignore our warnings 
not to violate the intellectual property rights? 

Mr. Smith. We have a powerful set of tools available. Taking a 
country that is now a member of the TRIPs text, or bound by the 
TRIPs text, to dispute settlement is a very powerftil tool, and it has 
already worked in a number of cases to back down countries that 
have insisted on doing things that are not in compliance with the 
agreement, and USTR has done that. 

There are other bilateral tools, as Mr. Gorlin has said — there is 
special 301, there is withdrawing unilateral trade benefits — that 
we can and should use aggressively to keep those markets open to 
these critical products. 

Mr. Gorlin. I think there is one other leverage that we have. 
There are many countries, such as China that are not yet members 
of the World Trade Organization, and that are applying for acces- 
sion. Also, a number of countries are applying to the OECD. I think 
we should make accession to these international organizations con- 
tingent on, at a minimum, their immediate implementation of 
TRIPs. The TRIPs standards include standards not only of protec- 
tion but also of enforcement and we must work with them to en- 
force the intellectual property standards as well. So, I think we 
have very good leverage against a good number of countries who 
are interested in joining these international organizations. 

Mr. Rangel. Well, it has been my experience that when we talk 
about doing those, we are led to believe that the adverse economic 
effects of retaliations are far more severe than our losses. 

Mr. Gorlin. That is a question we always ponder, the question 
of the credibility of our threats. On the other hand, we must work 
with these countries to help them improve their intellectual prop- 
erty protection, wherever we do have leverage against their coun- 
tries, we should use it. I already indicated that we have leverage 
against countries that want to join the WTO. The annual special 
301 review and announcement provide additional leverage as many 
countries come to the table, with improved intellectual property 
protection and enforcement in anticipation of the announcement. 

Mr. Rangel. Are you satisfied that your country is sufficiently 
aware of this problem and maintains it as a priority? 

Mr. Gorlin. I am sorry — this country? 

Mr. Rangel. Yes. 

Mr. Gorlin. Yes. We seek to inform the country 

Mr. Rangel. But are you satisfied with our position as relates 
to this very important subject? 

Mr. Gorlin. I think more can be done, especially in terms of the 
signals that we as a country send to offending countries. I believe 
that one of the counterproductive signals that we are currently 
sending on the questioned implementation of the TRIPs Agreement 
is that we have not included TRIPs implementation on a key U.S. 
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issue or objective for Singapore. While we are already looking at 
the next generation of issues, and we have failed to focus on the 
proper accelerated and timely implementation of the TRIPs 
Agreement. 

Mr. Rangel. Thank you. 

Thank you, Mr. Chairman. 

Chairman Crane. I want to thank all of you for your anticipation 
and remind you to please communicate on a continuing basis with 
us. We need your input and appreciate your endurance. 

With that, I would like to call up our next panel, made up of rep- 
resentatives in the textile and agriculture industries, Julia Hughes 
is chairman of the board of the U.S. Association of Importers of 
Textiles and Apparel, Carlos Moore is executive vice president of 
the American Textile Manufacturers Institute, Richard Krajeck is 
vice president of the U.S. Feed Grains Council, and Dalton Yancey 
is executive vice president of the Florida Sugar Cane League and 
Washington representative of the Rio Grande Valley Sugar 
Growers, Inc. 

Since it is appropriate for ladies to go first, Ms. Hughes, you are 
first to make your presentation. 

STATEMENT OF JULIA K. HUGHES, CHAIRMAN, U.S. 

ASSOCIATION OF IMPORTERS OF TEXTILES AND APPAREL 

Ms. Hughes. Thank you very much, Mr. Chairman. 

We appreciate the opportunity to share the views of the USAJTA, 
U.S. Association of Importers of Textiles and Apparel. As you 
know, our association represents more than 165 members involved 
in the textile and apparel business. Member companies account for 
over $44 billion in U.S. sales annually and employ more than one 
million American workers. 

These are good jobs in production, design, freight forwarding, dis- 
tribution, sales, and other services. Our ability to respond appro- 
priately to consumer demand and thereby maintain and increase 
our competitiveness in the world market is very much dependent 
upon U.S. textile and apparel trade policy. 

The importance of textile and apparel trade both to importing in- 
dustrialized countries like the United States and to the exporting 
countries is unquestionable. So, of course there is no question that 
trade in textile and apparel should have a place on the agenda at 
the Singapore Ministerial. 

The Ministerial is an important opportunity for an assessment of 
what has been achieved to date as well as what must be done to 
ensure full implementation of the letter and spirit of the obliga- 
tions of the Uruguay round a^eements. 

One basic issue for the Ministerial is to compel greater trans- 
parency regarding the decisions that affect the textile sector. 
Transparency in the WTO has been a priority for the administra- 
tion and for the Congress, as well it should be, but it has not yet 
been applied to textile issues. By transparency, we are referring 
not only to open meetings but, more importantly, to the public issu- 
ance of written decisions and recommendations that articulate the 
factors and rules considered and the reasons for the findings and 
recommendations. 



116 


We want to make it very clear at this hearing that USAITA does 
not advocate reopening the agreement on textiles and clothing, nor 
do we believe that the exporting nations whose manufacturers sup- 
ply many of our members advocate reopening the agreement. Rath- 
er, what we hope to see accomplished is an honest and straight- 
forward assessment of the implementation of the ATC. We hope 
that the Ministerial will provide an opportunity for all trading 
partners to reaffirm their commitment to the 10-year transition. 

However, our members are concerned that the legitimate desire 
for greater market access is being misused to criticize the textile- 
exporting nations. The United States implementation of the agree- 
ment highlights the hypocrisy of complaints that the developing 
countries have not yet opened their markets. 

USAITA supports the elimination of barriers to trade and be- 
lieves the Ministerial will be an important forum for ensuring that 
sufficient steps are taken to open the global marketplace. The Min- 
isterial clearly should press members to meet their market access 
commitments, but this is a two-way street. No country, including 
the United States, has done any more than the minimum required 
by the WTO in the area of textiles. Unless the United States is 
ready to show leadership and a commitment to progressive liberal- 
ization, no other country will act differently. We want to guard 
against the temptation to postpone market opening until the end 
of the 10-year transition. 

Textile liberalization is a litmus test for all industrialized coun- 
tries. If the United States and the European Union and Canada 
show that we are ready to face down long-term protectionism, then 
we will have the moral high ground to press other countries to ac- 
celerate access to their markets in areas such as information tech- 
nology and intellectual property rights. 

We want to mention just a few of the shortcomings that we see 
in the U.S. implementation of the agreement. First, the integration 
plans put forward by the importing nations are a disappointment. 
Technically, the schedules meet the standards set forward in the 
ATC, but as a practical matter, not one product subject to a quota 
was integrated during the first stage, and fully 93 percent of the 
trade in textiles and apparel will remain restricted for the first 7 
years of the 10-year transition. 

Second, our members are concerned that at a time when the 
number of quotas is supposed to be declining because we are mov- 
ing toward the elimination of the program, new quotas are sought. 
Under the terms of the ATC, new quotas should be initiated as 
sparingly as possible. However, since it went into effect 20 months 
ago, 30 quotas have been sought by the United States. And I beg 
to differ with Ambassador Barshefsky, but only six of those quotas 
are repeats of quotas with unfinished negotiations from 1994. 

Our third concern is about the functioning of the Textiles 
Monitoring Body. It has not worked well to date, in part Because 
it has not been able to reach consensus and in part Because there 
is no transparency in terms of release of information from their 
decisions. 

One last point is a concern about the misuse of rules of origin 
for protectionist purposes. There can be no question that the recent 
textile origin rule changes by the United States disrupted trade 
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under the agreement. Businesses are still trying to adapt, and de- 
spite a WTO legal obligation for any country initiating a change in 
the rules to hold negotiations, the United States has not granted 
compensation to affected countries, not even Europe. 

TWs disruption of the trade is a concern because other countries 
look to the United States for leadership. We do not want our trad- 
ing partners to take similar actions using rules of origin as a bar- 
rier against U.S. exports. At the very least, we hope the Ministerial 
will include a reiteration of the importance of avoiding disruption 
of trade through rules of origin and the need to make no new 
changes until the WTO and the WCO have finished their work pro- 
gram for international harmonization. 

Again, we thank you for the opportunity to share our views 
today. We believe this is an important issue for the agenda and 
would be pleased to answer any questions. 

[The prepared statement follows;] 
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TESTIMONY OF JUUA K. HUGHES 
CHAIRMAN, 

U.S. ASSOCIATION OF IMPORTERS OF TEXTILES AND APPAREL 


Good morning. The U.S. Association of Importers of Textiles and Apparel, USA- 
ITA, appreciates this opportunity to express its views on the agenda for the Singapore 
Ministetial meeting on the World Trade Association. I am Julia K. Hughes, chairman 
of the Association. 

USA-ITA is an eight-year old association with more than 165 members involved 
in the textile and apparel business. USA-ITA members source textile and apparel 
products both domestically and overseas. Our members include manufacturers, 
distributors, retailers, and related service providers, such as shipping lines and customs 
brokers. USA-ITA member companies account for over $44 billion in U.S. sales 
annually and employ more than one million American workers. These are good jobs — 
in production, design, freight forwarding, distribution, sales and other services — well 
paying, skilled jobs that Americans want to have. Our ability to respond appropriately 
to consumer demand, and thereby maintain and increase competitiveness in the world 
marketplace, and expand the number of good jobs in the United States, is very much 
dependent upon U.S. textile and apparel trade policy. 

The importance of textile and apparel trade, both to importing, industrialized 
countries like the United States, and to exporting, developing countries is unquestionable. 
There also can be no question that trade in textiles and apparel must have a place on the 
agenda of the Singapore Ministerial. The only issue is what aspects of textiles and 
apparel trade should be included. 

From the perspective of USA-ITA, clearly there is much to be considered by the 
members of the WTO. The Singapore Ministerial is an important opportunity for 
assessment of what has been achieved to date, what multilateral commitments have been 
met, and what can and should be done to ensure full implementation of the letter and 
spirit of the obligations undertaken as part of the Uruguay Round Agreements. 

USA-ITA does not advocate re-opening the Agreement on Textiles and Clothing, 
the ATC, as part of the Singapore Ministerial. Nor do we believe that the exporting 
nations whose manufacturers supply many of our members advocate re-opening the ATC. 
Rather, what we want to see accomplished as part of the Singapore Ministerial is an 
honest and straight forward assessment of the implementaUon of the ATC in the almost 
two years since the ATC went into effect, an assessment that notes and takes into account 
both the shortfalls and accomplishments. We hope that the Ministerial will provide an 
opportunity for all trading partners to reaffirm their commitment to take appropriate and 
corrective actions to ensure that the ten-year transition is beneficial to all parties and that 
the ultimate objectives of the Agreement can and will be met within that time frame. 

Specifically, USA-ITA sees the following short-comings in the implementation of 
the ATC; 


Integration 

First, the integration plans put forward by the importing nations leave much to be 
desired. Within the context of the ATC, integration means moving products from rules 
that permit unilateral safeguard actions to restrict trade on fairly traded goods, without 
requiring compensation to the restricted party, to normal GATT rules, which require 
compensation in those instances when a safeguard, or trade restriction, is imposed on 
fairly traded goods. Under the ATC, all textile and apparel products are supposed to be 
gradually integrated into normal GATT rules through a three stage process. 
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While technically it can be asserted that the schedule put forward by the United 
States for moving textile and apparel producu out of the quou program and into normal 
GATT rules meets the minimum standards set forth in the ATC, as a practical matter, 
that schedule is a considerable disappointment." So, too, for that matter, arc the initial 
schedules put forwaid by the European Union and Canada. However, only the United 
States has announced its schedule for alt three stages over the full 10 year transition 
period: both the EU and Canada have deferred consideration of the second and third 
stages of integration until closer to the date of implementation of those stages. 

Under the first stage of integration, which went into effect on January 1 , 1995, not 
one product subject to a quota under the Multifiber Arrangement has been integrated into 
normal GATT rules. The U.S. was able to avoid integrating any quota products because 
the ATC expanded the scope of products subject to its terms. Tlius, the first stage of 
integration, which ostensibly accounted for 16 percent of the trade covered by the ATC, 
included only products that had been outside the quota program and were never likely to 
have been considered sensitive or vulnerable to the imposition of quotas. The U.S. 
scheduled integration for stage two, which begins on January 1, 1998, which will cover 
another 17 percent of the trade within the scope of the ATC, will include only 6.8 percent 
of the products that have been subject to quotas under the MFA and have continued to 
be subject to quotas under the ATC. That means that during the first seven years of this 
10 year transition, fully 93 percent of the trade in textiles and apparel will remain 
restricted. 

In all, based upon the integration schedule for the U.S., which is now set in stone 
and cannot be altered except by an act of Congress, only 1 1 percent of the apparel subject 
to quotas on December 31, 1994 will be removed from the quota program before the end 
of the 10 year integration period. Fully 89 percent of the quotas on clothing will remain 
in place until January 1, 2005. 

Clearly, this is not a gradual or progressive schedule. It is a schedule that appears 
intended to avoid the spirit of liberalization envisioned by the drafters of the ATC, and 
that could well undermine the ultimate success of the ATC. Thus, it is appropriate for 
the Singapore Ministerial to look closely and critically at this process, to consider what 
could be done to improve the integration process to ensure its faithful implementation, 
and to reiterate and reinforce the fact that the ultimate objective is an end to differentiated 
and discriminatory treatment of textile and apparel products at the completion of the 10 
year transition program. 

Abuse of the Transitional Safeguard Mechanism 

Second, USA-ITA is concerned that at a time when the number of quotas is 
supposed to be declining because we are moving toward elimination of the textile restraint 
program, new quotas are being sought. Under the terms of the ATC, safeguard actions 
are supposed to be initiated 'as sparingly as possible.* Instead, in the United States at 
least, calls for consultations to establish quotas under the ATC have continued on a 
'business as usual* basis. In some ways, it seems as though the U.S. Government 
believes the MFA still lives. In the 20 months since the ATC went into effect, the U.S. 
has sought to establish 30 new quotas, of which 25 were aimed at the trade of WTO 


" USA-ITA notes that the United States chose to maintain all specific limits, or quotas, 
in place on Derxmber 31, 1994 when the Uruguay Round Agreements went into effect 
on January 1, 1995. Thus, some 1,000 quotas are in place today. In addition, as is 
discussed elsewhere in this testimony, the United States has sought to establish 30 more 
quotas since the ATC was implemented. 
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members. While more than half of these quotas ultimately were dropped by the United 
Slates, the process has been extremely disruptive to the trade, and clearly contrary to the 
spirit of the ATC. It is appropriate, therefore, that the Singapore Ministerial examine the 
use of the ATC safeguard mechanism and the impact the high level of reliance on 
safeguards has had on the liberalization process. Further, the Singapore Ministerial 
meeting should provide guidance on future use of such restraints in light of the objectives 
of the Agreement. 


Functioning of the Textiles Monitoring Body 

Third, and very much related to the question of whether the ATC’s safeguard 
mechanism is being appropriately relied upon, is the functioning of the Textiles 
Monitoring Body, the TMB. This group of 10 persons is charged by the ATC with 
supervising the implementation of the Agreement, examining all measures talcen under 
the Agreement to determine their conformity with the ATC, reviewing disputes between 
or among the Members, and making recommendations or findings. TTie TMB members 
are supposed to function on an ad personam basis, meaning that they should act in their 
persoiiM capacities and not as representatives of their governments.*' 

Unfortunately, the TMB process has not worked well to date. There have been 
numerous instances in which the TMB has not been able to reach consensus, and 
therefore has failed to provide guidance in situations in which disputes among the parties 
have arisen. Further, there are many matters that have been pending for a lengthy period 
of time without review by the TMB, thereby allowing non-conforming actions to stand. 
The purpose of the ATC's provision requiring automatic reviews by the TMB was to 
ensure that a formal challenge would not be necessary to have a non-conforming action 
identified and corrected. In addition, serious questions have been raised about whether 
the TMB members have been acting solely on an ad personam basis. That the question 
is asked at all undermines the credibility of the organization. 

The result is that after almost two years of functioning, the TMB has many matters 
outstanding, and others that have had to be forwarded to the Dispute Settlement Body of 
the WTO. The very fact that three textiles matters have been brought to the DSB, with 
two textile matters still pending there, after the failure of the TMB to successfully resolve 
these disputes is testimony to problems within this body. This is an extremely important 
matter that deserves attention and action at the Singapore Ministerial. The Ministers 
should assess the functioning of the TMB and provide the TMB with instructions on 
improving its performance. 


Transparency 

One way in which the Singapore Ministerial could be most effective in improving 
the functioning of the TMB would be to compel transparency in the TMB. Transparency 
in the WTO has been a matter of high priority for the Clinton Administration, as well it 
should be. As the Acting U.S. Trade Repiesentative, Ambassador Charlene Barshefsky, 
noted in July, when the WTO agreed to procedures allow most of its documents to be 
made public immediately, transparency within the WTO is a high priority objective for 
the U.S. Government because it means that we can "gain a better understanding of how 
the WTO works and the reasons underlying actions that Members take.* This idealogy 
should incorporate textile trade. 


*' The TMB seats are assigned by country. Each country or group of countries is then 
permitted to appoint the person who will serve as the TMB member. 
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The need for transparency is particularly great in the case of the TMB, and the 
Administration should extend its push for transparency to this WTO body. By 
transparency, we are referring not only to open meetings, but more importantly, to the 
public issuance of written decisions and recommendations that articulate the factors and 
rules considered and the reasons for the findings or recommendations. Cryptic two or 
three sentence conclusory statements do not provide interested persons with an 
understanding of why the particular conclusion was reached. Nor do they provide a 
useful precedent for future decisions. Rationales and precedents are especially necessary 
in the case of the TMB because the membership of the body will change on an annutd 
basis. To educate future members of the TMB and to ensure continuity and consistency, 
a solid body of precedents is essential. A mandate for such transparency in the TMB 
would be an extremely significant accomplishment for the Singapore Ministerial meeting. 

Bilateralism 

The failure of the TMB to review all actions taken to date, and the lack of 
transparency in that body, leads USA-ITA to a fifth issue that must be considered and 
expressly addressed at the Singapore Ministerial: the continuation of bilateralism despite 
ATC provisions prohibiting bilateral arrangements. Let me provide an example. In 
March 199S, the United States issued a call for consultations on cotton and man-made 
fiber underwear from Turkey, among other countries. In the case of Turkey, an 
agreement was negotiated during the course of the TMB’s review of whether the U.S. 
call was justified. However, that agreement was not limited to a quota on underwear. 
Instead, Turkey agreed to accept a quota on its underwear exports in exchange for an 
increase in its quotas on knit shins and on dressing gowns. 

While as imponers, we certainly are not going to complain that two restrictive 
quotas were enlarged thereby increasing the available trade, the fact is that this is a 
blatant example of the type of bilateralism that was supposed to be eliminated upon 
implementation of the Uruguay Round. Whether the safeguard action is justified is 
supposed to be considered on its own, and not swept under the rug based upon a deal 
affecting unrelated products and quotas. In fact, USA-ITA would argue that this situation 
actually encourages bilateralism. It does so because it tells importing countries that they 
may issue a demand for a quota in one category, whether or not a quota is necessary, and 
get that quota implemented by cutting deals covering other categories of goods. Yet, a 
year and a half after the deal was reached between the U.S. and Turkey, the TMB has 
yet to consider its legitimacy under the ATC, thereby allowing bilateralism to continue 
unchecked. The Singapore Ministerial offers an excellent opportunity for the WTO 
members to be reminded of the rules against bilateralism. 

Rules of Origin 

The sixth issue we must raise and which we believe that the Singapore Ministerial 
meeting must address is the misuse of rules of origin for trade protectionist purposes. 
As you know, as part of the Uruguay Round Agreements Act, the Congress statutorily 
mandated a major re-writing of the rules and regulations for determining the origin of 
textile and apparel products. The new rules went into effect on July 1, 1996. This 
change in practice has been extremely vexing for both manufacturers and importers, 
because it has created confusion and uncertainty and because it has required a 
restructuring of production plans. At leut two governments have been forced to 
completely re-write the rules for issuing export licenses under their Outward Processing 
Arrangements, in order to conform with the unilateral initiative by the Uitited States. In 
many instances, particularly in the area of fabrics, accessories, and home furnishings, 
where the manufacture of the raw fabric occurs in one country but all additional 
processing occurs elsewhere, restructuring of production plans really is not possible. 
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There can be no question that this action by the United States has disrupted trade under 
the Agreement. It also violated what is effectively a ‘standstill* obligation under the 
Uruguay Round Agreement on Rules of Origin. 

With regard to the ATC, USA-ITA is seriously concerned that the obligations 
undertaken under Article 4 of the ATC are not being correctly interpreted and acted 
upon. Under Article 4, there is an obligation for the country initiating a change in the 
rules to 'initiate consultations with the affected Members . . . with a view to reaching a 
mutually acceptable solution regarding appropriate and equitable adjustment.' However, 
the United States initiated no such consultations, despite the assurances by the 
Administration, in the Statement of Administrative Action that accompanied the Uruguay 
Round Agreements Act, that it would initiate consultations. Thus, in the SAA, the 
Administration asserted that it interpreted the ATC as ‘provid[ing] that any member that 
initiates an action that may [disrupt trade] must, whenever possible, initiate consultations 
with the WTO member affected with a view to reaching a mutually acceptable, 
appropriate and equitable adjustment. The Administration intends to undertake such 
consultations ... by July 31, 1993 and to conclude them as expeditiously as possible.' 

Instead, the United States now asserts that, in its view, the burden is on an affected 
Member to seek consultations and to prove that there is an adverse impact, including the 
exact extent of that impact, even though much of the necessary information is in the 
hands of the United States. It is very likely that this interpretation, and what constitutes 
an appropriate and equitable adjustment will come before the TMB for consideration - 
and if these questions are not resolved there, before a WTO Dispute Settlement Body 
panel. 


Under these circumstances, it is incumbent upon the Singapore Ministerial meeting 
to recognize the existence of this situation and to provide some guidelines for the future. 
We must remember that other countries look to the United States for leadership in trade. 
We do not want them to take similar actions, using rules of origin as a barrier to trade 
against U.S. exports. At the very least, the Singapore Ministerial must include a 
reiteration of the importance of avoiding disruption of trade through changes in rules of 
origin, and of the need to make no new changes in rules of origin except in the context 
of the Uruguay Round's work program for international harmonization of such rules. 

Market Access and Circumvention 

USA-ITA understands that some in the United States believe that if textiles is to 
be included on the Singapore Ministerial agenda, the issues should be limited to an 
assessment of the extent to which market access obligations have been undertaken and the 
extent to which exporting nations have adopted effective measures to prevent 
circumvention. While certainly these are issues within the framework of the ATC, they 
are not and cannot be the sole textile issues considered at the Ministerial. 

Let there be no question: USA-ITA supports the elimination of barriers to trade 
and believes that the biannual Ministerial meeting process will be an important forum for 
ensuring that sufficient steps are being taken to open the global marketplace, including 
the United States. Thus, clearly the Singapore Ministerial meeting should press members 
to meet their market access commitments. However, this is a two way street. Article 
7 of the ATC states that 'as part of the integration process . . . and the specific 
commitments undertaken by the Members as part of the Uruguay Round,* all Members 
shall take actions to 'achieve improved access to markets for textUe and clothing products 
through such measures as tariff reductions and bindings [and] reduction or elimination of 
non-tariff barriers. * The integration process is a gradual one, and so too will the opening 
of markets be a gradual process. 
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As USA-ITA noted earlier in this testimony, the United States already has set in 
stone that 89 percent of the integration of clothing will be postponed until the end of the 
10 year transition period. Not a single quota product will have been integrated into 
normal GATT rules by December 1996. Therefore, the United States is hardly in a 
position to argue that market access by exporting nations should be completed by the 
Singapore Ministerial." The fact is, all of the Members of the WTO need to do more 
to meet the objective of opening markets, and the Singapore Ministerial meeting provides 
an important opportunity for all to be reminded. 

The issue of circumvention of quotas also cannot be considered at the Singapore 
Ministerial in a vacuum of what the exporting nations are doing to prevent it. Three 
years ago, the United States announced a task force on transshipment that was going to 
issue recommendations for combatting the mislabeling of the origin of textile and apparel 
products. We’re still waiting for that report. But in the meanwhile, the le^timate import 
community is facing increased barriers and costs to doing business, as U.S. Customs 
takes a broad brush approach in its search for evidence of illegally transshipped 
merchandise. It is USA-lTA's recommendation that the Singapore Ministerial meeting 
should remind Members that the prevention and detection of fraudulent trade is a 
legitimate objective, but that such efforts should be directed at individual actions, not all 
trade, and should be accomplished through maximum use of existing laws and not through 
a lowering of standards of evidence that allows mere allegations to justify unrelated trade 
restrictive actions. The obligation and standards for avoiding circumvention are clearly 
set forth in Article 5 of the ATC, and it is appropriate for the Singapore Ministerial 
meehng to remind Members of its existence and the importance of adherence to it. 

Conclusion 

Obviously, based on these remarks, there is much about the area of textiles and 
apparel that should be addressed during the course of the Singapore Ministerial meeting. 
In less than two years, many issues have arisen in this sector, and unless they addressed 
at this important point, many mote problems will surely face the next ministerial meeting. 
Perhaps even more significantly, with a successful Singapore Ministerial meeting, one 
that takes on these matters and provides a basis for a smooth and multilaterally beneficial 
transition, we can assure a net increase in good jobs and benefits to U.S. consumers, and 
strengthen the U.S. economy. 

USA-ITA thanks the Subcommittee for this opportunity to present its views and 
would be glad to answer any questions you have. 


CI74I1S4.WSI 


" To those would argue that the ATC’s provision for "growth on growth’ has already 
provided a means of liberalization that began with the implementation of the Uruguay 
Round, let us remind them that the United States, in anticipation of that obligation, 
studiously sought to negotiate bilateral agreements lowering the base growth rates upon 
which that ’growth on growth’ factor was to be applied (and in many cases succeeded). 
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Chairman Crane. Thank you, Ms. Hughes. 

Mr. Moore. 

STATEMENT OF CARLOS MOORE, EXECUTIVE VICE PRESI- 
DENT, AMERICAN TEXTILE MANUFACTURERS INSTITUTE 

Mr. Moore. Thank you, Mr. Chairman. 

I am executive vice president of the American Textile Manufac- 
turers Institute, which is the national trade association of the do- 
mestic textile industry. Our member companies operate in more 
than 30 States and account for approximately 80 percent of all the 
textile fibers consumed in this country. 

On behalf of our members, I would like to share our views with 
the Subcommittee on the upcoming ministerial, beginning with a 
quote from WTO Director General Ruggiero on the subject, and I 
quote: “The full and prompt implementation of commitments is es- 
sential for the credibility of the WTO and for building confidence 
on which to explore the trade agenda that lies ahead.” 

We believe this is a very clear and insightful statement about 
what the objectives for the upcoming ministerial should be. It is 
clear that the first and foremost task should be to assess the imple- 
mentation of the commitments that were so carefully negotiated 
over many years in the Uruguay round negotiations. 

The one reason offered for this examination by the director gen- 
eral is to build confidence for the tasks that have to be faced ahead. 
We believe some other reasons exist which are equally important. 

WTO members need to know the extent to which their trading 
partners are living up to their commitments. The WTO needs to 
confront those members who have fallen short, it needs to exercise 
the disciplines available to obtain compliance; and the United 
States needs to evaluate the extent and impact of countries not in 
compliance and then decide upon the effective responses which it 
might take. 

All of these added reasons we believe are directly in the interest 
of the U.S. Government and its citizens. In fact, we would urge all 
WTO members to endorse their director general’s words and focus 
the ministerial meeting on the implementation of the Uruguay 
round commitments. 

As for future movement of WTO negotiations, we believe that a 
road map already exists and should require relatively little time to 
deal with in Singapore. That road map is the “built-in agenda” 
which was referred to earlier by other speakers. It contains items 
for future negotiations on which WTO members have already com- 
mitted to begin negotiations — items such as various services nego- 
tiations, agriculture, investment, competition policy, and so on. 

However, as we begin to move toward the date of the ministerial, 
we observe that some of our trading partners are trying to deflect 
and divert the focus of the ministerial, particularly in the area of 
textiles and clothing. A number of developing countries, encouraged 
by importers and retailers here in the United States and led by the 
ITCB, International Textiles and Clothing Bureau, a Geneva-based 
organization that assists the developing countries in negotiations 
and actually encourages them, we believe, to more radical propos- 
als, are seeking to change the agenda. 
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Pakistan, for one, has taken the lead in trying to divert attention 
from an examination of the implementation of commitments by all 
WTO members, especially an examination of Pakistan’s commit- 
ments, and instead, the ITCB countries, such as India, Indonesia, 
Korea and Pakistan very conveniently ignore the fact, as does Ms. 
Hughes, that the United States has lived up to its WTO commit- 
ments and instead claim that the United States has somehow 
failed to live up to the spirit of the WTO Agreement on Textiles 
and Clothing. 

When you cut to the bottom line, it seems to us that these coun- 
tries do not like the pace of the phaseout, and they do not want 
to submit their own trade regimes to very close scrutiny, so they 
hide behind the argument that somehow, the United States has not 
lived up to the spirit of the agreement. 

Ms. Hughes talked about the two-way street that should exist in 
terms of market access. We agree with that. We think that India 
and Pakistan, to name two, as well as other members of the ITCB 
such as Indonesia and Korea, certainly do not want us to approach 
an 3 rthing like a two-way street when it comes to market access. 

For example, according to WTO data, in 1995, India and 
Pakistan each shipped about 6 billion dollars’ worth of textiles and 
clothing to the world; they imported less than $100 million. In fact, 
they imported so little that the WTO does not even record how 
much they imported. Now, you might think that they are develop- 
ing countries, and therefore they do not have much demand for im- 
ported goods. As a matter of fact, India has over 150 million mid- 
dle-class citizens that we would love to be able to sell our products 
to, but we are prohibited. We have been prohibited by the existing 
high duties that they have had for many years, but to really pour 
salt in the wound, they have now added additional duties in the 
last 6 months that will clearly keep us out of their markets as long 
as those duties persist. 

Congressman Spratt referred to a particular case that exists 
today where we had potential to sell significant amounts of floor 
covering in India, and as a matter of fact their duty now is 95 per- 
cent. We are shut out of that market. 

So, we believe it is in the U.S. interest to reject the arguments 
that are without basis, without fact, raised by these members of 
the ITCB, and to point out that the United States has met every 
commitment that it negotiated and is supposed to meet in the 
Uruguay round negotiations and the ATC agreement that followed. 
And I am certain that the United States will continue to do so. In 
fact. Congress has mandated that as part of the Uruguay round im- 
plementing legislation. 

So, we urge the government to seek the support of other WTO 
members and to reject these self-serving demands of Pakistan, 
India and others to make textiles a major issue in Singapore. 

One final issue of very big importance to our industry relates to 
the accession of China to the WTO. We will be submitting a state- 
ment on this issue later when your Subcommittee has scheduled 
hearings on this issue, but while we believe that China should 
enter the WTO only if it has implemented major reforms in its im- 
port and export sectors, we recognize that at some point, China will 
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become a WTO member, and who knows when that will happen, 
but it will happen ultimately. 

We would urge all of the authors of the radical proposals and the 
ITCB members to think about that fact because their demands for 
further liberalization of the ATC, the Agreement on Textiles and 
Clothing, are really going to profit China far greater than anyone 
else once China becomes a WTO member. They should not be 
blinded to this reality either by Hong Kong, who promotes China’s 
interests on China’s behalf, or by the U.S. importers who try to 
reap excessive profits at the expense of U.S. consumers or workers 
by trying to make sure that more and more goods are available 
from countries like China. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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TESTIMONY OF CARLOS MOORE 
EXECUTIVE VICE PRESIDENT 

AMERICAN TEXTILE MANUFACTURERS INSTITUTE 


My name is Carlos Moore, I am Executive Vice President of the American Textile 
Manufacturers Institute (ATMI), the national trade association for the domestic textile 
industry. Our member companies operate in more than 30 states and account for 
approximately 80 percent of all textile fibers consumed by mills in the United States. 

The textile industry in this country employs 666,000 workers and contributes 
approximately $24.8 billion to our country's gross domestic product. 

On behalf of ATMI's members, I would like to share our views with the Committee on 
the upcoming Ministerial Meeting of the World Trade Organization (WTO). An 
appropriate way to begin is to quote WTO Director General Ruggiero on this subject: 

The full and prompt implementation of commitments is 
essential for the credibility of the WTO and for building 
confidence on which to explore the trade agenda that lies 
ahead."’ 

No one can say it clearer, with more insight, or with more conviction. The first and 
foremost task facing the WTO member countries is to examine and assess the level of 
implementation of the members' commitments made in the Uruguay Round agreement. 
This, we believe, should be the primary task of the Singapore Ministerial and should be 
the focus of the preparatory work for that meeting. 

Director General Ruggiero has offered one important reason that a report on 
implementation take center stage In Singapore: namely to build confidence for the tasks 
that the WTO members will be facing. 

Some other reasons exist, as well: 

• WTO members need to know the extent to which their trading 
partners are living up to their commitments; 

• The WTO needs to confront those members who have fallen short 
and it needs to exercise the disciplines available to obtain 
compliance; 

• The U.S. needs to evaluate the extent and impact of countries not 
in compliance and then decide upon effective responses. 

All of these added reasons are directly in the Interests of the U.S. government and its 
citizens. In fact, all WTO members should unequivocally endorse the Director 
General's words and unanimously agree to make an assessment of member country 
implementation of Uruguay Round commitments the fundamental task of the Singapore 
Ministerial. 

As for future movement WTO negotiations, a road map already exists and should 
require relatively little time to deal with in Singapore. That road map is the aptly-called 
“built-in agenda" of the Uniguay Round Agreement. It contains items for future 
negotiations on which WTO members have already committed to begin negotiations. 
Those agenda items include; agriculture, various services, investment and competition 
policy. Ministers in Singapore should reaffirm that commitment and schedule a firm 
date to begin negotiations. 


’ "The Road Ahead: International Trade Policy in the Era of the WTO", delivered at the Fourth 
Annual Sylvia Oslry Lecture, Ottawa, Canada, May 1996 
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However, as the preparatory work moves ahead and the date for the Ministerial 
approaches, we observe a growing lack of interest by some of our trading partners in 
the type of Singapore agenda described above. A number of developing countries, 
spurred on by U.S. importers and retailers and led by the International Textiles and 
Clothing Bureau (ITCB), a WTO-financed Geneva-based front for radical proposals, are 
seeking to change the Ministerial agenda to the detriment of the U.S. and other 
developed countries. 

Pakistan has taken the lead in trying to divert attention from an examination of the 
implementation of commitments by all WTO members, including and especially 
Pakistan. Instead, on behalf of countries not renowned for open trading systems or for 
keeping WTO commitments, such as India, Indonesia and Korea, Pakistan ignores the 
fact that the U.S. has lived up to its WTO commitment and, instead, claims that the U.S. 
has failed to live up to the “spirit" of the WTO Agreement on Textiles and Clottiing 
(ATC). After cutting through the Geneva verbiage, the bottom line for these countries is 
simple: 


They do not like the pace of the Uruguay Round’s phase out of 
textile and clothing quotas and they do not want to submit their 
own trade regimes to WTO scrutiny. 

Hence, they attempt to divert attention from the examination of all WTO members' 
commitments, which would include their own. And one can understand why they would 
want to divert attention away from their trade regimes: 

Using the WTO data, in 1995 millions of dollars: 



World 

U.S. 

Worid 


Pakistan 

5,563 

768 

N.R. 

10 

india 

6,300 

1.520 

N.R, 

21 

Indonesia 

5,704 

1,170 

1.170 

20 

Korea 

16,346 

2.448 

4,032 

153 


N.R, - Not reported; less than J100 million 


Clearty, none of these countries is a shining example of open markets; nor have they 
taken any significant steps toward opening their market. 

Perhaps the most blatant example of reneging on Uruguay Round commitments is 
India's recent introduction of new supplementary tariffs on top of its already high tariffs. 
These new tariffs, for which no justification can be made, push the Indian import tariff 
on floor coverings, for example, a product in which the United States is clearly 
competitive, to an outrageous 95 percent. 

We believe it is in the U.S. interest to reject these spurious arguments. The U.S. has 
met every commitment in the ATC and I am certain will continue to do so throughout the 
transition period. In fact, the Congress has seen to it by mandating the implementation 
schedule as part of the Uruguay Round legislation. 

We urge the U.S, government to seek the support of other WTO members who are 
likewise committed to implementing their WTO commitments and to reject the self- 
serving demands of Pakistan, India and others to make textiles an issue in Singapore. 

Another motive for these countries could well be that they want an excuse to renege on 
their commitments to negotiate on the “built-in' agenda items. Or, at the very least they 
want to be “paid" for honoring a commitment they have already made, allegedly in good 
faith, to negotiate further. They may want that payment to be a renegotiation of the 
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ATC's provisions. Whatever their motives, their efforts need to be rejected by the U.S. 
out of hand. 

One final WTO issue of paramount importance to our industry that is not likely to be on 
the Singapore agenda is the accession of China to the WTO. ATMI will be submitting a 
statement on this issue to the Committee at its hearing on this subject scheduled for 
September 1 7. However, one comment in the context of the efforts to subvert the 
Singapore agenda by the ITCB and its members is appropriate. 

China should enter the WTO only after it has implemented, and we stress the word 
“implemented” rather than words like “agreed to" or “committed to”, major reforms in its 
import and export sectors and in its trade practices. Nonetheless, at some point, China 
will probably become a WTO member and all of the ITCB members (except, perhaps 
Hong Kong) should weigh that event carefully against their demands for farther 
liberalization of the ATC. China, once it is a WTO member, will benefit from the 
phaseout of quotas to a far greater extent than any other textile exporting country. 

ITCB members should not be blinded to this reality either by Hong Kong, which is 
promoting China's interests, or by U.S. importers who are trying to reap excessive 
profits at the expense of U.S. consumers and workers. 

Thank you, Mr. Chairman. 
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Chairman CRANE. Thank you, Mr. Moore. 

Mr. Krajeck. 

STATEMENT OF RICHARD KRAJECK, VICE PRESIDENT, U.S. 

FEED GRAINS COUNCIL 

Mr. Krajeck. Thank you, Mr. Chairman, Congressman Rangel. 

I assure you it is only an accident that I am sitting between Ms. 
Hughes and Mr. Moore. 

I am pleased to testify today on behalf of the U.S. Feed Grains 
Council on U.S. agricultural exports. The U.S. Feed Grains Council 
is a private, nonprofit organization that develops overseas markets 
for com, sorghum, barley and their related products. Our mission 
is supported by U.S. producers of com, sorghum and barley, as well 
as over 70 related agribusinesses. The Council has been building 
export markets since its founding in 1960. 

Agriculture, like many industries is going through a period of 
rapid change. Much of that change has been generated by techno- 
logical innovation. Some has been spurred on by governments back- 
ing away from intmsion into domestic farm policies, such as the re- 
cent U.S. farm bill and the EU’s CAP reform. 

First, let me address the change that benefits U.S. farmers and 
the U.S. economy, and that is the increasingly liberalized global 
market in which we operate. The World Trade Organization Agree- 
ment established in 1995 has tmly benefited U.S. agriculture and 
will continue to benefit U.S. agriculture in the future as trade bar- 
riers are reduced and removed throughout the implementation pe- 
riod and more WTO members are gained. Our organization, with 

II overseas offices and projects in over 80 countries, has witnessed 
first-hand how many other countries have also benefited from in- 
creasingly liberalized trade. A rising tide does indeed lift all boats. 

The international marketplace is the fastest growing arena for 
U.S. agricultural producers. Among the major U.S. industries, agri- 
culture is the largest positive contributor to the U.S. merchandise 
balance of trade, reaching over $50 billion in fiscal year 1995 and 
generating a trade surplus of over $22 billion. That trade surplus 
is projected to grow to nearly $30 billion in fiscal year 1996. 

The principle embodied by the WTO Agreement of predictable 
and growing access to markets is essential to every country’s long- 
term economic success, as well as the success of U.S. agriculture 
in general. 

World population is growing in absolute numbers and in income 
levels, creating increasing demand. Exports are where the market 
potential is. The WTO is definitely facilitating world trade to meet 
that demand. 

We have the opportunity in Singapore to expand upon the suc- 
cesses of the WTO Agreement. The agreement on agriculture was 
designed to provide increased fairness in agricultural trade, and 
there can be no doubt that we are making progress and will con- 
tinue to do so throughout the implementation period. 

But there are areas of concern. The respective organizations of 
the U.S. Feed Grains Council request that the following issues be 
included on the ministerial agenda because of their impact on fur- 
ther trade liberalization: The enforcement of internationally accept- 
ed sanitary and phytosanitary standardfe; the trade-distorting capa- 
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bilities of the Trade-Related Investment Measures, or TRIMS, pro- 
visions of the WTO Agreement; the trade-distorting practices of 
state trading enterprises, and the need to schedule the beginning 
of further agricultural trade negotiations before the built-in agenda 
date of 1999. 

I have elaborated on each of these issues in the written testi- 
mony. 

The WTO has a scheduled agenda date of 1999 for agricultural 
negotiations to begin to discuss further tariff reductions and any 
impediments to fair and open agricultural trade. With the knowl- 
edge that the next round of negotiations may take many years to 
complete, we would like to see the ministerial discussions review 
implementation progress and obstacles and to develop an agenda 
for future agricultural negotiations to begin by 1998. We feel that 
the a^icultural negotiations work program should be finalized at 
the Singapore Ministerial. 

The WTO Agreement classifies countries as either developed, de- 
veloping or least developed. These categories define each country’s 
commitments for reductions in tariffs, export subsidies, and inter- 
nal supports. The level of reduction in trade-distorting measures 
for developing countries is two-thirds of that of developed countries, 
and least developed countries are exempt from any fiirther reduc- 
tion commitments. The level at which a country enters the WTO 
should not be a negotiable point as it currently is. Nonsubjective 
economic indicators should be used to judge a country’s level of 
development. 

The United States has taken a leadership role in the creation of 
the WTO, and we would like to see that role continue as the 121- 
member WTO seeks other members. The accession of those other 
members, such as the People’s Republic of China, should not be 
considered until the ability to monitor agreed-upon commitments 
can occur. The lack of transparency in state-operated trading sys- 
tems can make it impossible to determine compliance with any 
agreements. Accession members should at the minimum be re- 
quired to publish any laws, regulations and decrees, or any other 
administrative controls, that govern trade. 

The largest benefit of the WTO for our organization is that agri- 
cultural trade is now subject to international rules. Adherence to 
these rules has begun the process of eliminating internal and exter- 
nal subsidies and prevented countries from shifting the costs of 
supporting domestic production onto the international market. 
Because the prices of agricultural commodities are less subject to 
manipulation by governments, both producers and consumers are 
benefiting. 

We are experiencing the benefits of a world where tariff and non- 
tariff barriers are falling, and demand is rising due to the expan- 
sion of foreign economies which are also experiencing the benefits 
of free trade. 

We are very supportive and appreciative of this Subcommittee’s 
efforts to continue to expand the membership and goals of the 
WTO and appreciate the opportunity to appear before you today. 

Thank you. 

[The prepared statement follows;] 
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Statement of Richard Krajeck 
Vice President 
U.S. Feed Grains Council 
before the Subcommittee on Trade, 

House Committee on Ways and Means regarding 
The World Trade Organization and Singapore Ministerial Meeting 
September 11, 1996 


Mr. Chairman, members of the Committee, I am pleased to testify today on behalf of the U.S. 
Feed Grains Council and U.S. agricultural exports. 

The U.S. Feed Grains Council is a private, non-profit organization that develops overseas 
markets for com, sorghum, barley, and their related products. This international market 
development mission is supported by U.S. producers of com, sorgHum, and barley, as well as 
over 70 related agribusinesses. The Council has been building export markets since its founding 
in 1960. 

Agriculture, like many industries, is going throu^ a period of rapid change. Much of that 
change has been generated by technological innovation. Some of that change has been spurred 
on by governments backing away from intrusion into domestic farm policies, such as the recent 
U.S. farm bill and the E.U.’s Common Agricultural Policy (CAP) reform. 

Let me frrst address change that benefits the U.S. farmer and the U.S. economy. This is the 
increasingly liberalized global market in which we operate. The World Trade Organization 
(WTO) agreement established on January 1, 1 995, has truly benefrtted American agriculture and 
will continue benefitting U.S. agriculture in the future as trade barriers are removed throughout 
the implementation period and more WTO members arc gained. As a market development 
organization with 1 1 overseas offices and projects in over 80 countries, we have witnessed 
firsthand how other countries have also benefitted from increasingly liberalized trade. 

A rising tide does indeed lift all boats. 

The international marketplace is the fastest growing arena for U.S. agricultural producers. 

Among the major U.S. industries, agriculture is the largest positive contributor to the U.S. 
merchandise balance of trade, reaching over $50 billion in fiscal year 1 995. U .S. agriculture 
generated a trade surplus of over $22 billion in fiscal year 1995. That trade surplus is projected 
to grow to nearly $30 billion in fiscal year 1996. The principle embodied by the WTO agreement 
of predictable and growing access to markets is essential to every country's long term economic 
success, as welt as the success of American agriculture in general. 

Populations in international markets are growing in absolute numbers and in income levels, 
creating increasing demand. Exports are where the market potential is. The WTO is definitely 
facilitating world trade to meet that demand. 

We have the opportunity in Sing^xrre to expand upon the successes of the WTO agreement 
which went into effect on January 1, 1995. The WTO agreement on agriculture was designed for 
the first time to provide increased fairness in agricultural trade. There can be no doubt that we 
are making progress and will continue to do so throi^hout the implementation period. 

But there are areas of concern. The WTO is not perfect. 

The respective organizations of the U.S. Feed Gi^iins Council request that the following Issues be 
included on the ministerial agenda because of their impact on further trade liberalization: the 
enforcement of internationally accepted sanitary and phytosanitaiy standards; the trade distorting 
capabilities of the Trade Related Investment Measures (TRIMS) provision of the WTO 
agreement; the trade distorting practices of State Trading Enterprises (STE’s); and the need to 
schedule the beginning of further agricultural trade negotiations before the built-in agenda date of 
1999. 
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I would like to take a minute to explore these issues. 

Sanitary and Phytosanitary Standards (SPS): The SPS agreement establishes a multilateral 
mechanism to protect exporters against the use of heaith^related measures which act as barriers to 
trade. We feel there needs to be improvement in the acceleration of the dispute settlement 
procedures of the agreement and prompt remediation for measures deemed to be unscientific 
and/or unjustifiable. We support the concept of equivalency and encourage steps designed to 
accomplish the goal of harmonization of intemadonal standards. We also encourage the 
acceleration of transparency obligations under the WTO. 

Genetically engineered agricultural products will serve an important role in any worldwide effort 
to increase food production and quality. The Council encourages all countries to use the risk- 
focused, science-based provisions of the Sanitary and Phytosanitaiy agreement as the basis for 
their internal regulations and risk analysis processes. 

Trade Related lovestmeot Measures (TRIMS): The TRIMS provision is designed to ensure 
that governments do not apply measures to investments that create trade restrictions or 
distortions. This provision has actually created some distortions of its own as some developing 
countries are claiming preferential treatment for domestic industries by notifying under the 
TRIMS provision. As an example, government requirements for local industries to purchase 
domestic product before issuing import certificates for foreign product are clearly WTO illegal, 
but are being justified under the TRIMS provision. This provision should be re-examined for 
the trade distortions that are a by-product of its inclusion in the WTO agreement. 

State Trading Enterprises (STE*s): The Uruguay Round’s focus on eliminating non-tariff 
trade barriers and reducing export subsidies served to focus attention on direct government 
actions and away from the potentially trade distoitive marketing practices of the state trading 
enterprises (STE’s) that are sanctioned and supported by governments. As WTO implementation 
continues and the WTO seeks to integrate formerly centralized, state-managed economies into 
the multilateral trading system, it is imperative that the WTO initiate a thorough examination of 
the trading practices of STE’s, including; government guaranteed loans/payments, subsidies to 
domestic production and exports, levies on production and/or imports, and the lack of 
transparency in procurement and pricing practices. 

Agricultural discussions: The WTO has a scheduled agenda date of 1 999 for agricultural 
negotiations to begin to discuss further tariff reductions and any impediments to fair and open 
agricultural trade. With the knowledge that the next round of negotiations may take many years 
to complete, we would like to see the Ministerial discussions review implementation progress 
and obstacles, and to develop an agenda for future negotiations to begin by 1998. We feel the 
agricultural negotiations work program should be finalized in Singapore. 

The WTO agreement classifies countries as cither developed, developing, or least-developed. 
These categories define each countiy's commitments for reductions in tariffs, export subsidies, 
and internal supports. The level of the reduction in trade distorting measures for developing 
countries are two-thirds of that for developed countries. Least developed countries are exempt 
from any reduction commitments. The level at which a country enters the WTO should not be 
open for discussion prior to accession; in other words, it should not be a negotiable point. Non- 
subjective economic indicators can be used to judge a country’s level of development, and should 
be. 

The built-in agenda for the Ministerial includes the areas of; labor standards, environmental 
standards, government procurement rules, and investment and competition rules. All of the areas 
of concern in this letter fall within this agenda. SPS measures could be discussed under 
environmental standards; TRIMS could be discussed under investment rules; STE’s could be 
discussed under government procurement rules; and the acceleration of agricultural negotiations 
is part of the built-in agenda itself. 

The United States has taken a leadership role in the creation of the WTO, and we would like to 
see that role continue as the 121-membcr WTO seeks other members. The accession of other 
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members, such as the People’s Republic of Chii^ should oot be considered until the ability to 
monitor agreed-upon commitments can occur. The lack of transparency in trading systems can 
make it impossible to determine compliance with any agreements. Accession members should at 
the minimum be required to publish any laws, regulations, and decrees (or any other 
administrative controls) that govern trade. 


CONCLUSION 

The largest benefit of the WTO for our organization is that agricultural trade is now subject to 
international rules. Adherence to these rules has begun the process of eliminating internal and 
external subsidies and prevented countries fiom Siting the costs of supporting domestic 
production onto the international market. Because the prices of agricultural commodities are less 
subject to manipulation by governments, both producers and consumers are benefitting. 

We are experiencing the benefits of a world where tariff and non-tariff barriers are falling, and 
demand is rising due to the expansion of foreign economies which are also experiencing the 
benefits of free trade. We are very supportive and appreciative of this committee’s efforts to 
continue to expand the membership and goals of the WTO, and appreciate the opportunity to 
appear before you today. 
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Chairman Crane. Thank you, Mr. Krajeck. 

Mr. Yancey. 

STATEMENT OF DALTON YANCEY, EXECUTIVE VICE PRESI- 
DENT, FLORIDA SUGAR CANE LEAGUE, AND WASHINGTON 

REPRESENTATIVE, RIO GRANDE VALLEY SUGAR GROWERS, 

INC. 

Mr. Yancey. Thank you, Mr. Chairman. 

The United States sugar industry is committed to multilateral 
progress toward a global free market for sugar and sweeteners. 
Our producers are among the most efficient in the world, despite 
our high cost of labor and environmental protections. Our growers 
are ranked 25th-lowest of the 92 world sugar-producing nations, 
and our cost of production is well below the world average. 

However, because of trade-distorting practices which exist, the 
so-called “world price” has averaged only about half the cost of pro- 
duction during the last 15 years. For this reason, efficient 
American sugar producers continue to require a domestic policy. 

Because U.S. farmers are so efficient, we have supported achiev- 
ing global free trade in sugar since the outset of the Uruguay 
round. Foreign sugar is not produced more efficiently, just with 
more government help. 

The United States made some significant concessions on sugar in 
the Uruguay round, but multilateral movement toward free trade 
in sugar is minimal. The Uruguay round agreement on agriculture 
and sugar specifically did not level the playingfield for fair inter- 
national competition among sugar producers; it did not address 
vastly differing standards for labor and environmental protections; 
it did not address the trade-distorting practices of state trading en- 
terprises, and it did not make significant progress on the most dis- 
torting of all trade barriers — export subsidies. And, the Uruguay 
round did not require developing nations and non-GATT members 
to comply with the major disciplines. 

While the Uruguay round provided a useful road map for coordi- 
nated, multilateral reduction of barriers to trade in the future, it 
did not address many of the crucial, distorting trade practices 
which we must yet negotiate. 

we look toward future negotiations, we believe that the U.S. 
unilateral reforms of the 1996 Farm Bill place our sugar farmers 
in danger. They will be vulnerable to the trade-distorting practices 
of foreign countries, and in addition, we will not be able to ap- 
proach the next round of talks with significant leverage, and we 
will have virtually little with which to negotiate. 

We would like to make this challenge. The U.S. sugar industry 
challenges foreign sugar producers to eliminate export subsidies 
and reduce their sugar policies to the minimal levels to which 
American sugar farmers are committed in the 1996 Farm Bill. If 
they exceed these GATT commitments, we are committed in the 
Farm Bill to match those reductions in the future. 

We call for progress in the following areas. We would like to see 
a reduction of export subsidies around the world to the U.S. level 
of zero. For importing countries, we would like to see an increase 
in the minimum access to their markets, up to where our level is 
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as required by GATT and, for all countries with higher domestic 
supports, a reduction in support prices to the U.S. level. 

As we issue this serious challenge for future multilateral trade 
barrier reductions, we would also voice a couple of major concerns. 

We strongly urge that, as foreign producers reduce their barriers 
to trade, they also move toward matching U.S. standards for labor 
and environmental protections, and we strongly urge that market- 
ing monopolies that were ignored in the Uruguay round be 
addressed aggressively in the future. 

State trading enterprises, which are characterized by quasi-gov- 
emment, monopolistic buyer-seller systems for purchase and export 
of commodities, provide trade-distorting protections that were not 
addressed in the Uruguay round. The Round focused on the more 
obvious practices, such as export subsidies, price supports and im- 
port limitations. But state trading enterprise practices, while 
distorting, are actually less obvious. 

The U.S. sugar industry has communicated these concerns to our 
administration, and I am pleased to report that they agree with 
our concern. We are concerned about the unilateral reductions that 
were made in the Farm Bill. We hope that other countries will 
match these reductions, and we challenge them to do so, and we 
urge that future reductions be made in a coordinated, multilateral 
fashion and that widely varying labor and environmental standards 
be taken into account and that the distorting practices of state 
trading enterprises be addressed in future negotiations. 

Thank you. 

[The prepared statement and attachments follow:] 
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House Ways & Means Comminee Trade Subcommittee Hearing 
On World Trade Organization Ministerial Hearing in Singapore 
September 10, 1996 

Testimony of Dalton Yancey, 

Florida Sugar Cane League and Rio Grande Valley Sugar Growers, 

On Behalf of U.S. Sugar Industry 

Thank you, Mr. Chairman, for the opportunity to provide testimony for this important hearing. 1 
am Dalton Yancey, Executive Vice President of the Florida Sugar Cane League and Washington 
Representative of the Rio Grande Valley Sugar Growers of Texas 1 also have the privilege of 
serving on the Agricultural Policy Advisory Committee, where I am the only member 
representing sugar-producer interests I am honored today to present to you the views of the 
entire U S sugar-producing industry 

1 would like to provide information on four topics in my testimony: first, background on the U S. 
sugar industry and its views on trade policy, second, the effect of the Uruguay Round on U S. 
and foreign sugar policies, third, the effect of the recently completed 1996 Farm Bill on US. 
sugar policy, and, finally, U.S. sugar industry views and concerns on the next round of 
multilateral trade negotiations 


Background 

The U S, sugar Industry believes the world’s most efficient producers, abiding by high labor and 
environmental standards, should produce for the world marketplace The U S. sugar and com 
sweetener-producing industry is large and efficient, abides by some of the world’s highest 
standards for labor and the environment, and is committed to multilateral progress toward a 
global free market for sugar and sweeteners. 

Sugarcane and sugarbeets are grown and processed in 17 states. The sugar and com sweetener 
industries combined generate nearly 420,000 American jobs in 42 states and over $27 billion in 
annual economic activity 

U.S. producers are among the most efficient in the world, despite the high cost of our labor and 
and environmental protections Our growers are ranked 25th lowest cost among the world’s 92 
sugar-producing nations, most of them developing countries. Our cost of production is belov/ 
the world average. 

Unfortunately, the so-called “world price” for sugar does not reflect the cost of producing sugar. 
Because so many countries encourage sugar production with high internal supports, and 
subsidize the dumping of their surplus production on the world market for whatever price it will 
bring, the “world price” has been extremely depressed for some time. Over the past 15 years, 
the “world price” has averaged only about half die world average cost of producing sugar. 

For this reason, efficient American sugar growers do require a domestic sugar policy - so that 
subsidized surplus supplies from the world dump market not displace American sugar. This 
foreign sugar is not produced more efficiently — just with more government help. 

Despite our efficiency, our’s is an industry in some pain. Because of intense domestic 
competition, production is dropping in many areas, with wrenching consequences for local 
economies. Sugar production and acreage have dropped dramatically in recent years for 
sugarcane in Hawaii and for sugarbeets in California, Texas, Ohio, and Nebraska. Thirteen beet 
or cane processing plants have closed just since 1993. 

Nonetheless, because we are efficient, we would welcome the opportunity to compete, head-to- 
head, against foreign producers. For this reason we have supported the goal of achieving global 
free trade in sugar since the outset of the Uruguay Round, in 1986. At that time, the U.S. 
administration announced its goal of achieving total elimination of barriers to world agricultural 
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trade. We were the first U.S. commodity group to endorse that goal, and we still do -- as long as 
the progress toward free trade is made on a rational, fair, and multilateral basis. 


Uruguay Round Effects on Sugar 

The United States made significant concessions on sugar in the Uruguay Round of the GATT, 
but multilateral movement toward free trade was minimal. The International Policy Council 
concurs with us on this point, concluding in a recent report: “ the sugar sector was left largely 
untouched by the final Uruguay Round Agreement.” 

In the Uruguay Round, the United States: 

1 Tariffied its sugar import quota; 

2 Bound its foreign sugar access commitment - that is, we agreed to guarantee imports of 
no less than 1 .26 million short tons per year; 

3. Agreed to reduce the import quota’s second-tier tariff rate by 1 5% over 6 years. 

Unfortunately, foreign countries’ commitments on sugar were negligible. There were a number 
of critical areas where the Uruguay Round accomplished little or nothing. 

The Uruguay Round Agreement on Agriculture: 

I Did not level the playing field for fair international competition among producers; 

2. Did not address vastly differing standards for labor and environmental protections; 

3. Did not address the trade distorting practices of state trading enterprises (STE’s). 

4 Did not make significant progress on the most distorting of all trade barriers - export 
subsidies. With respect to the European Union, for example, which destroys the world 
market by dumping some 4 - 5 million tons of heavily subsidized sugar each year: USDA 
predicts no significant reduction in the volume of subsidized EU exports over the course 
of the Uruguay Round 

5. Did not require developing countries and non-GATT members, which together account 
for about two-thirds of world sugar production, to comply with the major trade 
disciplines of the Round- 

While it could be acknowledged the Uruguay Round provided a useful road map for coordinated, 
multilateral reduction of barriers to trade in the future, it did not address many of the crucial, 
unfair trade practices that must yet be dealt with . (A summary of Uruguay Round agriculture 
disciplines is attached. Attachment A.) 


1996 Farm Bill Effect on Sugar 

The purpose of U.S. sugar policy is to ensure reliable supplies of this essential food ingredient to 
American consumers at competitive prices, while providing some stability for American sugar 
farmers. The policy has been operated at no cost to the U.S. Treasury since 1985, and has been a 
revenue raiser since 1991; it will raise an estimated $288 million for federal budget deficit 
reduction over the next 7 years. 

U.S. sugar policy is also a necessary response to the policies of foreign countries whose growers 
are not more efficient than American growers, but are simply more subsidized 
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When the Congress approved the Uruguay Round in 1994, it did so with the promise that, in 
committing American farmers to the Uruguay Round reductions, it was committing to approve 
future reductions only on a fair, rational, multilateral basis. Instead, the Congress voted for 
precipitous, unilateral reform of U.S. sugar policy in the 1996 Farm Bill, as it did for all U S. 
commodity policy. 

To highlight the Farm Bill changes to U S sugar policy with implications for international trade. 

1 Marketing allotments were eliminated -- in other words, there will be no limits on U S. 
sugar production The new domestic free market will intensify competition and cause 
the demise of some of the industry, sending American farm and factory jobs overseas. 

2. Minimum producer prices are no longer guaranteed - non-recourse loans will be 

available to growers only when imports are more than 20% above the Uruguay Round- 
mandated minimum American growers will face enormously greater risk, after having 
had a minimum price guarantee since 1982 

3 The standby supnort price is effectively reduced by 5 6%, because of a penalty 
producers will be forced to pay to the US Treasury if they forfeit their loans. This 
effective loss of about SI 50 million per year in producer revenues will put more farmers 
out of business. 

4 The minimum import level is effectively increased by nearly 20%, to 1 5 million tons. 
This increase in minimum access commitments will benefit foreign producers, but will 
increase domestic competition for the remainder of the U S. market and could shift more 
domestic production and Jobs overseas. 

Furthermore, an additional burden on U S. sugar growers is the 25% hike in marketing 
assessments - the special tax our farmers pay to the government on each pound of sugar 
produced. This tax will raise approximately S288 million for federal budget deficit reduction 
over the next 7 years (A summary of the Farm Bill reforms is attached. Attachment B.) 

The U S. sugar industry is deeply concerned that the unilateral nature of these reforms could: 
a) Make all American farmers more vulnerable to the unfair trade practices of other producing 
countries - policies that have been left untouched by the Uruguay Round, b) Reduce U.S. 
negotiators' leverage in future trade talks. 

For this reason, we must approach the next round of multilateral trade negotiations with extreme 
caution. 


Thoughts on the Singapore Ministerial 

As we look toward the possibility of another multilateral round of trade negotiations, as will be 
discussed at the World Trade Organization’s ministerial meeting in Singapore this December, 
we believe that U.S. unilateral reforms in the 1996 Farm Bill place American farmers in danger 
Nonetheless, these reforms may also provide some opportunity 

The danger, as 1 mentioned earlier, is that American farmers, who will soon have virtually no 
domestic commodity policies, will be vulnerable to the unfair trade practices of foreign 
countries. This is true both for our export commodities, which compete for foreign markets, 
and for net-import commodities, such as sugar, which compete for our domestic market In 
addition, we will not be able to approach the next round of talks with the leverage of significant 
domestic policies, and we vnll have virtually nothing to concede 

Some suggest the United States may be able to lead by example. Though our experience with 
many trading partners, particularly some of those in the Far East, has shown little success with 
this approach, we can only hope we will have more success in the future. 



140 


Challenge Along these lines, we would like to take this opportunity publicly to make a 
challenge: 

The U.S. sugar industry challenges foreign sugar producers to eliminate export subsidies 
and reduce their sugar policies to the minimal levels to which American sugar farmers are 
committed in the 1996 Farm Bill. To the extent that foreign producers exceed their 
Uruguay Round commitments on reductions in trade barriers such as export subsidies and 
price support, we are committed in the 1996 Farm Bill to matching those reductions. 

Specifically, we call for foreign progress in the following areas: 

1 . For exporting countnes - a reduction of export subsidies to the U.S. level of zero, 

2. For importing countnes - an increase in minimum access to the U.S. level, around 1 5% 
of domestic consumption, 

3 For all countries with higher domestic supports - a reduction in support prices to the 
U.S. level. 


Concems As we issue this senous challenge for future multilateral trade barrier reductions, we 
must also voice two major concerns. 

1 . We strongly urge that, as foreign producers reduce their barriers to trade, they also 
move toward matching U.S. standards for labor and environmental protection. 

We issue this caution for two reasons: a) That foreign workers and fragile ecologies not be 
exploited to replace the production of the industrialized nations where farmers are held to bear 
the cost of substantially higher standards. Our hope is that as a result of multilateral trade 
negotiations, conditions for foreign workers and the environment improve to U.S. standards 
b) That efficient American farmers are not unfairly disadvantaged by farmers whose costs of 
production are ostensibly lower, but only because they need not adhere to the higher standards 
our government establishes for labor, food, and environmental safety. 

2. We strongly urge that marketing monopolies that were ignored in the Uruguay Round be 
addressed aggressively in the future 

State trading enterprises (STE’s), which are characterized by quasi-govemmental, monopolistic 
buyer systems for purchase and export of commodities, provide trade distorting protections that 
were not addressed in Uruguay Round The Uruguay Round focused on the more obvious 
practices, such as export subsidies, price supports, and import limitations. STE practices are no 
less distorting, but are simply less obvious. 

Furthermore, STE’s exist in some major sugar producing countries In Australia, for example, 
the Queensland Sugar Corporation acts as the single buyer and exporter of the vast majority of 
that nation’s sugar, providing important price protection for Australian producers. Attached, for 
your information, is an article from the Financial Times of London describing the trade 
distorting practices of Australia’s sugar STE (Attachment C). 

The importance of STE’s in international trade was also recognized in a recent U.S. government 
study - the General Accounting Office’s "State Trading Enterprises: Compliance with the 
General Agreement on Tariffs and Trade.” 

The U S sugar industry has communicated its concerns about STE’s to the Administration, and I 
am pleased to report the Administration shares our concern. A copy of our letter to Secretary of 
Agriculture Glickman, and his response to us, is attached (Attachment D) 
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ConclusioD 

The U S. sugar industry is efficient and cofnmitted to multilateral reduction of global barriers to 
sugar trade. We would welcome the opportunity to compete on a level playing field, where no 
farmers have the unfair advantage of government support. We applaud U S. Government efforts 
to move toward global free trade, as long as this movement is made in a fair, rational, and 
multilateral fashion. 

We are concerned, however, that the United States may have gotten too far out in front with 
precipitous, unilateral reductions U S. farmers are committed to in the 1996 Farm Bill. But we 
hope that other countries will match our reductions, and we challenge them to do so. 

We urge that future reductions be made in a coordinated, multilateral fashion, that widely 
varying labor, consumer, and environmental standards be taken into account, and that the 
distorting practices of state trading enterprises be addressed in future negotiations. 

Thank you, Mr. Chairman, for the opportunity to participate in this important and timely 
hearing. 
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Attachaent A 



Uruguay Round: 
Agreement on Agriculture 



Rcdgcnon 

Effect on U.S. Sugar 

Internal Supports 

20% of average for all 
commodides, 

&om 1986-88 

None 

Expon Subsidies 

21% volume; 

36% value 

None 

Market Access 



Tariffs 

36% average; 

15% minimum 

Second- rier tariff rises 
from current 16e to 

17# at start of 
agreement; falls back 
to 16# after 1 year, 
then drops grilually to 
14.45# over next 5 
years. 

Current or 
trwimum access 

Import restricdons reduced to 
ensure at least 3-5% of 
consumpdon from imports. 

U.S. first-der quota 
never to be less than 
1.256 million short tons 
(well in excess of 3-5% 
minimum). 


HSPA 

11 - 7-94 


4UWY4a 
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1996 Farm Bill 
Reforms of U.S. Sugar Policy 


1990 Farm Bill 

Reforms 

Domestic marketing 
controls 

GONE — Domestic free 
market 

Guaranteed minimum 
price 

GONE — No downside 
limit on producer prices 
(unless imports >1.5 
mst) 

Loan rate 

EFFECTIVELY 
REDUCED— 10 
penalty = producer 
revenue loss of $150 
million/year 

Deficit reduction tax 
(marketing assessment) 
paid by producers 

INCREASED— By 

25%, generating $288 
million over 7 years 

Foreign sugar imports 

INCREASED— 
Effective 20% increase 
in minimum 

No-cost provision 

April 199S 

REMAINS — No cost 
since 1985; revenue 
raiser since 1991 


KINANCIALTIMICS THURSDAY DliCEM llEK 21 1995 
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gACKINC AMERICA'S 3EET. CANE AND CORN FARMERS 


Attachaent D 


May 15. 1996 


The Honorable Dan Glickman 
Secretary 

U.S. Depanmenr of Agriculture 

14th Street and Independence Avenue. SW 

Washington. DC 20250 

Dear Mr. Secretary: 

The groups listed below, representing the O'.S. sugar producing industry, are writing to 
recommend your attention to: 1) The distomng effect of state trading enterpnses (STE's) on the 
world sugar market; 21 The lack of attention to STE practices in past multilateral trade 
negotiations; and. 3) The .need to recognize and address these distortions in future negotiations. 

1. STE's play an important, but largely unrecognized, role in the world 
sugar market. 

Sugar is generally regarded as the most volatile, and most distorted, of all the world's 
commodiry markets, this is the direct result of the e.ttraordinary amount of government 
involvement in the pricing, production, consumption, and trade of sugar. Over 100 
countries produce sugar, and ail have some level of government involvement in their 
individual markets. 

L'.S. sugar farmers are efficient by world standards. But our efficiencies cannot compete 
with the distoning practices of foreign governments. U.S. sugar policy is, therefore, a 
necessary response to those practices and resulting distortions. 

Many countries control domestic pricing, imports, and/or e.tports of sugar through STE's. 
Ausaaiia and Brazil, two of the world largest sugar e.tponers. are prime examples. 

Australia has called for reform of U.S. sugar policy and argued that its sugar market is 
virtually "free." It ignores, however, the long standing practices of its Sugar Board 
(recently renamed the Queensland Sugar Corporation), which controls production through 
a "land assignment system" and "buys and markets the state’s sugar production.” This 
"single desk seller” functions as a monopoly, controlling both domestic and export market 
sales. In addition, Australia has a system of tariffs on sugar imports. (See the attached 
article from the Financial Tunes.) 

Brazil’s sugar market, likewise, has long been controlled by its parastatal Sugar and 
Alcohol Institute. 
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2. Compliance with GATT disciplines on STE's has been minimal. 

The General .Agreement on Tariffs and Trade (GATn recognized the trade distorting 
effects of STE's from its outset in 1947. The GATT has long required its member 
countries to repon regularly on STE's. but compliance has been minimal. 

In Its 1995 repon "State Trading Enterprises; Compliance with the General .Agreement on 
Tariffs and Trade. " the LT.S. General Accounting Office points put that each year between 
1980 and 1994 generally fewer than 10 percent of the member countries even bothered to 
file reports on whether any such STE's exist in their countnes. 

The GAO review revealed the existence of six sugar STE's. but many more no doubt exist 
among member countnes. Brazil, fore.xample. has never reported on the activities of its 
Sugar and .Alcohol Instinite. 

The Uruguay Round established a Working Group to look more closely at STE practices. 
We hope this group will be active and aggressive. 

3. Future World Trade Organization (WTO) negotiations need to focus on 
STE's. 

The current WTO member countries must focus better on the trade distorting practices of 
STE's in future negotiations, most immediately in the ministenal meeting set for Singapore 
this December. 

Funhermore. the WTO must be aware that a number of countnes that have applied for 
GATT membership, such as China. Russia and the Ukraine, have major sugar industries 
controlled by STE's. 

U.S. agricultural policy was seriously curtailed, far in excess of our Uruguay Round 
coiiimuments. in the Federal Agriculture Improvement and Reform Act of 1996. Foreign 
countnes are poised to take advantage of the unilateral reform and dismantlement of U'S, 
agncultural policy, and can further exploit their advantage through the trade distoning practices 
of STE's that have not been addressed. 

For these reasons, we request your vigilance on this important subject, and we stand ready to 
assist you in any way we can. 

Sincerely. 

American Sugarbeet Growers Association 
The United States Beet Sugar Association 
American Sugar Cane League 
Florida Sugar Cane League 
Hawaii Agriculture Research Center 
Rio Grande Valley Sugar Growers. Inc. 

Sugar Cane Growers Cooperative of Florida 
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DEPARTMENT OF AGRICULTURE 

OPPiCe Ofi TMg SeCRETARV 
WASHINGTON. O.C. SOSSO 


JUL I 2«6 


Mr. Dalton Yancey 

Executive Vice President 

Florida Sugar Cane League 

Washington Represenetative 

Rio Grande Valley Sugar Grower, Inc. 

1301 Pennsylvania Avenue, N.W. 

Suite 40 1 

Washington, D.C. 20004 
Dear Mr. Yancey; 

Thank you for your letter of May 15, 1996, cosigned by your industry colleagues, 
expressing the American Sugar Alliance's concerns about State Trading Enterprises (STEs) in 
world sugar trade. 

Please be assured that the Administration shares your concerns about STEs and is 
continuing to take steps to address the role of STEs in the import and export of agricultural 
commodities, including sugar. 

As you know, a working group is now in regular session within the World Trade 
Organization (WTO) to monitor the activities of STEs. This group has a limited charter under 
the current WTO regime because disciplines specifically dealing with STEs have not yet been 
formulated. This situation is likely to change in the relatively near future because of the pending 
accession to the WTO of many countries whose internal economic structures are very dependent 
on STEs in both importing and exporting. China and Russia are among the most significant of 
these countries. 

The STE working group currently is establishing a framework for future work, including 
negotiations to establish rules intended to mitigate the most egregious trade distorting effects of 
STEs. This framework will become the basis for a first round of negotiations addressing STEs 
at the Ministerial-level talks scheduled to be held in December 1996 in Singapore. The 
United States intends to be in the forefront of these discussions. 

Thank you for your support and for writing to us to express your thoughts on this 
important trade issue. An identical letter is being sent to each of your colleagues. 
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Chairman Crane. Thank you, Mr. Yancey. 

Chairman Crane. I have just one question for Ms. Hughes and 
Mr. Moore, and it is kind of a followup to the question I asked ear- 
lier and concerns textile trade with Sub-Saharan Africa. 

There are concerns that the textile quota in the Uruguay round 
was divided in such a way as to leave these countries with a very 
small piece of the pie. Given that textile manufacturing is often a 
critical first step leading to economic and industrial development, 
how do you suggest we alleviate the problem — ^by doing nothing, or 
expanding the level of imports permitted into the United States, or 
giving Africa more quotas to the detriment of other trading part- 
ners? And do you expect the issue of trade with the least develop- 
ing countries to come up at the Singapore meeting? 

Ms. Hughes. We strongly support the mechanism that is in- 
cluded in your bill with Congressman McDermott because we think 
it is a positive step to appeal to business to improve their trade in 
Africa. Because that mechanism merely states that there will be no 
new quotas placed on Africa until the Sub-Saharan African con- 
tinent as a whole reaches a certain level of trade, it gives an oppor- 
tunity for businesses to produce in Africa where they do not 
produce there now. 

This is important because in the past, quotas have been placed 
on African countries, such as Kenya, at such low levels that U.S. 
companies left their investment behind rather than try to deal with 
the quota system. Africa only has the next 7 172 years to become 
competitive with the other textile exporting countries since most of 
them are WTO members and are part of the quota phase-out. So 
we feel it is important to have some kind of a mechanism to jump- 
start investment in Africa so they do not get left behind perma- 
nently, not just with the current transition. 

Chairman Crane. Mr. Moore. 

Mr. Moore. Mr. Chairman, it is a difficult question because 
there are WTO constraints on some of the things that we as a gov- 
ernment can or cannot do to try to promote trade there. I hope that 
we are successful. Our industry hopes that we are successful in 
promoting the development of trade from Sub-Saharan Africa, be- 
cause quite frankly, we are looking for markets around the world 
to sell yarns and fabrics. Our industry has embarked on a very 
strong export effort. That is one reason why we are very interested 
in market access in the context of the Uruguay round WTO 
commitments. 

We think that if that trade develops, we would be able to export 
yarns and fabrics there and create jobs and additional production 
in the United States. The question is how do you do it without 
harming, say, levels of U.S. apparel production currently; how do 
you do it and be consistent with the rules, because you cannot take 
away quota from someone else, as much as one might think that 
is desirable. My view, on a reading of the WTO, is that you are not 
allowed to do that from one WTO member to the next. 

I think Ms. Hughes hit upon something that is very interesting. 
She said that those countries only have 7 1/2 years left, implying 
that they cannot compete in a freely open trading system. I am not 
sure that that is in fact the case because apparel production, if the 
rules are properly enforced — if China has to play by the rules and 
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reform its system, then in fact China may not take over the bulk 
of apparel production, which a lot of people think they will once 
quotas disappe^. I alluded to the fact that they might in my testi- 
mony, because if we do not insist on reforms of the Chinese system, 
they surely will, and neither Sub-Saharan Africa nor any other ap- 
parel producer will have much of a chance to compete. 

So, what we really urge is proper enforcement of the WTO dis- 
ciplines to make sure that trade takes place under the kinds of con- 
ditions of equitable competition that it should. That will tend to 
promote those kinds of growth industries in countries where there 
is no production now. We have seen it in other countries. Nepal, 
a very undeveloped country, has become a major producer of ap- 
parel. So, there may be ways to do that but it is not easy. 

Chairman Crane. I want to thank all of you for your testimony 
and urge you, as I have done previous panels, to keep the channels 
of communication open and keep the flow coming down here for us 
because we are in the position of having to make sometimes dif- 
ficult and not as well-informed decisions as you people would make 
if you were in our shoes. 

We appreciate your input today. Thank you so much. 

With that, our final panel is composed of representatives from 
additional U.S. industries. Elizabeth Seiler is director of environ- 
mental affairs for the Grocery Manufacturers of America, and she 
is accompanied by Gary Horlick of O’Melveny & Myers. Bruce 
Aitken is executive director of the Pro Trade Group. Howard Sam- 
uel is executive director of the Labor/Industry Coalition for Inter- 
national Trade, and he is accompanied by Timothy Regan, vice 
president of Coming-Asahi Video Products. 

Again, ladies go first, so Ms. Seiler, we will hear your testimony 
for openers. 

STATEMENT OF ELIZABETH HjL SEILER, DIRECTOR OF ENVI- 
RONMENTAL AFFAIRS, GROCERY MANUFACTURERS OF 

AMERICA, INC., ACCOMPANIED BY GARY HORLICK, 

PARTNER, O’MELVENY & MYERS, WASHINGTON, DC 

Ms. Seiler. Thank you, Mr. Chairman and Congressman Rangel. 
I am Elizabeth Seiler of the Grocery Manufacturers of America, 
and I am here today representing the Coalition for Truth in Envi- 
ronmental Marketing Information. The Coalition’s members are 
American trade associations representing aluminum, forest and 
paper, chemical, plastic, electronic and food and consumer product 
companies. 

With me today is Gary Horlick of O’Melveny & Myers. 

The Coalition’s members support the sharing of environmental 
information with consumers through eco-labeling, but are con- 
cerned that certain eco-labels, particularly those being developed in 
Europe, which provide misleading and incomplete information, 
could serve as a barrier to U.S. trade. 

Our position is that the Singapore Ministerial should direct the 
Subcommittees on Trade and the Environment to develop prin- 
ciples on eco-labeling that will promote their environmental goals 
while reducing the chances that they will become the source of 
trade disputes. 
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The objectives of eco-labeling programs are to provide informa- 
tion to consumers and to encourage the development and use of 
products with reduced environmental burdens. We agree with these 
objectives, and they are broadly shared by government, industry 
and the environmental community. 

A system modeled on the FTC guides for the use of environ- 
mental marketing claims is an excellent means of accomplishing 
this. The guides are based on the principles of truthfulness, sci- 
entific basis, verifiability and nondeceptiveness. The guides have 
been praised by environmental groups and businesses and have led 
to an increase in meaningful environmental labeling in the United 
States. 

While the Coalition strongly supports eco-labeling based on the 
approach embodied in the FTC guides, it is deeply concerned over 
one form of eco-labeling known as eco-seals, which have become 
more common overseas, particularly in Europe. An eco-seal is a 
type of eco-label that is a symbol awarded by a centralized certifi- 
cation panel that purports to judge the environmental effects of 
products and packaging and to tell consumers, with a single seal, 
which products and packaging are “best” for the environment. 

An example can be seen on the last page of my testimony. 

Our member companies’ 20 years of experience with eco-seals in 
Europe and elsewhere has shown that these programs have inher- 
ent unresolvable problems in both theory and practice. Specifically, 
the selection of criteria upon which an eco-seal is awarded is sub- 
jective rather than scientifically sound. They act as barriers to in- 
novation both for environmental progress and product performance. 
They do not educate consumers about the environmental attributes 
or tradeoff’s associated with the products they purchase, and they 
are barriers to trade because their criteria are frequently discrimi- 
natory and protectionist in nature. 

I would like to go a little further into the issue of science because 
it is integral to the development of criteria for any credible eco- 
seal. 

At this time, there is no objective way to scientifically determine 
which products and packaging are “best” for the environment. 
Products have different strengths and weaknesses from an environ- 
mental standpoint, even within the same category. For example, 
one product may have low energy consumption but generate rel- 
atively high solid waste. Another may have low solid waste but 
cause greater water pollution. 

Even within a single environmental parameter, there are trade- 
offs, and among different geographic areas, the relative priority of 
environmental issues varies. For example, detergents which use 
less water are more valuable in dry countries. As a result, the proc- 
ess of granting an eco-seal is inherently based on value judgments 
by the issuing organization. 

Eco-seal panels typically consist of government officials, compa- 
nies and experts from the country establishing the program. Faced 
with no objective means for trading off environmental attributes of 
products and sensitized to local concerns, the panels inevitably 
favor local products. We suspect that discrimination in favor of 
local products is often intentional. 
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Eco-seals have become sources of increasingly contentious trade 
disputes. Most recently, the European Union has issued eco-seal 
criteria for paper and pulp that threaten to shut U.S. producers out 
of European markets. We can expect trade disputes such as that 
brewing over paper to occur with increasing frequency as eco-seal 
programs expand. At the same time, we cannot permit U.S. prod- 
ucts to be discriminated against in violation of rules by pro- 
tectionist measures disguised as environmental measures. 

Mr. chairman, I also want to clarify what our Coalition does not 
oppose. Our Coalition has taken no position on labor labeling, 
which we believe is completely unrelated to the issues we raise. 
Moreover, we are not opposed to the use of symbols which clearly 
convey to consumers specific, verifiable information about the envi- 
ronmental attributes of products. 

Mr. Chairman, we look forward to continuing to work with your 
Subcommittee and other interested Committees in Congress to de- 
velop a strategy that will protect U.S. exporters while promoting 
the laudable goals of eco-labeling. 

Thank you. 

[The prepared statement and attachment follow:] 
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TESTIMONY OF ELIZABETH H.A. SEILER 
DIRECTOR OF ENVIRONMENTAL AFFAIRS 
GROCERY MANUFACTURERS OF AMERICA, INC 

Mr. Chairman and Members of the Committee: 

Thank you for the opportunity to testify today. I’m Elizabeth Seiler, 
Director of Environmental Affairs for the Grocery Manufacturers of America, and I am 
here today representing the Coalition for Truth in Environmental Marketing Information. 
The Coalition's members are American trade associations representing aluminum, forest 
and paper, chemical, plastic, electronic and food and consumer product industries. The 
Coalition's 1,200 U S. -based companies do over S900 billion dollars of business globally. 
With me today is Gary Horlick of O'Melveny & Myers, counsel to the Coalition. 

The Coalition's members support the sharing of environmental information with 
consumers through eco-labeling, but are concerned that certain eco-labels, which provide 
misleading and incomplete information, could serve as a barrier to U.S. trade. The 
Coalition is speaking here today because the WTO Committee on Trade and the 
Environment has taken up the issue of eco-labeling, one form of which has increasingly 
become a trade barrier. 

It is important that the Singapore Ministerial take action to ensure that 
rules concerning eco-labeling ensure progress towards the linked goals of environmental 
education and avoidance of barriers to U.S. trade. 

The objectives of eco-labeling programs are to provide information to 
consumers and to encourage the development and use of products with reduced 
environmental burdens. Wc agree with these objectives, and they arc broadly shared by 
government, industry, and the environmental community. 

Providing scientifically sound, useful, environmental information is an 
important and constructive way to help consumers make informed choices about the 
products and packaging they purchase. A system modeled on the Federal Trade 
Coininission’s Guides for the Use of Environmental Maiketing Claims (the "Guides") is 
an excellent means of accomplishing this. The Guides are based on the principles of 
truthfulness, scientific basis, verifiability and non-deceptiveness. A market-oriented 
environmental information sharing system, such as the Guides, encourages competition 
and innovation, and empowers consumers to make informed choices based on objective, 
scientific information about the environmental effects of products and packaging. The 
Guides reflect the new generation of government environmental policy-making which 
encourages innovation and flexible decision-making by manufacturers and consumers. 
The Guides have been praised by environmental groups and businesses, and have led to 
an increase in meaningful environmental labeling in the United States. 

While the Coalition strongly supports eco-labeling based on the approach 
embodied in the FTC Guides, it is deeply concerned over one form of eco-labeling, 
known as eco-seals, which have become more common overseas, in particular in Europe. 
For those on the Committee who are new to this issue, an eco-seal is a type of eco-label 
that is a symbol awarded by centralized certification panel that purports to judge the 
environmental effects of products and packaging and to tell consumers, with a single seal, 
which products and packaging are "best" for the environment. In other words, eco-seals 
connote environmental preferability. However, our member companies" twenty years of 
experience with eco-seals in Europe and elsev^re has shown that eco-seal programs 
have inherent, unresolvable problems in both dieory and practice. They neither 
encourage environmental progress in consumer markets, nor provide consumers with 
userid information that empowers them to make informed purchasing decisions. The 
specific problems with eco-seals are; 

• The selection of criteria upon which an eco-seal is awarded is subjective rather 
than scientifically sound. 

• They act as barriers to innovation ~ both for environmental progress and product 
performance. 
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• They do not educate consumers about the environmental attributes or tradeoffs 
associated with the products they purchase. 

• They arc barriers to trade, because their criteria are frequently discriminatory and 
protectionist in nature, whether by design or not. 

I would like to go a little into the issue of science because it is 

upon this issue that criteria for any credible eco-seal must rest. 

At this time, there is no objective way to scientifically determine which 
products and packaging are "best” for the environment. Eco>seal authorities cannot 
objectively reconcile environmental tradeoffs between different products, social 
infrastructures, or regional/national priorities. 

Products have different strengths and weaknesses from an environmental 
standpoint, even within the same category. For ex^ple, one product may have low 
energy consumption, but relatively high solid waste emissions. Another may have low 
solid waste, but cause greater water pollution. Even within a single environmental 
parameter there are tradeoffs. For example, products manufactured in most of Europe 
and the U.S. will use energy from natural gas or coal fired power plants, while those 
made in France use mostly nuclear power. Each of these power sources has different 
environmental characteristics that cannot be scientifically ranked by any "expert" panel. 
Finally, among different geographic areas, the relative priority of environmental issues 
varies. For example, in Spain, water is relatively scarce, and the laundry process in many 
areas is typically performed in normal temperature water. Thus, from a local standpoint, 
a detergent which reduces water use would be more environmentally meaningful than one 
that conserves energy. In Germany, where heated water is normally used, and water is 
relatively plentiful, the reverse is the case. The history of eco-seals is replete with failed 
efforts to paper over these unresolvable conflicts. 

As a result, the process of granting an eco-seal inherently is based on value 
judgments by the issuing organization. In practice, eco-seal systems often favor local 
manufacturers over foreign competitors by virtue of the way criteria are determined. 
Eco-seal panels typically consist of government officials, companies and experts from the 
country establishing the program. Faced with no objective, scientific means for trading 
off environmental attributes of products and sensitized to local environmental concerns, 
the panels inevitably favor local products. Although harder to prove, we suspect that 
discrimination in favor of local products is often intentional. 

Eco-seals have become sources of increasingly contentious trade disputes. 

Most recently, the European Union has issi»d eco-seal criteria for paper and pulp that 
threaten to shut U.S. producers out of European markets. Working with one of the 
Coalition's members, the American Forest &, Paper Association, the U.S. Government has 
been trying heroically for over a year to try to moderate the most discriminatory aspects 
of the EU program. Thus far, this effort has failed. The EU disregarded the valid 
concerns raised both by the U.S. Govemraent and U.S. industry (and their own European 
paper industry) and adopted controversial eco-seal criteria for copying paper in late July. 

We can expect trade disputes such as that brewing over paper to occur 
with increasing ftequency as eco-seal programs expand. These disputes and the way eco- 
seal programs operate and are administered could undermine the legitimacy of, and 
public confidence in, all eco-labeling programs, a result nobody wants. At the same time, 
we cannot permit U.S. products to be discriminated against in violation of WTO rules by 
protectionist measures disguised as environmental measures. 

The WTO Committee on Trade and the Environment (CTE) was 
established by the WTO Ministers in Marrakech with the stated aim of "making 
international trade and environmental policies mutually supportive." From the start, eco- 
labeling has been on the agenda of the CTE. The Coalition views the work of the CTE as 
an opportunity to resolve problems with eco-seal programs so that eco-labeling can 
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continue to develop without becoming the source of trade disputes. Our position is that 
the CTE should have on the agenda of its post>Singapore work program the development 
of principles on eco-labeling that will promote the environmental goals of eco-labeling 
while reducing the chances that eco-labels will become the source of trade disputes. 

Mr. Chairman, I have explained what the Coalition supports and opposes 
about eco-labeling. I also want to clahiy what the Coalition does not oppose. Our 
Coalition has taken no position on labor labelii^, which we believe is completely 
unrelated to the issues we raise. However, we do not perceive any conflict between our 
goals and means and those of proponents of Is^r labeling. Moreover, we are not 
opposed to the use of symbols which clearly convey to consumers specific, verifiable 
information about the environmental attributes of products. Likewise, our positions are 
not in conflict with the "dolphin-safe" label, which, again, conveys specific, objective 
information to consumers. 

Mr. Chairman, we look forward to working with your Committee and 
other interested Committees in Congress to develop a strategy that will protect U.S. 
exporters while promoting the laudable goals of eco-labeling. Thank you again for 
providing us with the opportunity to come before you today to discuss our concerns. 
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Chairman Crane. Thank you, Ms. Seiler. 

Mr. Aitken. 

STATEMENT OF BRUCE AITKEN, EXECUTIVE DIRECTOR, PRO 
TRADE GROUP, INC. 

Mr. Aitken. Thank you, Mr. Chairman. 

I am Bruce Aitken, a partner in the law firm of Aitken, Irvin, 
Lewin, Berlin, Vrooman & Cohen, and Pro Trade Group executive 
director. I have been asked to testify today by Ed Black, PTG chair 
and president of the Computer and Communications Industry 
Association. 

We commend the Subcommittee on conducting this hearing, par- 
ticularly in light of the fact that our understanding is that the op- 
erating Committees of the WTO will conclude their meetings to es- 
tablish the agenda for the ministerial by the middle of next month. 

We have three issues that I will briefly comment on today. We 
intend to discuss these and other issues more fully in a posthearing 
submission. 

They are, first, the implications for the WTO of the harmoni- 
zation of manufacturing standards; second, the need for a tele- 
communications agreement, and third, implementation of the Uru- 
guay round issues. 

As to the first issue, we believe that the goal of global harmoni- 
zation of manufacturing standards should be addressed at the min- 
isterial. We believe this issue could and should be addressed within 
the context of the WTO’s Technical Barriers to Trade Committee 
and its Trade and Environment Subcommittees. We commend the 
administration for its support of the achievement of the goal of 
global harmonization of manufacturing standards through, among 
other things, mutual recognition agreements. This, after all, re- 
duces the cost of manufacturing, which is what the WTO is all 
about, facilitating trade. 

Over the last year, for example, this has been the focus of the 
Trans-Atlantic Business Dialog. If this serves as a model and pre- 
cursor for truly global harmonization, then we support its goals. 

However, we are concerned with its focus on the UN Economic 
Commission for Europe Working Group 29 as the vehicle for global 
harmonization. While this group has focused on related issues for 
nearly 30 years, it would need to broaden its global make-up, in- 
cluding membership by the United States, and outlook to fill the 
role needed to achieve the goal of global harmonization. 

The recent proposals in hearings held in July by the U.S. Depart- 
ment of Transportation and the Environmental Protection Agency 
to reform Working Party 29 in the context of possible harmoni- 
zation of automotive standards are such threat as to call into ques- 
tion the likelihood of such changes, at least in the near future. 

By contrast, the WTO has the stature to coordinate these inter- 
ests of concerned governments and to discuss global harmonization. 
In fact, it may indeed facilitate the reform of UN Working Party 
29. 

We have attached to our testimony a memorandum of law that 
describes the negotiating history of these Committees and the basis 
for raising these issues within the context of the WTO, and we ask 
that that be included as part of the record of the hearing. 
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The second issue that we wish to address briefly is that we be- 
lieve that at the WTO Ministerial, the progress of negotiations on 
basic telecommunications services should be reviewed. As you 
know, the negotiations were originally scheduled to conclude on 
April 30, 1996 but have been extended until February 15, 1997. A 
number of our members were disappointed at the failure to con- 
clude these talks last April, but remain hopeful that a final agree- 
ment will be reached. We urge an emphasis in Singapore on the 
importance of achieving a competitive global marketplace for tele- 
communications services and a call for all countries to submit of- 
fers that conform to WTO regulatory principles. 

Third, we join with many others in calling for a focus on imple- 
mentation of the Uruguay round agreements. As Members of the 
Subcommittee well know, the Uruguay round agreements include 
175 notification requirements that the various agreements are 
being implemented. Yet WTO Director General Ruggiero has re- 
ported that for some of the agreements, notification of compliance 
has been poor, and he has noted concerns about the lack of com- 
pleteness and comparability of the notifications. 

Finally, in our post-hearing submission, we intend to address a 
number of other issues, including WTO dispute resolution. 

Again, we commend the Subcommittee on the timeliness and 
importance of this hearing and thank you for the opportunity to ap- 
pear. 

[The prepared statement and attachments follow:] 
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TESTIMONY OF BRUCE AITKEN, EXECUTIVE DIRECTOR, 
PRO TRADE GROUP, ON THE DECEMBER, 1996 
WTO MINISTERIAL MEETING 


Mr. Chairman, tnemhers of the Subcommittee, thank you for the 
opportunity to mpear tojay. My name is Bruce Aitken, I am a partner in the 
Washington, D.C. law firm of Aiflzen Irvin Lewin Berlin Vrooman & Cohn and 
serve as Executive Director of the Pro Trade Group. 

We understand that the operating committees of the World Trade 
Organization (^^O) will conclude their recommendations for discussion items 
for the agenda of the December, 1996 Ministerial meeting hy mid-Octoher. As 
such, we commend the Subcommittee on organizing this hearing and urge the 
Congress and the Administration to strongly express the concerns and views of 
U.S. industry as to legislative items for discussion at the Ministerial meeting. 

The Pro Trade Group is a broad coalition of U.S. -based companies and 
organizations that represent U.S. exporters, importers and consumers, including 
manufacturing, agricultural, wholesaling, retailing, service and civic interests, 
which actively seek to develop competitive markets and promote trade. It was 
founded in 1986 and is committed to expanding, not restricting, trade and 
promoting policies which achieve that goal and resultant economic prosperity. We 
were actively involved in the development and passage of the Omnibus Trade and 
Competitiveness Act of 1988 and played an equally active role in the 
consideration and enactment of Uruguay Round (UR) implementing legislation. 
We are committed to helping develop and implement constructive, trade 
expanding policies, laws and regulations. The positions of the PTG represent a 
consensus view although PTG participants may have varying views on particular 
issues. 

As the PTG is a coalition of diverse U.S. companies and associations, we 
intend to file a comprehensive submission to the SiJwommittee later this month. 
Today, we wish to highlight just a few of the issues of concern to our members. 

First, we teli eve that the goal of global harmonization of manufacturing 
standards shoiJd he discussed at the WTO Ministerial. This issue, we beli eve, 
could and sbo uid be raised by tbe United States witbin tbe context of tbe WTO's 
Technical Barriers to Trade Committee and the Trade and Environment 
Committee. We commend the Administration for its support for achievement of 
the goal of global harmonization of manufacturing standards through, 
other things, mutual recognition agreements. Over the last year, e.g., 
been the focus of the TransAtlantic Business Dialogue, if this serves as a model 
and precursor for truly global harmonization, we support its goals. However, we 
are concerned with its focus on the UN Economic Commission for Europe 
Working Party 29 as the vehicle for global harmonization. While this group has 
focused on rela ted issues for nearly 30 years, it would need to broaden its global 
makeup and outlook to fill the role needed to achieve the goal of global 
harmonization. The recent proposals of the U.S. Department or Transportation 
and the Environmental Protection Agency for reform of Working Party 29, in 
the context of possible harmonization of automotive manufacturing standards, are 
of such breadth as to call into Question the likelihood of such changes, at least in 
the near future. Further, UN Working Party 29 woiJd need to broaden its global 
make-up and outlook to fill the role needed to ser ve as a viable vebicle for 
negotiating global barmonization. By contrast, tbe WTO bas the stature to 
coordinate the interests of concerned governments to discuss the goal of 
harmonization. 
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as an Appendix is a Memorandum of Law which discu sses the 
harmonization issues — by mid October -- within the WTO's 
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Tecknical Barriers to Trade Committee and its Trade and Environment 
Committee. 

Second, we kelieve tkat at ike WTO Ministerial, tke progress of 
negotiations on kasic telecommunications services skould ke reviewed. As you 
know, tke WTO kas sponsored negotiations witk over 50 nations, including tke 
United States, to ackieve an agreement likeralizing trade in telecommimications 
services. The negotiations were originally sckeduled to conclude on April 30, 
1996 , kut kave keen extended until Fe bruary 15. 1997. A numker of our 
memkers were disappointed at tke failure to conclude tke talks on April 30, kut 
remain kopeful tkat a final agreement will ke reacked. We urge an empkasis, in 
Singapore, on tke importance of acKieving a competitive glokal marketplace for 
telecommunications services and a call for all countries to sukmit offers tkat 
conform to tke WTO regulatory principles. 

Tkird, we join witk many otkers in ca lling for a focus on implementation 
of tke UR. As tke memkers of tke Sukcommittee well know, tke UR agreements 
include 175 notifi catio n requirements tkat tke various agreements are keing 
implemented. Yet WTO Director-General Renato Ruggiero kas reported tkat, 
for some of tke agreements, notification of compliance kas keen poor an d ke kas 
noted concerns akout tke lack of completeness and comparakility of tke 
notifications and akout tke administrative kurden of complying witk tke 
requirements. 

Finally, in our post kearing sulmission, we intend to address a numker of 
otker issues, including the WTU dispute resolution process, among others. In 
that submission, we intend to offer a comparative analysis of the d^ute 
resolution mechanisms of the U.S. -Israel and U.S. -Canada Free Trade 
Agreements, the NAFTA and the WTO, with some policy recommendations. 

Thanh you. We will look forward to working with the Subcommittee on 
this important subject. 
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September 1 1. 1996 


MEMORANDUM TO THE FILES 
FROM. Bruce Aitken and Martin J. Lewin 

RE. HARMONIZATION OF MANUFACTURING STANDARDS - 

BACKGROUND INFORMATION ON THE WTO’S COMMITTEES ON 
TECHNICAL BARRIERS TO TRADE AND ENVIRONMENT 


I. OVERVIEW 

The goal of global harmonization of manufacturing standards should be discussed at the 
December, 1996 World Trade Organization (WTO) Ministerial meeting in Singapore. This issue, 
we believe, could and should be raised by the United States within the context of the WTO’s 
Technical Barriers to Trade Committee and its Trade and Environment Committee. The 
Administration has supported achievement of the goal of global harmonization of manufacturing 
standards through, among other things, mutual recognition agreements Over the last year, eg, 
this has been the focus of the Trans* Atlantic Business Dialogue (TABD) If this serves as a model 
and precursor for truly global harmonization, wc support its goals However, both the 
Administration and the TABD have focused on the UN Economic Commission for Europe 
Working Party 29 as the vehicle for global harmonization. While this group has focused on 
related issues for nearly 30 years, it would need to broaden its global makeup and outlook to fill 
the role needed to achieve the goal of global harmonization The recent proposals of the U .S 
Department of Transportation (DOT) and the Environmental Protection Agency (EPA) for 
reform of Working Party 29, in the context of possible harmonization of automotive 
manufacturing standards, are of such breadth as to call into question the likelihood of such 
changes, at least in the near future. Further, UN Working Party 29 would need to broaden its 
global make*up and outlook to fill the role needed to serve as a viable vehicle for negotiating 
global harmonization The United States, e g., is not a participant and the DOT/EPA proposals 
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for reforming this entity raise questions of whether it is a viable forum for this matter, at least in 
the near future. By contrast, the WTO has the stature to coordinate the interests of concerned 
governments to discuss the goal of harmonization 

The following discusses the pertinent background of the Uruguay Round (UR) 
negotiations and the mandates of the WTO’s Committees on Technical Barriers to Trade, and 
Trade and the Environment. 

n. DISCUSSION 

A. URUGUAY ROUND NEGOTIATIONS 

1 . The background of the negotiations is instructive as to the issue of the possible 
discussion of manufacturing standards harmonization at the WTO’s December, 1996 Ministerial 
The operative section of the UR, on its objectives, reflects the considerations set out in its 
preamble. Among other things, the negotiations were aimed at strengthening the role of the 
GATT system, including its responsiveness to the evolving consensus to improve environmental 
standards. 

2 Nine “MTN Agreements and Arrangements” were negotiated in the Tokyo Round 
The Punta del Este agreement called for them to be improved, clarified and expanded, ’‘as 
appropriate”. At the conclusion of the Tokyo Round, five codes, to a greater or lesser extent, 
were identified as the subject of future negotiations They were the agreements on technical 
barriers to trade (referred to as the “standards code”), the government procurement code, 
customs valuation, import licensing, and dumping (the “antidumping code”) 

3. The >^TO entered into force on January 1, 1995, pursuant to the Final Act 
Embodying the Results of the Uruguay Round of Multilateral Trade Negotiations of December 
15, 1993, and the April 15, 1994 Marrakesh Agreement Establishing the WTO and adopted by 
Ministers representing 124 government and the European Communities. 

4 The objectives of the TBT Committee are set forth in the UR preamble. While 
qualified to ensure that members countries are not prevented from taking measures necessary to 
ensure the quality of a country’s exports, to protect health or the environment, or prevent 
deceptive practices, the preambles include the following elements, in pertinent part 

Recognizing the important contribution that international standards 
and conformity assessment systems can make in this regard by 
improving efficiency of production and facilitating the conduct of 
international trade 

Desiring therefore to encourage the development of such 
international standards and conformity assessment systems; 


Desiring however to ensure that technical regulations and 
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standards, including packa^g, marking and labeling requirements, 
and procedures for assessment of conformity with technical 
regulations and standards do not create unnecessary obstacles to 
international trade. 


« * • « * 

Recognizing the contribution which international standardization 
can make to the transfer of technology from developed to 
developing countries. 

Recognizing that developing countries may encounter special 
difficulties in the formulation and application of technical 
regulations and standards and procedures for assessment of 
conformity with technical regulations and standards, and desiring to 
assist them in their endeavors in this regard 

5. Both agreements call upon the member countries to work to harmonize technical 
regulations, that is, enforceable measures, as wide a basis as possible In this regard. Article 2 6 of 
Uruguay TBT provides. 

With a view to harmonizing technical regulations on as wide a basis 
as possible, members shall play a frill part, within the limit of their 
resources, in the preparation by appropriate international 
standardizing bodies of international standards for products which 
they have adopted, or expect to adopt, technical regulations. 

6. A significant addition under the Uruguay Round TBT is Article 6, Recognition of 
Conformity Assessment by Central Government Bodies Article 6,1 provides in pertinent pan: 

With respect to their central government bodies: 

6. 1 Without prejudice to the provisions of Article 6, paragraphs 3 and 
4. Members shall ensure, whenever possible, that results of 
conformity assessment procedures in other Members are accepted, 
even when those procedures differ from their own, provided they 
are satisfied that those procedures offer an assurance of conformity 
with applicable technical regulations or standards equivalent to their 
own procedures 

In addition, Article 6.3 provides; 

6.3 Members are encouraged, at the request of other Members, to be willing to 
enter into negotiations for the conclusion of agreements for the mutual 
recognition of results of each other’s conformity assessment procedures 
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Members may require that such agreements fulfil the criteria of Article 6, 
paragraph I, and give mutual satisfaction regarding their potential for 
facilitating trade in the products concerned 

7. Read in conjunction with Article 2 6. these provisions provide an obvious basis for 
member countries to pursue the goal of for harmonization of manufacturing standards within the 
WTO. Also, in informal discussions with the WTO Secretariat staff responsible for TBT 
Agreement, we understand that the WTO is looking to member country interest in developing 
Article 6 This in turn, may depend on the position of manufacturers with their governments 

B. TECHNICAL BARRIERS TO TRADE COMMITTEE 

1 . As indicated in 4/1 5/96 letter to us, the WTO’s Trade and Environment Division 

stated: 

’’Harmonization is one of the main principles of the WTO 
Agreement on Technical Barriers to Trade In order to improve 
economic efficiency and to minimize obstacles to trade that could 
be created by national differences in technical regulations, standards 
and procedures for conformity assessment, the TBT Agreement 
encourages harmonization through the use of international 
standards, the acceptance of the technical regulations of other 
Members as equivalent, and mutual recognition of conformity 
assessment procedures.” 

2 As the WTO’s own history of the Uruguay Round negotiations stated, “the 
agreement on technical barriers to trade •• familiarly known as the “standards codes”, or in the 
jargon of the officials concerned, “TBT’ — was perhaps the most successful of the Tokyo Round 
Agreements”, which concluded in November, 1979.' The Tokyo Round standards code was 
designed to ensure that international trade would not be unnecessarily burdened by technical 
regulations and standards. In general, the Code had been concerned with rules that establish what 
characteristics a product must have, e g., its performance, size or safety In the UR, what some 
countries sought was iurlher improvement, clarification and/or expansion of the agreement 

3 The 1979 Code focused on setting obligations that would apply between the 
central goverrunenls which signed it. It did not cover non-govemmental bodies or “second-tier ’’ 
government agencies (e g., provincial governments). It only provided that signatory governments 
should take reasonable measures as may be available to them to comply with the code. In the UR 
negotiations, the European Commuruty proposed a Code of Good Practice for the Preparation, 
Adoption and Application of Standards in Annex 3 of the Agreement as Technical Barriers to 
Trade. This was designed to attempt to translate the main obligations under the Code — national 
and most-favored nation treatment, the use of international standards and transparency — into 
operational guidelines that would be submitted to these bodies for acceptance 


See, Croome, John. Reshaping the World Trading System . (WTO 1985) at p 5 
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4. The WTO’s Committee on Technical Barriers to Trade was established as part of 
the UR Agreement on Technical Barriers to Trade Article 13 of that Agreement provides: 

“There shall be established under this Agreement; 

13.1 A Committee on Technical Barries to T rade composed of representatives 
from each of the Members (hereinafter referred to as *Hhe Committee”). 

The Committee shall elect hs own Chairman and shall meet as necessary, 
but no less than once a year for the purpose of affording members the 
opportunity of consulting on ar^ matters relating to the operation of this 
Agreement or the furtherance of its objectives, and shall cany out such 
responsibilities as assigned to it under this Agreement or by the Members.” 

5. In the negotiations, the Uruted States finally was persuaded to accept the EC 
proposal for a Code of (^od Practice. Among other things, it aims to “ensure that standards are 
not prepared, adopted or applied with a view to, or with the effect of, creating unnecessary 
obstacles to trade.” Agreement on this code was helped by a proposal from the International 
Organization for Standardization (ISO) that it should cooperate in defining what represents good 
practices. The ISO’s membership includes both governmental and non-governmental standards 
bodies It has cooperated closely with the GATT on the operation of the Tokyo Round Code and 
its support for the Code of Good Practice made its possible for negotiators to reach an agreement 
which channeled reporting procedures through it. 

6. Finally, a Ministerial decision was made “to recommend that the Secretariat of the 
World Trade Organization reach on understanding with the International Organization for 
Standardization (ISO)” to establish an information ^stem. 

7 Clearly, the Standards Code has evolved It is in this context that we believe it 
appropriate for the WTO’s TBT Committee to consider a possible formal encouragement to 
WTO members of harmonization of manufacturing standards as an important trade liberalizing 
goal 


C. TRADE AWDENVmQNMENT COMMITTEE 

1 . This Committee has none of the history of the TBT Committee Until the end of 
the UR negotiations, environmental issues were addressed in the preamble to the UR Agreement 
but the decision to establish a standing environmental committee was left for a post-round work 
program. The preamble states, in part, that “relations in the field of trade and economic endeavor 
should be conducted with a view to raising standards of living . seeking both to protect and 
preserve the environment and enhance the means for doinp so” (Emphasis added) 

2 At the April 12-15, 1994 Marrakesh meeting, the Ministers decided to direct the 
first meeting of the WTO’s General Council to establish a Committee on Trade and Environment. 
The Ministerial decision directed the Committee to address several matters, including “the 
relationship between the provisions of the Ministerial trading system and . . (b) requirements for 
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environmental purposes relating to products, including standards and technical regulations ” It 
also directed the Committee to repon to the first Ministerial Conference, which is the December, 
1996 meeting in Singapore. 

3 . The Committee was charged with the “aim of making international trade and 
environmental policies mutually supportive”, including “requirements for environmental purposes 
relating to products ...” We believe that an appropriate goal for international manufacturing is to 
attempt to persuade the WTO’s Trade and Environment Committee to consider including in its 
report to the Ministerial Conference recognition that tnily global harmonization of international 
manufacturing standards is consistent with its mandate and goals and, further, that inconsistent 
standards represent an obstacle to open trade. This issue could be considered by the WTO 
Committee in terms of mutual recognition 

m. CONCLUSION 

The focus of the Administration, and the TABD, on achieving progress towards global 
harmonization of manufacturing standards through UN Working Party 29 is problematic An 
effort to reach a consensus at the WTO Ministerial to reaffirm the goal of a global harmonization 
of manufacturing standards would appear to be a worthwhile exercise in its own right and, 
further, may have the added benefit of creating an environment which facilitates reform of UN 
Working Party 29. 
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Chairman Crane. Thank you, Mr. Aitken. 

Mr. Samuel. 

STATEMENT OF HOWARD SAMUEL, EXECUTIVE DIRECTOR, 

LABOR/INDUSTRY COALITION FOR INTERNATIONAL TRADE 

Mr. Samuel. Thank you, Mr. Chairman. 

I am here, along with my colleague Mr. Regan, on behalf of the 
LICIT, Labor/Industry Coalition for International Trade, which is 
a coalition of businesses and companies that work together in sup- 
port of increased, balanced and equitable international trade. As is 
our custom when we testify at Committee hearings such as this, we 
are represented by someone from the labor movement — I spent a 
number of years in the labor movement before becoming associated 
with LICIT — and Mr. Regan is a division vice president of Corning, 
Inc. 

The trade policy issues arising as U.S. officials prepare for Singa- 
pore are important to LICIT’s company and union members. While 
LICIT has been active across a spectrum of WTO issues — and our 
full testimony touches on a number of those issues — ^today we will 
just focus on two. I will talk briefly about competition policy, and 
Mr. Regan will discuss the issues regarding dispute settlement. 

Competition policy is a trade issue. LICIT and particularly its 
subsidiary, the Coalition for Open Trade, are deeply concerned 
about the problem of private anticompetitive practices abroad and 
government toleration of such practices. Inadequate and uneven 
discipline over anticompetitive practices harms U.S. trade interests 
and is one of the major trade policy problems the U.S. Government 
will have to tackle in the years ahead. 

While perhaps primarily a concern with respect to Japan and 
Europe today, this problem will only magnify as other trading na- 
tions shed their formal, government-imposed trade barriers and 
private restraints take on added commercial significance. 

Our members have first-hand experience in this area. The Coali- 
tion for Open Trade has led the way in documenting the problem 
and spurring debate on solutions, starting with our first report 
published in 1991. Among the many sectors where we have docu- 
mented anticompetitive practices as a market access problem are 
paper, glass, steel, autos and auto parts, and heavy electrical 
equipment. 

Our message concerning competition policy in the Singapore Min- 
isterial is a simple one. We have two main points. First, focus on 
competition policy, not antidumping. While interested in multilat- 
eral progress on ACPs, anticompetive practices, we are quite 
alarmed by recent suggestions that this could be a way of reopen- 
ing antidumping issues. The U.S. Government, we believe, must 
prevent this. Antidumping is a separate issue. The focus of multi- 
lateral competition policy discussions should be on the ways in 
which ACPs and support for or toleration of such practices by Na- 
tional Governments restrict the ability of foreign businesses to con- 
test markets. We believe that such an inquiry will clearly show 
that ACPs and differential antitrust responses by National Govern- 
ments affect competition within markets. 

There is no reason why a competition policy initiative needs to 
involve any consideration of antidumping or other trade policy 
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measures. In addition, the WTO antidumping rules were just re- 
cently renegotiated. They should be allowed to work, and the new 
WTO Committee on Antidumping used for airing reform proposals. 

Finally, “compromise” language in the ministerial communique 
should be avoided. Too often, international efforts to begin address- 
ing competition policy have resulted in statements that focus on 
both antidumping and uneven antitrust enforcement, as if both 
were problems in need of correction. The United States should not 
sign on to any such statement at Singapore. 

Our second goal we believe should be that we set a modest, 
achievable goal for the near future. Antitrust cooperation is not 
enough and probably not feasible. For a variety of reasons, coopera- 
tion among antitrust authorities is not an adequate substitute for 
market access efforts. There is no clear prospect for success in rely- 
ing on traditional antitrust approaches to solve market access prob- 
lems, and a limited track record at best to date, despite the best 
of intentions. 

For now, multilateral efforts in this area should focus on fact- 
gathering rather than rulemaking. The goal should be to identify 
barriers to market access that are not adequately covered by inter- 
national commitments and that may not be reachable under cur- 
rent rules and dispute settlement. 

Meanwhile, the United States must continue to address bilat- 
erally, through section 301, foreign government toleration of pri- 
vate restraints that block U.S. exports to, or investment in, foreign 
markets. As with intellectual property rights, such an approach 
will enhance our ability to bring this issue into the multilateral 
system with appropriate rules at a later date. 

Thank you. 

Chairman Crane. Thank you, Mr. Samuel, and before you com- 
mence, Mr. Regan, our colleague, Amo Houghton, apologizes for his 
inability to be here; he had a conflict with another engagement. 
Please proceed. 

STATEMENT OF TIMOTHY REGAN, VICE PRESIDENT, CORNING- 
ASAHI VIDEO PRODUCTS, INC., CORNING, NEW YORK 

Mr. Regan. Thank you, sir. 

Mr. Chairman, Mr. Rangel, I am in the unenviable position of 
standing between you and the end of this hearing so you can go 
to dinner, so I am going to make it real quick. 

My name is Tim Regan, and I am with Coming, Incorporated. 
We are a founding member of the organization, LICIT, which has 
been around for over a decade. We are proud of our participation 
because we are one of the few organizations where you really find 
some collaboration and cooperation between labor and business. We 
are proud of the association. 

The dispute settlement process has been used aggressively by the 
United States. We have filed some 17 cases, and our government 
appears to be going after them aggressively. We do not know what 
the outcome of this effort is going to be because we have not gotten 
the results, but the will so far seems to be there. 

I should also say that the agreement is going to be up for recon- 
sideration in 4 years; there is a 4-year trial period in it. We think 
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this ministerial coming up is an opportunity to send a couple of sig- 
nals to the rest of the world about dispute settlement. 

The first signal is that it is not going to interfere and should not 
interfere with the things we have to do bilaterally. The dispute set- 
tlement is there to deal with problems that are currently within 
the system and can be dealt with in the system. As we all know, 
the agreement was not all-encompassing. There are certain prac- 
tices and certain problems that remain outside the agreement. The 
United States should tell the rest of the world that, going forward, 
we are going to continue to pursue resolution of those problems 
using the normal U.S. tools for bilateral resolution, including 
section 301. 

Number two, we have got to make it clear to the world that 
clearly — and I think Charlene Barshefsky did this today — the dis- 
pute settlement process does not violate any country’s sovereignty. 
This is a very important point. There has been a lot of talk about 
sovereignty. The fact of the matter is that if you get a decision that 
is made against you in the dispute settlement process, you do not 
have to conform. You can compensate the other parties. You can 
face some form of retaliation, but they cannot change our laws, and 
we need to make that clear, and we need to reinforce that concept, 
both domestically and internationally. 

Finally, there is lots that we can do to make this system more 
transparent. Now that it is becoming the primary method for re- 
solving problems. We used to just go to USTR and they would work 
out a solution; whether it was the 301 solution or some other solu- 
tion, they would take care of it. We knew whom we were dealing 
with. Not anymore. Now, we are going to go to USTR, and they are 
going to go into an international court, and there is going to be a 
lot of activity in that international court. As private interests that 
are affected by the outcome of this discussion, we want to be in- 
volved in that process, and we think USTR knows that, and they 
are trying to do it. 

One thing we would like to have is the ability to get access to 
briefs that are submitted. Up until now, we have not been able to 
get anything. Just about 2 months ago, USTR was able to get the 
rest of the world to agree that they are going to start making panel 
decisions, at least, the final outcome, available; they are going to 
derestrict those decisions and make them available to public 
interests. 

The second thing we would like to provide for is the possibility 
for public hearings. We would like to be able to participate — ^by 
“participate,” I mean observe, at least — the hearings that are being 
undert^en on our behalf, except in instances where there is clear- 
ly confidential information being utilized. 

Third, we would like to participate. Amicus briefs. We can do it 
in U.S. courts; why not do it in international courts? 

And then, of course, we want to have some control on the WTO’s 
use of outside experts; use such experts only when they are re- 
quested and approved by both parties to the dispute. 

Those are some areas where we can make improvements, and I 
think that the USTR folks are interested in transparency. Here are 
some specific suggestions. 
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Now, in terms of domestically, what we need to do — that is, how 
do we need to reinforce the dispute settlement process in the 
United States — I will give you a couple of ideas. 

One is to pass and to enact the so-called Dole bill, the WTO 
Review Commission bill, which has been introduced in the House 
as H.R. 1334. 

Another way is to ensure that we have continued effective en- 
forcement of our trade laws, the unfair trade laws, and we think 
that that is happening and ought to continue to happen. 

A third way is to ensure that we have aggressive enforcement of 
the trade agreements. We are very pleased by what happened in 
the Commerce Department and USTR when they set up these of- 
fices of compliance because now we are going to make sure that 
folks really do live up to their international obligations. 

I appreciate your patience. Thank you. 

[The combined prepared statements follow:] 
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Statement of 

The Labor-Industry Coalition for International Trade 
(LICIT) 

on 

The Singapore WTO Ministerial 

Submitted to the Committee on Ways and Means 
SubcommittM on Trade 

September II, 1996 


We appreciate the opportunity to testify on the Singapore WTO Ministerial. This 
statement sets out the views of the Labor-Industry Coalition for International Trade (LICIT). 
LICIT, along with its subsidiary, the Coalition for Open Trade, brings companies and unions 
together to advocate increased, balanced and equitable international trade. Companies and labor 
organizations that have joined in recent LICIT statements on trade policy arc American Flint 
Glass Workers; Association for Manufacturing Technology; Bethlehem Steel; Chrysler 
Corporation; Cincinnati Milacron; Communications Workers of America; Coming Inc.; Industrial 
Union Department (AFL-CIO); Intel Corporation; International Brotherhood of Electrical 
Workers; International Union of Electronic Workers; Motorola Inc.; UNITE; United Rubber 
Workers; and United Steelworkers of America. 


1. iDtroduction 

The trade policy issues arising as U.S. officials prepare for the Singapore Ministerial are 
important to LICIT’s company and union members. While LICIT has been active across the 
spectrum of WTO issues, our written statement focuses mainly on a few which we view as 
especially high priorities. It also contains some suggested internal measures to complement the 
external U.S. trade policy agenda. 

One key issue, of course, is the candidacy of China and Taiwan for WTO membership. 
LICIT welcomes the Subcommittee's decision to consider that important issue in a separate 
hearing, and we plan to participate by submitting a short written statement of our views. 

With regard to the other WTO issues, it is worth remembering that we have recently 
completed the biggest and most comprehensive trade negotiations in history. The results included 
more than fifty agreements, understandings and Ministerial decisions covering several hundred 
pages. We will not know for many years the full effects of these agreements, many of which are 
being phased in over an extended period. 

WTO Members need a period to incorporate, understand and adjust to ail of these new 
agreements. Accordingly, there should be reasonable and relatively modest expectations for the 
first WTO Ministerial. LICIT recommends a cautious approach, seeking incremental progress, 
in each of the three major areas: implementation, built-in agenda, and new issues. 


n. ImplemeDtatioD 

One important yet underemphasized goal of the Ministerial is to take stock of progress 
(and any problems) in Members’ implementation of the Uruguay Round agreements, liiis does 
not mean simply adherence to tariff phaseout schedules but also includes, for example, 
notification of subsidies, of new trade laws, and of trade-related investment measures. Such 
notification mechanisms figure among the important achievements of the Uruguay Round and, 
properly utilized, will help to lay the groundwork for more beneficial agreements in the future. 
The U.S. Administration appears to be doing a good job in this area, both in implementing U.S. 
obligations and in tracking other countries’ implementation of theirs. 
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ni. Buik'lii/AuComattc Agenda 

This category comprehends a large number of issues. Those of greatest interest to 
LICIT’s members are discussed below. 

A. WTO Dispute Settlement 

The new rules embodied in the WTO Dispute Settlement Understanding (DSU) are subject 
to review after an initial four-year trial period. It is not too soon to begin establishing parameters 
for this review at the Ministerial level. How can WTO dispute settlement -- the very heart of the 
system — command U.S. industry’s support? 

• It must not interfere with bilateral market-opening initiatives. The WTO agreements do 
not address all the important barriers in the world. U.S. Government market-opening 
efforts must continue in areas where WTO disciplines do not apply, and the WTO agree- 
ments cannot be allowed to operate as an impediment. Our delegation at Singapore 
should reiterate that section 301 continues to be available in this context and will continue 
to be used . They should also make clear that extension of the new DSU rules is not a 
foregone conclusion, and that a key factor influencing the U.S. position on extension will 
be the degree to which those rules have impeded U.S. efforts to address trade barriers that 
cannot be effectively addressed under the WTO’s substantive rules. (WTO Members 
should be in favor of market opening efforts that go beyond GATT and may build a 
foundation for future GATT efforts. As with regional free trade agreements, where these 
efforts are GATT-plus, they should be seen as strengthening the global trading system.) 

• It must not violate Members* sovereignty. The intent of the DSU is to allow Members 
to adjudicate those practices which violate WTO rules or nullify or impair WTO benefits. 
Members retain the sovereign right to keep in effect measures found to violate WTO 
rules, and to compensate injured trading partners or, in the alternative, accept trade retalia- 
tion. A country can comply fully with its WTO obligations by negotiating a compensa- 
tion package deemed acceptable by the complaining country. This flexibility is a corner- 
stone of the WTO system and must not be eroded in any way. 

• It must operate transparently. The United Slates was only partially successful in its 
effort during the Uruguay Round to increase the transparency of the WTO/GATT dispute 
settlement system. LICIT supports continuation of the U.S. Government’s effort and ap- 
plauds the USTR’s recent announcement of progress in this area. 

• Public briefs: DSU rules should make all briefs and arguments available to the 
public, except for those (rare) portions of a clearly business-proprietary nature. 
The renegotiated DSU should require parties to release non-confidential summaries 
of their briefs during the dispute settlement proceeding to which they relate. 

• Public hearings: Meetings of dispute settlement panels should generally be open 
to the public, subject to temporary closure only when material of a clearly 
business confidential nature is being reviewed. 

• Public participation: The United States should seek recognition, if any is neces- 
sary, that national delegations in the dispute settlement process may include 
representatives of private sector interests. The DSU should also be amended to 
permit the submission of amicus briefs by non-govemmental parties generally 
supportive of their government’s position and having a clear and direct interest in 
the outcome of a case. 

• Controls on use of experts: WTO panels should be permitted to consult outside 
experts only with the knowledge, and at the request, of the litigating governments. 

B. Other “Built-In” Issues 

• Expiring provisions. Many provisions of the WTO agreements expire by their own terms 
aftw a certain number of years unless extended. While actual decisions on extension may 
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be a few years away in some of these areas, as with the DSU review, it is not too soon 
to start establishing appropriate parameters. As an example, the WTO Agreement on 
Subsidies and Countervailing Measures contains a new category of non-actionable or 
"greenlighted" subsidies. This hole in the multilateral anti>subsidy rules only encourages 
the trade-distorting behavior of other governments. At Singapore and during the months 
that follow, our negotiators should make clear the United States will oppose extension of 
the greenlight category after the initial 5-year trial period absent an affirmative demon- 
stration that the new rules have on balance strengthened, rather than weakened, subsidy 
discipline. 

Additional tariff negotiations/ITA. There may be some scope for additional/accelerated 
tariff liberalization, within the coniines of existing tariff cutting authority. The proposal 
for an Information Technology Agreement (ITA) is an example of this, and is something 
LICIT supports. In determining the coverage of such an agreement, negotiators should 
focus on those IT sub-sectors that clearly have a net export potential. For some (a 
minority of) IT sub-sectors, inclusion in an ITA may not make sense from a U.S. trade 
policy perspective. 

Reciprocal opening of telecom services markets. LICIT supports the Administration’s 
insistence on full market-opening commitments in the telecom sector. These negotiations 
affect a number of important manufacturing sectors. If acceptable commitments from a 
critical mass of trading partners do not materialize, the United States must be willing to 
take an MFN exemption as it did in the financial services sector to ensure adequate 
market-opening leverage going forward. 


EV. New Issues 

Given the enormity of what was recently negotiated, and the extent of unfinished WTO 
business already needing attention, the U.S. Government has wisely sought to be selective in 
admitting "new issues" for WTO consideration. New issues should not be ignored but certainly 
should not be the Ministerial’s main focus. LICIT’s views on the new issues are as follows: 

A. Competition Policy as a Trade Issue 

LICIT and particularly its subsidiary, COT, are deeply concerned about the problem of 
private anticompetitive practices (ACPs) abroad and government toleration of such practices. 
Inadequate and uneven discipline over ACPs harms U.S. trade interests and is one of the major 
trade policy problems the U.S. Government will have to tackle in the years ahead. While perhaps 
primarily a concern with respect to Japan and Europe today, this problem will only magnify as 
other trading nations shed their formal, government-imposed trade barriers and private restraints 
take on added commercial significance. 

Our members have first-hand experience in this area. COT has led the way in document- 
ing the problem and spurring debate on solutions, starting with our first report published in 1991. 
Among the many sectors where we have documented ACPs as a market access problem are paper, 
glass, steel, autos and auto parts, and heavy electrical equipment. 

• Competition policy, not antidumping, is the issue. While interested in multilateral 
progress on ACPs, we are quite alarmed by recent suggestions that consideration of this 
issue could be misused as a way of reopenii^ the Agreement on Antidumping. The U.S. 
Government must prevent any such reopening. 

• The issues are separate: The focus of multilateral competition policy discussions 
should be on the ways in which ACPs, and support for or toleration of ACPs by 
national governments, restrict the ability of foreign businesses to contest markets. 
We believe such an inquiry will clearly show that ACPs, and differential antitrust 
responses by national governments, affect competition within markets. Of course, 
trade policy measures also affect competition within markets. This is true of 
antidumping duties imposed under GATT Article VI, safeguard measures under 
Article XIX, tariffs under Article II, intellectual property border measures under 
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the TRIPs Agreement, etc. But each of these is expressly authorized under 
existing GATT rules, and has its own appropriate place in the WTO system. 
There is no reason why a competition policy initiative needs to involve any 
consideration of antidumping or other trade policy measures. 

« WTO antidumping rules were just recently renegotiated: They should be 
allowed to work, and the new WTO Committee on Antidumping used for airing 
reform proposals. 

• Focusing narrowly on competition policy will satisfy our European allies: The 

EU has positioned itself as the demandeur on this issue. The European Commis- 
sion’s recent "non-paper” recognizes that antidumping is a distinct issue from 
competition policy — and a legitimate trade policy tool. 

• "Compromise" language in the Ministerial communique should be avoided: 

Too often, international efforts to begin addressing the competition policy problem 
have resulted in statements that improperly focus on both antidumping and uneven 
antitrust enforcement, as if both were "problems" in need of correction. The 
United States should not sign on to any such statement at Singapore. 

The focus should be on modest, achievable goals for the near term. The competition 
policy issue is important but, as discussed above, is new to the WTO and is frau^t with 
some danger. What should the United States seek to do? 

• Antitrust cooperation is not enough: For a variety of reasons, cooperation 
among antitrust authorities is not an adequate substitute for market access efforts. 
There is no clear prospect for success in relying on traditional antitrust approaches 
to solve market access problems, and a limited track record to date despite the best 
of intentions. Moreover, even assuming such efforts could at some point achieve 
their full potential, they would not address fundamental market access obstacles 
that go beyond nanow issues of antitrust adjudication. 

• Fact-gathering makes the most near-term sense: For now, multilateral efforts 
in this area should focus on fact-gathering rather than rule-making. The goal 
should be to identify barriers to market access for goods, services and investment 
that are not adequately covered by international conunitments, and that may not 
be reachable imder current rules and dispute settlement. This is the proper focus 
for OECD discussions and for any near-tenn consideration of this issue within the 
WTO. It will focus much-needed attention on the problem and spur additional 
efforts to devise soluUons. 

• Preparation and leverage for rule-oriented negotiations: Rule-oriented negotia- 
tions will need to await further preparatory work by both the private sector and 
the U.S. Government. In the meanwhile, the United States must continue to ad- 
dress bilaterally (through section 301) foreign government toleration of private re- 
straints that block U.S. exports to, or investment in, foreign markets. As with 
intellectual property rights, such an approach will enhance our government’s 
ability to bring this important issue into the multilateral system with appropriate 
rules at a later date. 

Other "New" Issues 


Bribery/corruption. Bribery, and the differences in national regimes for addressing it, 
have adversely affected U.S. trade interests. LICIT supports U.S. efforts to place this 
important trade issue on the WTO agenda. It is appropriate to seek a multilateral 
approach to this problem. 

Social and economic integration. The Administration should continue to design regional 
and multilateral trade initiatives, including negotiations, so that they promote social inte- 
gration in tandem with economic integration. 
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Investment. To avoid distortions of normal commercial decisions, LICIT endorses 
broadening and deepening of the current international rules governing cross-border 
investment. Market access can be illusory without the ability to invest in sales, 
distribution and other facilities in export markets. The proposed Multilateral Agreement 
on Investment (MAI) currently being negotiated in the OECD would be a useful step 
forward and, upon completion, can serve as a model for further multilateral efforts in this 
area. 


V. Internal U.S. Steps 

The best negotiating strategy is of little use without internal policies that assist U.S. firms 
and workers in taking the fullest possible advantage of the negotiated opportunities. We need 
flexibility under international rules to act in defense of legitimate U.S. trading interests -- but we 
also need internal mechanisms to ensure that future Administrations will be able and willing to 
do so. LICIT has several recommendations: 

• Establishment of WTO Review Commission: The WTO Review Commission bill should 
be enacted promptly so that this new mechanism -- which is critical to the WTO’s credi- 
bility in the United States — can begin its important work immediately. 

• Effective trade law enforcement: This includes strong antidumping and countervailing 
duty regulations and, as discussed above, use of section 301 where appropriate. Congress, 
for its part, should continue to reject trade law-weakening proposals, particularly the 
current effort to superimpose a "short supply" or "temporary duty suspension" mechanism 
on the existing antidumping and countervailing duty laws. 

• Effective trade agreement enforcement: LICIT applauds the creation of enforcement 
units at the Office of the USTR and at the Commerce Department. The process by which 
these units identify and respond to trade agreement compliance problems should be as 
public and transparent as possible. 

• Trade agency reform: Whether pursued directly or indirectly through funding decisions, 
trade agency reform should be approached with great caution. Enforcement functions 
should remain insulated from non-enforcement policy objectives, and should remain 
adequately funded no matter where they are ultimately lodged. The issue of reorganiza- 
tion should be examined systematically by a blue ribbon panel, whose explicit goal should 
be to determine means of improving; (1 ) the effectiveness of U.S. market opening efforts; 
(2) U.S. preparations for negotiations, including the analytical and informational base on 
which negotiations are conducted; and (3) staffing for U.S. participation in international 
dispute settlement proceedings. 

• Work on anticompetitive practices: Careful work is needed to determine the appropriate 
position for the United States to take in multilateral fora with respect to private restraints 
which deny market access. The United States must continue to address bilaterally 
(through section 301 and other statutory tools) foreign government toleration of private 
restraints that block U.S. exports to, or investment in, foreign markets. This formula was 
used successfully in the area of intellectual property rights, which have now been brought 
within the multilateral system. 

• Vigilance against currency manipulation: The U.S. Government should redouble efforts 
to ensure that exchange rates are not being manipulated by our trading partners’ central 
banks, including Japan’s, which may seek through currency devaluation to increase 
artificially the competitiveness of their goods and services to the detriment of U.S. 
workers and manufacturers. 
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Chairman CRANE. Well, we thank you all. We appreciate your 
patience and endurance because of the interruptions on the floor. 

That concludes our hearings, but we want to extend to you also 
the invitation to please stay in communication with us. We need 
your insights, too. You are the sector that we are trying to 
represent in the best and most equitable way with our trade 
legislation. 

Thank you for enduring, and with that, our hearing is adjourned. 

[Whereupon, at 5:43 p.m., the hearing was adjourned.] 

[Submissions for the record follow:] 
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STATEMENT OF JAYETTA Z. HECKER, ASSOCIATE DIRECTOR 
INTERNATIONAL RELATIONS AND TRADE ISSUES 
NATIONAL SECURITY AND INTERNATIONAL AFFAIRS DIVISION 
U.S. GENERAL ACCOUNTING OFFICE 


Mr. Chairm^in and Members of ihe Subcommutee: 

I am pleased ro have the opportunity to provide this statement for the record for your hearing on 
September 1 1. 1996 Based on our past and ongoing work. I have some observations about the 
implementation of the Uruguay Round agreements and the operations of the World Trade 
Organization (WTO) In the context of the upcoming Singapore ministerial meeting. WTO is a 
multilateral organization that, among other things, serves as a forum for international trade 
negotiations and oversees the administration of the Uruguay Round agreements. After providing 
a brief overview of some issues expected to be raised at Singapore, my statement will discuss in 
more detail the status of (1) general implememation issues, (2) issues related to WTO agreement 
on textiles and clothing, (3) implementation of the agriculture agreements, (4) ongoing 
negotiations involving trade in services and market access, (5) new issues that may be taken up 
by the WTO in Singapore, and (6) new member accessions to the WTO 

The first biannual WTO ministerial meeting will take place from December 9 to 13, 1996, in 
Singapore The meeting is a forum for reviewing implctrientation of the Uruguay Round 
agreements and for discussing new issues. The U.S. Trade Representative (USTR) believes that 
this meeting will be an important test of the WTO's credibility as a forum for continuous 
consultation, negotiation, and liberalization. Some foreign government and WTO officials told us 
that they hope these regularly scheduled, more focused WTO ministerial meetings will replace the 
series of multiyear, exhaustive negotiating "rounds" of the past. However, other officials 
expressed doubt that much progress could be made toward future trade liberalization without the 
opportunities for trade-offs created by having a number of important issues under negotiation at 
one lime. 

OVERVIEW 

The Uruguay Round agreements generally went into force on January 1. 1995. Implementation 
of these agreements is complex, and u will take years before the results can be fully assessed.' 
The ministerial level meeting in Singapore provides WTO member countries the first opportunity 
to "take stock " of how well they have implemented the Uruguay Round agreements so far. The 
many committees and working groups that constitute the organization will report to ministers 
through the WTO General Council about their activities and plans. Members may also debate 
how best to further expand trade liberalization. Our work highlights the following issues that are 
expected to be topics at Singapore: 

-- -- In general, assessing the new and complex Uruguay Round agreements will create a 
challenge for the ministers. Numerous WTO bodies were formed to oversee 
implementation by the member governments. These committees and working groups, 
together with a Secretariat that facilitates the work of the members, experienced early 
difficulties with the information generated by numerous notification requirements, in part 
because of limitations in members' reporting and in the unevenness of information that 
was provided. WTO members have already invoked the new process for settling disputes 
53 limes on a wide range of issues, with the United States filing the most cases. The 
USTR has slated that it believes the dispute settlement process is an effective tool to open 
other nations' markets. 

-- ■■ Implementation of the WTO Agreement on Textiles and Clothing has been u major urea of 
contention between the exporting and importing countries, and n is expected to be the 


‘According to the WTO Secretariat, the almost 500 pages of text comprise 19 agreements, 24 
decisions, 8 understandings, and 3 declarations. There are also approximately 24,(X)0 pages of 
specific market access commitments. 
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subject of further debate at Singapore. Textile exporting countries allege that the United 
States and other importing countries have delayed lifting quotas and integrating textile 
trade into normal WTO/General Agreement on Tariffs and Trade 1994 (GATT) rules. The 
importing countries, in turn, have voiced concern about the lack of access to exporting 
countries' textile markets and the adequacy of measures they have adopted to prevent 
quota circumvention. 

Since liberalizing agricultural trade was a key objective for the United States during the 

Uruguay Round, monitoring the implementation of commitments is essential to securing 
anticipated U.S. gains. In addition, U.S. officials have indicated that they would like to 
begin preparations for further agricultural reform negotiations starting in 1999. At 
Singapore, three separate WTO committees are expected to provide reports on progress in 
the reduction of agricultural subsidies; improvements in market access; the use of 
measures to protect human, plant, and animal health; and efforts to make state trading 
enterprise activities (STE) more transparent (open). The United States has implementation 
concerns in many of these areas and many reasonably expect a divergence of views 
among trading partners. 

Whether the ongoing efforts to liberalize trade in the services sector will be successful is 

not yet clear. Individual negotiations have been conducted to progressively open trade and 
investment. Thus far, however, members have been unable to reach final agreements 
covering the financial, telecommunications, and maritime service sectors. Similarly, it is 
unclear whether WTO members will reach agreement to improve market access in those 
sectors where USTR has negotiating authority because of some countries' expected 
opposition to further tariff reductions. 

- - At Singapore, proposals are expected for WTO members to begin work on the next 

generation of trade issues. However, because these issues include areas heretofore outside 
the scope of detailed trade negotiations-environmental protection, investment rules, 
competition policy, labor standards, and bribery and corruption--it is unlikely members 
will reach consensus on the 'WTO's role. Of these issues, only environment is on the 
WTO agenda already, but members have not decided how to reconcile environmental 
concerns with trade objectives. USTR strongly supports discussing labor standards as part 
of the WTO agenda. USTR may begin to address bribery and corruption issues indirectly 
as it seeks to expand participation in the Agreement on Government Procurement. 
However, many other members are just as strongly opposed to including these two issues. 
On the other hand, the United States is not yet prepared to agree to a negotiating program 
for competition policy and would prefer discussions on investment policy to take place 
primarily in the Organization for Economic Cooperation and Development (OECD). 

GENERAL IMPLEMENTATION ISSUES 

In earlier testimony’ we noted that it will take time and resources to (1) completely build the 
WTO so that members can address all its new roles and responsibilities; (2) make members' 
national laws, regulations, and policies consistent with new commitments; (3) fulfill notification 
requirements and then analyze the new information; and (4) resolve differences about the 
meaning of the agreements and judge whether members have fulfilled their commitments. It is 
critical that USTR monitor implementation of the agreements to ensure that other WTO members 
are honoring their commitments and thus that the agreements' expected benefits are being 
realized. USTR and the Departments of Commerce and Agriculture have created specific units to 
try to monitor foreign government compliance with trade agreements, including those of the 
Uruguay Round 


-See International Trade: Implementation Issues Concerning the World Trade Organization 
(GAO/T-NSIAD-96-122, Mar. 13, 1996). 
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The New Orpanization 

In general, the ministers at Singapore will be reviewing the progress of the WTO in fulfilling its 
mandate. Some observers have been concerned about the creation of this international 
organization and its scope and size. The "new'' WTO was based on a similar "provisional" 
GATT organizational structure that had evolved over decades. The Uruguay Round agreements 
created some new bodies; however, these bodies address new areas of coverage, for example, the 
Councils for Trade in Services and for Trade-Related Aspects of Intellectual Property Rights. 
Other bodies, such as the WTO Committee on Antidumping Practices, were "reconstituted" from 
previous GATT committees but were given new responsibilities by the Uruguay Round 
agreements and now have broader membership. The WTO Secretariat, headed by its Director 
General, facilitates the work of the members. The work of the bodies organized under the WTO 
structure is still undertaken by representatives of the approximately 123 member governments, 
rather than the Secretariat. Early meetings of some WTO committees were focused on 
establishing new working procedures and work agendas necessary to implement the Uruguay 
Round agreements. 

Notifications 


The ministers will be judging the progress of members in implementing numerous agreements to 
date, based on information collected from the many notification requirements placed upon 
member governments. These notifications are aimed at increasing transparency about members' 
actions and laws and therefore encourage accountability. Notifications take many forms. For 
example, one provision requires members to file copies of their national legislation and 
regulations pertaining to antidumping measures. WTO committees began reviewing the 
notifications they received from member governments in 1995. The information provided allows 
members to identify general problems with implementing the terms of the agreements, as well as 
monitor each others' specific activities and, therefore, to enforce the agreements. 

Limitations in members' reporting may make it difficult for the ministers to assess progress in 
some areas. The WTO Director General noted some difficulties with members' fulfilling their 
notification requirements in his report in December 1995. Some foreign government and WTO 
Secretariat officials told us in 1995 that the notification requirements had placed a burden on 
them and that they had not foreseen the magnitude of information they would be obligated to 
provide. The WTO Secretariat estimated that the Uruguay Round agreements specified over 200 
notification requirements. It also noted that many members were having problems understanding 
and fulfilling the requirements within the deadlines. While developing countries reportedly faced 
particular problems, even the United States missed some deadlines for filing information on 
subsidies and customs valuation laws. 

To address concerns about notifications, WTO formed a working party in February 1995 to 
simplify, standardize, and consolidate the many notification obligations and procedures. This 
working party may make recommendations for changes for the ministers to consider. 

Dispute Settlement 

The WTO dispute settlement mechanism is intended to be a central element in providing security 
and predictability to this multilateral trading system. Through it, members have a system to 
resolve disputes that result from violations of WTO obligations or impairment of benefits from 
WTO agreements. The new dispute resolution mechanism incorporates several objectives that 
were particularly important to the United States-time limits for each step in the dispute 
settlement process and elimination of a country's ability to block the adoption of resolutions from 
dispute settlement panel reports. The new Dispute Settlement Understanding established time 
limits for each of the four stages of a dispute: consultation, panel review, appeal, and 
implementation. Also, unless there is unanimous opposition in the WTO Dispute Settlement 
Body, the panel or appellate report is to be adopted. Further, the recommendations and rulings of 
the Dispute Settlement Body can neither add to or diminish the rights and obligations provided in 
the Uruguay Round agreements nor directly force members to change their laws or regulations. 
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However, if members choose not to implement the recommendations and rulings, the Dispute 
Settlement Body may authorize trade retaliation. 

From January 1, 1995, to August 30, 1996, formal WTO dispute settlement procedures have been 
invoked in 53 instances. Most of the cases are still in progress-35 are either in the consultation 
phase, under panel review, or on appeal. Of the 18 closed cases, 16 have been settled or 
abandoned, and 2 have been closed after a final appeal. 

The United States has availed itself of the dispute settlement mechanism more than any other 
member. The United States has initiated 17 cases on a variety of issues including patent 
protection in India, Portugal, and Pakistan; meat import restrictions in South Korea and the 
European Union (EU); and restrictions on the importation of magazines into Canada There are 
currently four pending cases against actions or measures taken by the United States—two involve 
import restraints concerning textile and apparel products, one relates to an antidumping 
investigation of tomatoes from Mexico, and the other concerns the Cuban Liberty and Democratic 
Solidarity Act of 1996. 

As of the end of August 1996, dispute settlement panels have reached decisions involving five 
cases. The two closed cases, which were combined into a single panel, involved a challenge by 
Venezuela and Brazil to a U S. Environmental Protection Agency regulation setting fonh the 
methods by which importers of gasoline were to determine characteristics of gasoline imported 
and sold in the United States in 1990. The panel found that the regulation was inconsistent with 
a GATT 1994 provision concerning national treatment of imported products. On appeal, the 
dispute settlement Appellate Body modified the panel's report but upheld the panel's conclusion. 
The other three cases, also combined into one panel, were brought by the United States, Canada, 
and the EU against Japan's liquor tax. The panel found the Japanese tax to be inconsistent with 
GATT 1994, on national treatment grounds.’ Japan has filed an appeal, which is currently 
pending. 

It is unclear to what extent the ministers at the WTO Singapore meeting will analyze the 
implementation of the new dispute settlement process and what criteria they would use to do so. 
USTR officials view this process as a success, in part because complaints can be resolved even 
before a panel hears the case. In addition, USTR has recently testified that the new mechanism is 
proving to be a very effective market-opening tool. However, it may be difficult to objectively 
evaluate the results of a dispute settlement process. We observed in our previous work on 5 
years of dispute settlement under the U.S.-Canada Free Trade Agreement (CFTA)’ that it may 
take many years before a sufficiently large body of cases accrues to permit statistically significant 
observations about the process. In that report we focused on the possible effects of panelists' 
backgrounds, the types of U.S. agency decisions appealed, and the patterns of panel decision- 
making. We learned that any effort to evaluate the functioning of the dispute settlement process 
presents significant analytical challenges. 

IMPLEMENTATION OF THE AGREEMENT ON TEXTILES AND CLOTHING 

Implementation of the Agreement on Textiles and Clothing is likely to be the subject of debate at 
the Singapore ministerial meeting. In the Uruguay Round negotiations, the United States and 
other developed countries agreed to liberalize textile trade despite potential economic losses in 
exchange for commitments from certain developing countries to, for example, increase market 
access in key sectors and improve protection of intellectual property rights.’ 


’National treatment is the act of treating a foreign product or supplier no less favorably than 
domestic products or suppliers. 

’See U.S.-Canada Free Trade Agreement: Factors Contributing to Controversy in Appeals 
of Trade Remedy Cases to Rinational Panels fGAO/GGD-95-I75BR, June 16, 199.5). 

'See The General Agreement on Tariffs and Trade: Uruguay Round Final Act Should Produce 
Overall U.S. Economic Gains (GAO/GGD-94-83, July 29, 1994). 




180 


Under the Uruguay Round Agreement on Textiles and Clothing, textile quotas are to be phased 
out over a 10-year period beginning in January 1995. Because of the 10-year phase-out, the 
effects of the textiles agreement will not be fully realized until 2005, after which textile and 
apparel trade will be fully integrated into WTO and its disciplines (practices). Integration is to be 
accomplished by (1) completely eliminating quotas on selected products in four stages and (2) 
increasing quota growth rates on the remaining products at each of the first three stages. By 
2005, all bilateral quotas maintained under the agreement on all WTO members are to be 
removed. 

During the first stage of product integration (1995 through 1997), virtually no quotas were 
removed by the United States and other major importing countries. The United States is the only 
major importing country to have published a list of products to be removed from quota for all 
three stages; other countries, such as the EU and Canada, have only published their integration 
plan for the first phase. Under the U.S. integration schedule, 89 percent of all U.S. apparel 
products under quota in 1990 and 67 percent of textile and apparel products combined will not be 
integrated into normal WTO rules until 2005. Importer and retailer representatives have 
expressed concern about the delay in lifting the majority of textile and apparel quotas until the 
end of the phase-out period. However, U.S. officials have pointed out that the Statement of 
Administrative Action accompanying the U.S. bill to implement the Uruguay Round agreements 
provided that "integration of the most sensitive products will be deferred until the end of the 10- 
year period." 

During the phase-out period, the safeguards provision of the textiles agreement permits a country 
to impose a new quota only when it determines that increased imports of a particular textile or 
apparel product are seriously damaging, or present an actual threat of serious damage to, its 
domestic industry. The agreement further provides that any quotas imposed during the phase-out 
period be reviewed by a newly created Textiles Monitoring Body (TMB) within WTO, which is 
to supervise the textile agreement's implementation, TMB consists of individuals from 10 
countries, including the United States. 

The United States and Brazil are the only WTO members thus far to have imposed new quotas 
on imports they found were harming their domestic industries under the agreement's safeguard 
procedures,* In 1995, the United States issued 28 requests for consultations (or "calls") to impose 
quotas and has issued 2 calls thus far in 1996 to a total of 19 countries (1 1 'WTO members and 8 
nonmembers).’ Brazil has issued calls to four countries to dale. 

As of August 1996, TMB had reviewed the imposition of seven quotas (where no agreement was 
reached with the exporting country). All of these quotas had been imposed by the United States. 
TMB found that the threat of serious damage to domestic industry had been demonstrated in one 
case. In three cases, TMB found that the threat of serious damage had not been demonstrated, 
and the quotas were subsequently rescinded; in three other cases, TMB could not reach 
consensus. TMB has not published details about the reasons for its decisions. Three of the cases 
TMB reviewed were subsequently brought before the Dispute Settlement Body by the countries 
subject to the U.S. safeguard action. The United States rescinded one action, and the other two 
cases are currently pending. 

WTO members will review implementation of the textiles agreement at the Singapore ministerial 
meeting. In July 1996, major exporting countries, led by Pakistan, asked the WTO's Committee 
on Trade in Goods to examine 10 items of concern to them regarding the agreement's 
implementation, including importing countries' delays in lifting quotas, the number of quotas 
imposed since the agreement took effect (with a clear concern regarding the number of U.S. 
quotas), and the need to improve transparency in TMB processes. Further, they asked the 


‘We recently prepared a report reviewing how the United States is implementing the textiles 
agreement that should be released shortly. See Textile Trade: Operations of the Committee for 
the Implementation of Textile Agreements (GAO/NSIAD-96- 186). 

’Six of the 28 calls had originally been made in 1994 and were unresolved; they were reissued in 
1995 under the new textiles agreement. 
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Committee to identify and assess the elements necessary for "faithful implementation of the 
agreement." The United States and the EU oppose the exporting countries' request and have 
asked the Committee to review two different issues--the ease of access to developing countries' 
textiles markets and the adequacy of measures adopted by these countries to prevent quota 
circumvention. (The agreement states that all member countries are to improve access to their 
textiles markets and to take measures to prevent quota circumvention.) The Committee on Trade 
in Goods is scheduled to report on the textile agreement's implementation (o the WTO General 
Council in early November. 

IMPLEMENTATION OF AGRICULTURAl . COMMITMENTS 

Liberalizing agricultural trade was a key U.S. objective during the Uruguay Round. The United 
States anticipated that better rules and disciplines on government policies in this area would foster 
a more market-oriented trading system and improve the competitive position of the U.S. 
agriculture sector. Therefore, monitoring other members' implementation of their Uruguay Round 
agricultural commitments is essential to securing anticipated U.S. gains. 

Several important issues are likely to be discussed at the ministerial meeting, as the reports of 
two WTO committees and one WTO working party focus on, or relate to, agricultural trade. 

First, the WTO Committee on Agriculture will report on implementation of the agriculture 
agreement, Including any aspects needing additional attention or review. This Committee's report 
is expected to address two other issues: (I) a decision to review the impact of the agreement on 
net food-importing countries and (2) preparations necessary to resume the agreement's required 
negotiations in 1999. Second, the WTO Committee on Sanitary and Phytosanitary (SPS) 

Measures will report on implementation of the SPS agreement. Third, the WTO Working Party 
on State Trading Enterprises will report on its efforts to better document and understand the role 
of STEs in WTO. 

Committee on Agriculture 

The Committee on Agriculture will address implementation of the agriculture agreement, which 
requires WTO members to reduce levels of support provided through export subsidies and 
domestic support and to begin opening their markets by converting import quotas to tariffs and 
reducing average tariff levels. The agreement provides a 6-year implementation period, meaning 
reductions in support and increase in market access are to be achieved gradually. To ensure 
members meet their commitments, they are required to provide periodic notifications to the 
Committee, which reviews progress toward Implementation and provides a forum for members to 
debate their concerns. Discussions of how the agreement is being implemented in certain 
countries have already occurred within the Committee and will be reported on at the ministerial 
meeting. These include such issues as delays in starting the implementation process, 
inappropriate administration of market access commitments, and failure to meet export subsidy 
commitments. One implementation issue was discussed outside the Committee under the dispute 
settlement process, when the United States requested consultations with the EU to resolve its 
concerns about EU implementation of market access commitments for grain imports. 

In addition to implementation issues, the Committee's report is expected to address its 
responsibility for monitoring WTO members' commitment to review levels of food aid available 
to net food-importing countries. This commitment recognized that least-developed and net food- 
importing developing countries might experience negative effects from Uruguay Round 
agricultural reform if it affected the availability of food supplies from external sources at 
reasonable terms and conditions.* WTO members agreed to establish appropriate mechanisms to 
ensure that agricultural reform does not have an adverse impact on the provision of sufficient 
levels of food aid. The recent rise in global commodity prices and the near-record lows in 
international grain reserves have increased the cost of frxtd imports for some countries. Some 
least-developed and net food-importing countries have already indicated they are concerned about 
the impact of agricultural reform on their countries, but U.S. officials do not believe the limited 


*See the Decision on Measures Concerning the Possible Negative Effects of the Reform 
Programme on Least-Developed Countries and Net Food-Importing Developing Countries. 



182 


reforms implemented so far are responsible for shortages or price increases. Still, net food- , 
importing countries expect action to be taken within the Committee to review food aid levels and 
establish a sufficient level of aid to meet legitimate needs. The Committee is considering 
whether and how such a review should be conducted and hopes to resolve this issue before the 
ministerial meeting. However, if resolution is not achieved within the Committee, the issue is 
likely to be discussed at the World Food Summit in November 1996 and again in Singapore. 

A third issue the Committee will likely address is the commitment that WTO members have 
made to begin negotiations for continued agricultural reform one year before the end of the 
implementation period (or in 1999). The Cairns Group countries seek a specific work program to 
prepare for the negotiations.’ The EU, Japan, South Korea, and Switzerland are reluctant to begin 
discussing the next round of negotiations roughly 2 years after agreeing to their original Uruguay 
Round commitments U.S. officials have indicated that, although their primary focus is on 
implementation of the agreement, preparing for negotiations to resume is also important. 

Committee on SPS Measures 

The second Committee report that will address agricultural issues is the Committee on SPS 
Measures. The SPS agreement recognizes that members have a right to adopt measures to protect 
human, animal, and plant life or health. However, it requires, among other things, that such 
measures be based on scientific principles and not act as disguised trade restrictions. The United 
States was a key supporter of this agreement, recognizing that the lack of sufficient disciplines on 
the use of SPS measures could undermine the intent of the agriculture agreement if members 
were allowed to replace tariffs and quotas with unscientific animal and plant health or food safety 
measures. The United States has signalled its intent to use WTO channels to challenge 
unscientific SPS measures. For example, through WTO consultations in 1995, the United States 
persuaded South Korea to modify its practice for determining product shelf-life, which was 
adversely affecting U.S. meat and other exports. Also, in May 1996, the United States requested 
a dispute settlement panel be convened to review the EU's long-standing ban on hormone-treated 
meat, which has substantially blocked U.S. beef imports since 1989. 

Working Party on STEs 

Finally, the Working Party on STEs will report on its efforts to better understand STEs, an 
undertaking which is relevant not only to agricultural trade but also to other sectors. In our work, 
we define STEs as governmental or nongovernmental enterprises that are authorized to engage in 
trade and are owned, sanctioned, or otherwise supported by the government."* For example, the 
Australian government has notified the WTO that the Australian Wheat Board meets the criteria 
for being considered an STE. While STEs are recognized in GATT as legitimate trading entities, 
their activities are subject to GATT disciplines. In order to provide some transparency over STE 
activities, members must report regularly about their STEs' structures and functions. However, as 
we noted in August 1995, compliance with this reporting requirement has been poor, and 
information about STE activities has been limited." In our June 1996 report, we developed a 
framework by which one could assess an export STE's potential to distort trade " This 


’The Cairns Group consists of 14 countries that are exporters of agricultural products: Argentina, 
Australia, Brazil, Canada, Chile, Colombia, Fiji, Hungary, Indonesia, Malaysia, New Zealand, the 
Philippines, Thailand, and Uruguay. 

“*STEs were defined in the Uruguay Round as "governmental and nongovernmental enterprises, 
including marketing boards, which have been granted exclusive or special rights or privileges, 
including statutory or constitutional powers, in the c.xercise of which they influence through their 
purchases or sales, the level or direction of imports or exports." 

"See State Trading Enternri.ses: Compliance with the General Agreement on Tariffs and Trade 
(GAO/GGD-95-;08. Aug. 30, 1995). 

' *See Canada. Australia, and New Zealand: Potential Ability of Agricultural State Trading 
Enterprises (GAO/NSlAD-96-94, June 24, 1996). 
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framework helps clarify that being sanctioned by the government does not necessarily mean that 
an STE is distorting trade; rather, a key factor is the presence of direct or indirect subsidies that 
can give an STE a greater potential to distort trade. We reported that another factor in evaluating 
the trade-distorting effect of STEs (or private commercial firms) is share of the world market. 

The working party on STEs is developing an illustrative list of STE attributes and practices in 
WTO and continues to study the questionnaire used to collect information about them. The 
United States is working within the forum to develop a modified questionnaire that would help 
make STE activities more transparent. U S. government and agricultural industry officials hope 
to negotiate additional disciplines on STEs when agricultural negotiations resume in 1999, 

ONGOING NEGOTIATIONS IN SERVICES AND MARKET ACCESS 

Negotiations in several service sectors and on market access for certain goods were left 
unfinished at the end of the Uruguay Round and may be discussed by ministers at Singapore. 
USTR has pursued trade liberalization and market access in these areas since the Uruguay Round, 
but in many cases the outcome of these efforts remains uncertain. For example, within the 
framework of the General Agreement on Trade in Services (GATS), negotiations covering the 
financial, telecommunications, and maritime service sectors have not yet resulted in final 
agreements. In addition, USTR hopes to achieve further market access through new tariff 
reductions for a variety of goods but has testified that considerably more work remains to build 
"the necessary international consensus" for making such reductions. 

The WTO financial services agreement covers the banking, securities, and insurance sectors, 
which are often subject to significant domestic regulation and therefore engender complex 
negotiations. In June 1995, the United States made commitments to guarantee foreign financial 
institutions currently operating in the United States the right to continue to do so. However, the 
United States took a "most-favored-nation exemption," that is, held back making guarantees about 
otherwise discriminating against foreign financial service providers. (Such exemptions are 
allowed under GATS.) Specifically, the United States did not guarantee nondiscriminatory 
treatment for new foreign firms to establish businesses or already established foreign firms 
wishing to expand services in the U.S. market. The U.S. exemption in financial services was 
taken because U.S, negotiators, in consultation with the private sector, concluded that other 
members' offers to open their markets to U.S. financial services firms, especially those of certain 
developing countries, were insufficient to justify broader U.S. commitments (with no most- 
favored-nation exemption or other limitations).” At the end of 1997, members, including the 
United States, will have an opportunity to modify or withdraw their commitments. Thus, the 
final outcome and impact of the financial services agreement are still uncertain. USTR has 
testified that negotiations for a financial services agreement are expected to resume in the first 
half of 1997, and the ministers may discuss this at Singapore. 

WTO members were also not able to reach agreement on a basic telecommunications services 
agreement by the original deadline of April 30, 1996, and negotiations were subsequently 
extended to a new deadline of February 15, 1997. The United States has noted that while some 
members made offers that matched that of the U.S. offer in terms of openness, many others did 
not, thus the United States would not accept the agreement. In addition, the United States has 
said that in order for the extended negotiations to succeed, "more and better” offers must be made 
by members, including both developed and developing nations. 

Similarly, negotiations for a multilateral maritime services agreement were unsuccessful and were 
suspended in June 1996 until the year 2(X)0, when negotiations for all services sectors will be 
reopened. When suspending the negotiations, participating members agreed to refrain from 
applying new measures that would affect trade in this area during this time. The United States 
has said that other participating members to the negotiations did not offer "to remove restrictions 
so as to approach current U.S. openness in this area." The United States did not submit an offer 


'"However, the United States was generally satisfied with the offers made by the EU, Japan, and 
other developed countries and has concluded some bilateral agreements that go beyond the GATS 
commitments. 
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in maritime services because USTR believed that other countries were not serious about 
liberalization. 

Efforts to improve market access in certain sectors through additional tariff reductions are also 
unresolved. USTR is seeking an agreement covering a variety of information technology 
products, such as multimedia personal computers, supercomputers, and semiconductors, that will 
reduce tariffs in this area to zero by the year 2000. However. USTR has indicated that support 
from EU member states for such an agreement is still uncertain. In addition, USTR plans to 
pursue further tariff reductions at Singapore for several products, including wood products, white 
distilled spirits, nonferrous metals, oilseeds and oil products, and certain chemical and 
pharmaceutical products, but expects opposition in some of these areas from several major trading 
partners. 

EMERGING ISSUES 


Members are debating what work should be done by WTO on new issues related to international 
trade at Singapore. As tariff and nontariff barriers to trade are reduced, other areas (traditionally 
seen as domestic) have drawn attention as potential international trade barriers. These include (1) 
environmental protection, (2) investment rules, (3) competition policy, (4) labor standards, and (5) 
bribery and corruption issues. Although these are not traditionally discussed as trade policy topics, 
they reflect a broader concept of what some WTO members believe are factors affecting market 
access opportunities in a global economy. For example, some WTO members believe that 
enforcing certain environmental and labor standards can be a disguise for protectionist policies. 
Also, activities such as price-fixing, market sharing, and noncompetitive procurement practices 
can lead to market distortions and reduce access for foreign competitors. The WTO has begun to 
address some of these issues, but no consensus has been reached on the extent to which they 
should be dealt with in the WTO. Some of these negotiations in new areas could be quite 
controversial, based on the previous experience with including areas like agriculture and services 
in the Uruguay Round negotiating agenda. 

Trade and Environmental Protection 

Of the emerging issues, environment has developed the furthest within the WTO. At Marrakesh 
in 1994, members decided to establish a Committee on Trade and Environment, Trade and 
environment issues overlap because some government measures to balance economic growth with- 
environmental concerns are perceived as protectionist and may conflict with WTO obligations. 

At the same time, some trade policies may impede the development of sound environmental 
policies. In the past, GATT dispute panels have ruled against measures that conflicted with 
national treatment principles or that appeared to apply to areas outside a country's sovereign 
jurisdiction. The United States believes that free trade and environmental protection policies can 
be mutually supportive and plans to convey this message at the Singapore ministerial meeting, in 
keeping with the 1992 United Nations Declaration in Rio de Janeiro.” 

The WTO Committee on Trade and Environment is to identify the relationship between trade and 
environmental measures and make appropriate recommendations within the context of open and 
equitable trade. The Committee is expected to present a report at Singapore, but it is unclear 
what the report will include because of the complex issues and divergent views. Members 
generally agree that promoting free trade and environmental protection is not inherently 
contradictory; however, they have not agreed on specific ways to address these issues. Several 
items are under discussion, including ecolabeling programs;'* the relationship between multilateral 
environmental agreements and the WTO; and the effect of environmental measures on market 
access, particularly in relation to developing countries. 


'The United Nations Conference on Environment and Development hosted the "Earth Summit" in 
1992 in Rio de Janeiro, Brazil. 

'*Ecolabeling programs, most of which are voluntary, allow businesses to obtain a label indicating 
a product is environmentally friendly or safe (e.g.. U.S. tuna cans with a "dolphin safe" label). 
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Ecolabeling programs have received a great deal of attention by the Committee. Some members 
believe these programs act as trade barriers, and members have not reached an agreement about 
whether or not ecolabeling programs need greater transparency. USTR firmly believes that all 
forms of ecolabeling are subject to the WTO's Technical Barriers to Trade (TBT) Agreement, 
which requires transparency and public participation when applying product standards. Other 
members, however, have expressed doubts about whether all ecolabeling programs are covered by 
the TBT agreement. USTR anticipates the WTO Committee will need to discuss this and other 
issues after Singapore. 

Trade and Investment Rules 

Investment rules are another topic that could be discussed at Singapore. International investment 
has grown with the globalization of the world economy. Various multilateral and bilateral 
investment agreements exist to help promote an open international investment environment, for 
example the (North American Free Trade Agreement). Still, restrictions on foreign investment 
impede international trade in goods and services because investment and trade are interrelated. 
Therefore the Uruguay Round agreements also addressed investment issues. For example, the 
WTO's Agreement on Trade-Related Investment Measures (TRIMS) and GATS both have rules to 
facilitate market access. However, the United States achieved only some of its Uruguay Round 
objectives for investment issues. The TRIMS agreement is limited to a few selected measures 
that apply only to trade in goods. GATS covers investment practices only in a limited sense, 
through broad provisions concerning the ability to provide a service in a foreign market through a 
commercial presence. Further, GATS covers only specific service sectors, including business 
services and construction and engineering services. 

Countries are debating in which forums to pursue further liberalization in investment. Therefore, 
any Singapore proposals to establish a work program for WTO on investment issues will have to 
take into account negotiations in other forums. Most notable is the OECD, whose members are 
working to establish a Multilateral Agreement on Investment in 1997 that would be open to both 
OECD and non-OECD members. Nevertheless, the EU and Canada favor discussing investment 
rules in the WTO because its membership is larger than the OECD. There is a wide divergence 
of views among other members; some lesser-developed members oppose negotiations in the 
WTO. according to USTR. On the other hand, the United States and other nations would like to 
continue focusing on the OECD negotiations rather than negotiating in the WTO, believing that 
( I ) the OECD has the potential to achieve a higher standard of liberalization (that is, on a par 
with NAFTA and U.S. bilateral investment treaties) than the WTO could and (2) some WTO 
members are not ready for such an agreement. Still, the United States supports creating a modest 
work program to educate WTO members on these issues. 

Trade and Competition Policy 

National competition or antitrust policies of other countries can affect opportunities and benefits 
for U.S. exporters and consumers. For example, price-fixing, market sharing, and other 
monopolistic business practices have been recognized as potential trade barriers. By distorting 
market competition, these practices can diminish market access opportunities, consumer choices, 
and other intended benefits of liberalized trade. Anticompetitive practices can also lead to trade 
disputes. For example, the United States has initiated two WTO dispute settlement proceedings 
against Japan in cases involving photographic films and paper and distribution services. 

The United States and its major trading partners have not reached a consensus on how 
competition policy and the enforcement of antitrust law should be handled within the WTO. One 
issue is whether any possible work program should focus on the practices of private firms or on 
government actions (or the lack thereof) that restrict competition, and/or on both. The EU and 
Japan have recently proposed that competition be added to the WTO program for future work at 
the Singapore ministerial meeting. USTR believes more work and study must occur within the 
U.S. government, including consultation with Congress and the private sector, before determining 
whether any sort of negotiating program in the WTO is appropriate, USTR has emphasized that 
the United States will not accept any initiative in the WTO that would threaten U.S. antitrust or 
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antidumping laws. The United States has participated in creating guidelines and in undertaking 
studies of competition policy issues at the OECD, along with Japan and EU member slates. 

Trade and Labor Standards 


WTO members are currently considering the role of labor standards in the international trade 
regime. The desire to link international trade and labor issues is not new, but labor issues have 
been the province of the International Labor Organization (ILO). a specialized agency of the 
United Nations created in 1919. ILO, whose purpose is to improve working conditions and living 
standards for workers throughout the world, provides a forum for consideration of various labor 
issues including the establishment of core labor standards, which currently vary from country to 
country. 

At the conclusion of the Uruguay Round negotiations, several members, most notably the United 
States and some members of the EU, proposed that labor issues be formally brought into the 
world trading system. However, other WTO member countries in both the developed and the 
developing world have been concerned that mandated international labor standards may either 
inhibit their economic development or act as protectionist barriers to their exports. The United 
States, based on a provision of the Uruguay Round Agreements Act, recommended that the WTO 
establish a working party to examine the relationship between trade and internationally recognized 
worker rights,”’ The U S. proposal does not envision negotiations but seeks to begin discussions 
limited to how core labor standards and trade can be mutually supportive in promoting growth 
and development. Thus far, no consensus currently exists either on bringing labor issues into the 
WTO, or on developing potential linkages between the WTO and ILO, a possible first step. 

Trade and Bribery and Corruption 

The United States has proposed Indirectly addressing bribery and corruption issues at Singapore 
by encouraging WTO members to enhance transparency in government procurement. Bribery and 
corruption increase the cost and risk of conducting business in foreign countries. The difference 
in the way that U.S, and foreign laws treat these activities can also reduce U.S. companies' access 
to foreign markets, For example, U.S. legislation passed in 1977 prohibits U.S, companies from 
engaging in bribery of foreign public officials.” In contrast, some other countries do not have 
criminal penalties for engaging in the bribery of foreign public officials, and in some countries 
businesses are allowed to take tax deductions for bribery expenses. Other multilateral 
organizations have already taken steps to address bribery and corruption, with U.S. 
encouragement. For example, OECD members have agreed to criminalize the acceptance and 
payment of bribes. Members of the Organization of American States have entered into a treaty 
that would make this conduct criminal. The OECD has also recommended that member countries 
eliminate tax deductions for the payment of bribes^ The Association of Southeast Asian 
Nations foreign ministers in a recent forum on the WTO agenda rejected the U.S. proposal to 
include corruption and other "social clauses" that they did not consider trade related. 

The United States is promoting efforts to reduce bribery by foreign companies and government 
officials by encouraging WTO members to sign the Agreement on Government Procurement. To 
date, only 22 industrialized countries, including the United States, have done so; and none of the 
least developed countries are signatories. The provisions of the new agreement, which went into 
effect in 20 countries on January 1, 1996. promote transparency in government procurement 


''’Congress provided guidance for U.S. negotiators in the act by specific reference to 1984 
amendments to the U.S. Generalized System of Preferences legislation. This legislation defined 
internationally recognized worker rights to include (1) the right of association, (2) the right to 
organize and bargain collectively, (3) a minimum age for the employment of children, (4) 
prohibition of forced labor, and (5) acceptable conditions of work. See Public Law 98-573, sec. 
503, Oct. 30, 1984, 19 U.S.C. sec 2462 (a) (4). 


’’See Foreign Corrupt Practices Act of 1977, Public Law 95-213, Dec. 19, 1977, 15 U.S.C. 
sec. 78dd-2. 
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procedures and require that countries not discriminate against foreign or foreign-owned suppliers 
or otherwise allow practices that would preclude competitive procurement. 

ACCESSION OF NEW MEMBERS 


The accession of new members to the WTO is an important part of the WTO's work agenda and 
an issue of great interest to the United States. Although existing WTO members account for 
about 90 percent of world trade, important U.S. trading partners, including China, Taiwan, Saudi 
Arabia, and Russia, are not WTO members. Nonmember states or separate customs territories 
may apply for admission to the WTO. A working party composed of WTO members negotiates 
with the applicant concerning its domestic laws and obligations to join the WTO, a process that 
can require considerable time. For example. China's and Bulgaria's requests for accession date 
from 1986. Separately, applicants may undertake bilateral negotiations with individual WTO 
members over tariff and market access commitments. After these negotiations are concluded, the 
working party submits a Protocol of Accession and a report to the Ministerial Conference for 
approval. Accession is approved by a two-thirds majority vote of WTO members. 

The United States expects the Singapore ministerial meeting to address the broad range of 
accession applications-rather than single out any particular application for attention. USTR 
reports there are 31 countries whose applications for accession have been accepted; active 
negotiations are under way on about 20 of them. Four nations have completed accession 
negotiations since the WTO entered into force.'* 

The United States supports accession of countries capable of and willing to (1) undertake WTO 
obligations and (2) provide commercially viable market access commitments for goods and 
services to the WTO. The United States also uses the negotiations to address outstanding 
bilateral trade issues covered by the WTO. For example, USTR reports that Taiwan” has made 
significant concessions in its bilateral negotiations with the United States over market access, 
services, and government procurement. Nevertheless, significant issues remain outstanding. 

The accession of China to the 'WTO is an issue of intense U.S. interest. China gained observer 
status to the GATT in 1982 and requested accession to the GATT in 1986. The United States 
and other nations have insisted that China's accession be approved on the basis of China's 
willingness to make commercially viable commitments that provide greatly expanded market 
access and ensure compliance with WTO obligations. U.S. -China bilateral negotiations are 
ongoing, and a WTO working party meeting on China's accession is scheduled for October 1996. 


This concludes my statement for the record. Thank you for permitting me to provide you with 
this information. 


(711225) 


'“These are Ecuador, which was admitted as a member in January 1996; Mongolia, which has not 
yet been admitted but whose accession was approved in June; and Bulgaria and Panama, whose 
accession packages were completed in July. 

''’This WTO accession application is formally identified as either "Chinese Taipei " or "The 
Customs Territory of Taiwan, Penghu, Kinmen, and Matsu." 
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STATEMENT FOR THE RECORD 
OF THE 

AMERICAN APPAREL MANUFACTURERS ASSOCIATION 
BEFORE THE 

SUBCOMMITTEE ON TRADE 
OF THE 

COMMITTEE ON WAYS AND MEANS 
U.S. HOUSE OF REPRESENTATIVES 
REGARDING THE 

SINGAPORE MINISTERIAL MEETING 
OF THE 

WORLD TRADE ORGANIZATION 
SEPTEMBER 11, 1996 


The American Apparel Manufacturers Association (AAMA) is strongly opposed to proposals 
offered by representatives of apparel and textile exporting countries that the World Trade 
Organization Ministerial Meeting in Singapore this December should modify the Agreement 
on Textiles and Apparel (ATC) by expediting the phase-out of quotas and the phased 
integration of produCTs. We urge the United States to strongly oppose such a proposal. 
Instead, the United States should insist, if textiles and apparel are to be on the agenda for 
the Singapore Ministerial Meeting, it should be limited to an assessment of the performance 
of all countries in fulfilling their obligations under the ATC, specifically countries opening 
their markets to exports and preventing the type of fraud, circumvention and counterfeiting 
that is common in many countries. 

AAMA is the national trade association of the U.S. apparel industry, representing more than 70 
percent of U.S. apparel production. AAMA members make everything from socks to caps, from 
underwear to shirts and sweaters, to suits and overcoats. While the industry is large, most of 
the companies are relatively small. Most companies have sales under $20 million and many 
have sales under $10 million. There are approximately 850,000 apparel manufaauring jobs in 
the U.S. and almost every state has some apparel employment. Approximately 40% of the 
American apparel workers are minorities and 90% are women. 

The United States textile and apparel industries still are denied effective market access to many 
countries throughout the world, especially countries exporting large quantities of apparel. Many 
of these countries are actively engaged in quota avoidance by illegally transshipping their 
products through third countries. In addition, many of these same countries are violating the 
intelleaual property rights of our members by counterfeiting brand name produas and designs. 
Also, many countries continue to subsidize their textile and apparel industries. 

Representatives of the apparel and textile industries in the European Community and the United 
States recently met and issued a joint statement, outlining the lack of performance by many 
signatories of the ATC and calling for an assessment at the Singapore Ministerial of countries to 
determine if they are fulfilling their obligations under the ATC. A copy of the joint press release 
issued by the three industry groups is attached. 

The United States is diligently complying with its obligations under the ATC and other aspects 
of the Uruguay Round Agreement. Our tariffs are being phased down according to schedule, 
the first round of apparel and textile integration was completed and the subsequent two phases 
were announced. We should demand nothing less from the other signatories of the ATC. 

The ATC became effective only 19 months ago. It took more than seven years to negotiate the 
Uruguay Round Agreements. We do not believe now is the time to alter the basic framework 
of the ATC. We strongly believe, however, now is the time to assess countries' performance 
under the ATC and to insure they are fulfilling their obligations while they are enjoying the 
benefits. 
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SUBCOMMITTEE ON TRADE 
COMMITTEE ON WAYS AND MEANS 

HEARING ON THE WORLD TRADE ORGANIZATION 
SINGAPORE MINISTERIAL MEETING 

STATEMENT OF THE DISTILLED SPIRITS COUNOL 
OF THE UNITED STATES 

The following statement is submitted on behalf of the Distilled Spirits Council of the 
United States, Inc. (DISCUS) for inclusion in the printed record of the Subcommittee's hearing 
on the World Trade Organization (WTO) Singapore ministerial meeting. DISCUS is the national 
trade association which represents U.S. producers, marketers and exporters of distilled spirits. 

I. INTRODUCTION 

Over the past decade, the U.S. distilled spirits industry has become increasingly reliant 
upon exports for its economic well being. Faced with declining consumption of distilled spirits 
in the United States, U.S. companies have intensified their search for new commercial 
opportunities in foreign markets and have adopted global strategies for competing in these 
markets. 

The U.S. distilled spirits industry has supported the efforts of the United States to lower 
global trade barriers and build a strong rules based system for the conduct of international trade. 
The Uruguay Round negotiations produced significant benefits for DISCUS members, including 
substantial reductions in foreign tariff barriers, stronger protection for trademarks, and 
recognition of geographical indications associated with distinctive American spirits. As a result, 
DISCUS actively worked for Congressional approval of the Uruguay Round Agreements and 
supported U.S. participation in the newly created World Trade Organization (WTO). 

U.S. distilled spirits companies have a substantial interest in a fully functional World 
Trade Organization. A strong and effective WTO is needed to preserve the benefits already 
achieved and to provide a framework for securing additional trade liberalization in the future. 

II. OBJECTIVES FOR THE SINGAPORE MINISTERIAL 

In our view, the United States should have two principal objectives for the Ministerial 
conference in Singapore. First and foremost, the United States and the other member countries 
should utilize the meeting to take stock of the work which has been done to get the organization 
up and running since its inception in January 1995. While much already has been accomplished, 
the WTO must have a firm foundation. Ministers should pay particular attention to any problems 
which have arisen with respect to the operation of the WTO's institutions and should be prepared 
to take appropriate decisions in Singapore to resolve them. 

The second principal objecUve of the Singapore conference should be to begin the 
process of building the organization for the future. The WTO must be capable of anticipating 
and addressing the emerging trade issues of tomorrow, while continuing to promote trade 
liberalization today. It is essential that the organization move forward with the work plan agreed 
to at the end of the Uruguay Round, while undertaking the preparatory work necessary to enable 
it to tackle new issues in the future. 

More specifically, 

A. Implementation of the Uruguay Round Agreements 

The Ministers should devote considerable attention to reviewing the implementation of 
the various agreements and understandings reached during the Uruguay Round negotiations. 
Many of these agreements contain notification requirements, implementation schedules and 
transition periods, of all which must be respected if the full benefits of the Uruguay Round 
agreements are to be conveyed to U.S. exporters. In addition, many of the agreements provide 
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for ongoing work programs and periodic reviews of the results achieved. These also must be 
pursued and conducted, as agreed in the negotiations. 

1. Tariffs 

In no area is this more important for the U.S. distilled spirits industry than in the case of 
tariff concessions. In the Round, the Quad countries agreed to eliminate their tariffs on whisky 
and brandy over a period of ten years and to substantially reduce tariffs on other distilled spirits. 
Other participants also agreed to significant reductions, including the establishment of bound 
tariff levels by many developing countries. Ministers should agree to closely monitor these 
commitments, so that the liberalization achieved during the Round is actually put into practice 
and the anticipated benefits for distilled spirits exporters are realized. 

2. Intellectual Property 

The protection of intellectual property is another area of great importance to the U.S. 
distilled spirits industry. As purveyors of brands products, U.S. distillers rely heavily on 
trademarks to protect the substantial investments they make in developing markets for their 
products. The Agreement on Trade Related Intellectual Property (TRIPS) creates concrete 
obligations on the part of WTO members to provide strong and effective protection for 
trademarks and adequate and effective means for trademark owners to enforce their rights. It is 
essential for the distilled spirits industry that these obligations be strictly adhered to by all WTO 
member countries. This is particularly true with respect to the developing countries of Asia and 
Latin America which possess many of the fast growing export markets for U.S. distilled spirits. 

It also is equally important with regard to countries in the process of acceding to the WTO, such 
as Russia and China, where counterfeiting of foreign distilled spirits is rampant and effective 
means for enforcing trademarks do not exist. 

The TRIPS agreement also provides protection for geographical indications for distilled 
spirits and wines. DISCUS strongly supported the inclusion of these provisions as a means of 
securing recognition and protection of uniquely American distilled spirits, such as Bourbon and 
Tennessee Whisky, in foreign markets. The inclusion of these provisions is an excellent 
beginning. However, more can be done within the framework of the agreement to enhance the 
protection provided for these distinctive American distilled spirits. The agreement specifically 
provides for further negotiations to strengthen the protection provided for geographical 
indications. With this in mind, we urge the United States to propose at Singapore that the 
signatories agree to launch negotiations toward est^lishing a register of distinctive distilled 
spirits entitled to protection under the agreement as soon as possible. 

3. Dispute Settlement 

Another important result of the Uruguay Round was the establishment of a stronger and 
more predictable dispute settlement mechanism. The new mechanism has already proven its 
value for the U.S. distilled spirits industry. One of the first complaints brought by the United 
States under the new system was directed at J^ian’s discriminatory system of liquor taxation. To 
our satisfaction, the dispute settlement panel ruled definitively against Japan's discriminatory 
system. Although presently under appeal, we have every expectation that the panel's ruling 
against Japan will be confirmed by the Appellate Body. 

While the WTO's dispute settlement mechanism has produced several rulings in the short 
period of its functioning, the experience with implementing these rulings is just beginning. The 
commitment of member countries to abide by the results of the dispute settlement process is still 
untested. At Singapore, wc recommend that WTO member countries renew their commitment to 
accept the rulings rendered and bring their practices into conformity within the time limits 
envisioned under the system. 
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B. Continued Work on the Built-in Agenda 

A number of the of the Uruguay Round agreements provide for follow-on negotiations 
toward additional liberalization. Several are of particular importance to the distilled spirits 
industry. The agreement on agriculture, for example, provides for new negotiations on additional 
market access commitments beginning five years after implementation, i.e. , in 1 999. Similarly, 
the General Agreement on Trade in Services calls for additional negotiations among signatories 
on new market access commitments within the same time frame. Ministers should draw 
attention to these provisions at Singapore and take the necessary steps to begin the preparations 
for these negotiations, with a view to launching them at the next Ministerial conference in 1998. 

in. ADDITIONAL LIBERALIZATION 

In the Uruguay Round negotiations, the U.S. distilled spirits industry strongly supported 
the reciprocal elimination of tariffs on trade in distilled spirits. U.S. negotiators were successful 
in persuading their Quad partners — the European Union, Canada and Japan - to eliminate tariffs 
on whisky and brandy. However, Japan refused to agree to elimination of tariffs on all other 
distilled spirits, including products of export interest to the United States such as vodka, rum, and 
liqueurs. It also insisted upon a period of ten years for phasing out its tariffs on whisky and 
brandy. In addition, despite the considerable efforts of the United States, other key WTO 
members countries chose not to fully eliminate their tariffs in the distilled spirits sector. 

The Congress wisely included authority in the Uruguay Round Agreements Act for the 
United States Trade Representative (USTR) to use in pursuing the completion of tariff 
elimination in the various sectors identified during the Round. This authority covers the distilled 
spirits sector. We strongly support USTR's cuncnt efforts to use this authority to secure the 
elimination of tariffs on all other distilled spirits, such as "white spirits" and liqueurs, as part of 
the market access package under consideration for the Singapore Ministerial conference. The 
successful conclusion of such a package will send a strong signal that the WTO is capable of 
generating additional trade liberalization with resorting to the launch of another comprehensive, 
time consuming round of global trade negotiations. 

In the run-up to the Singapore Ministerial, we urge USTR to make every effort to secure 
the completion of the Uruguay Round "zero for zero” agreement for distilled spirits. 

Specifically, we seek a commitment from other WTO members to eliminate tariffs on all other 
distilled spirits, such as "white spirits" and liqueurs, in addition to whisky and brandy; an 
agreement to a shorter period than ten years for the phase-out of tariffs on whisky and brandy and 
all other distilled spirits; and a commitment from WTO members not yet prepared to undertake 
tariff elimination to substantially reduce their tariffs on these products. The achievement of total 
tariff elimination in the distilled spirits sector will be of immense benefit to U.S. distilled spirits 
companies. 

IV. ACCESSIONS 

At present, some thirty countries have begun the process of acceding to the WTO. 

Among the applicants are such major trading countries as China, Russia and Taiwan. The entry 
of these countries into the WTO at the earliest possible date is both welcome and desirable. 
However, in certain important respects, these countries’ trade regimes fall far short of meeting 
WTO standards. China, for example, imposes a tariff of 70 percent ad valorem on imported 
distilled spirits, while denying foreign suppliers the opportunity to import and distribute their 
own products with the Chinese market. In addition to assessing exorbitant tariffs, Russia has 
announced plans to impose strict quotas on imported spirits, limiting them to less than five 
percent of the domestic market. Taiwan continues to maintain a domestic monopoly on the 
production, distribution and market of alcohol beverages, although it has indicated its intention to 
significantly liberalize access for imported spirits upon entry into the WTO. 

It is essential that each of these countries fully adhere to the various agreements reached 
in the Uruguay Round and that they provide market access concessions of equal value to those 
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made by WTO members during the Round. They must be required to bring their practices into 
conformity with the rules and obligations of the WTO, and any transition provisions agreed to 
for this purpose should be limited both in time and scope. Otherwise, the basic integrity of the 
WTO will be undermined, and major exporting countries like the United States will fail to 
receive the hill benefit of liberalized access to these important markets. 

V. CONCLUSION 

The Ministerial Conference in Singapore provides the first opportunity for WTO 
members to review the work that has been done to date and to begin to outline the organization's 
agenda for the future. It also provides an important test of the members' commitment to the 
continued liberalization of world trade. By adopting a package of market access measures, 
including tariff elimination for distilled spirits, the WTO can send a strong signal to the 
international business community that is able to provide an effective framework for world trade, 
and a vehicle for achieving for progress toward trade liberalization in the future. DISCUS urges 
the United States to seek to achieve these important objectives in its preparations for and 
participation in the Ministerial Conference. 

Thank you very. 


Sincerely, 



Fred A. Meister 
Prcsident/CEO 
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National Association 
of Manufacturers 

NAM STATEMENT REGARDING THE 
WTO SINGAPORE MINISTERIAL 


The National Association of Manufacturers strongly supported the Uruguay Round 
from incqtdon to conclusion, and, under the assumption that continued market access talks 
would be pursued and successful, also urged Congressional approval of the Uruguay Round 
Agreements in 1994. It was, and still is, NAM’s position that participation in the 
GATT/WTO advances the interests of American manufacturers, and is in the best interest of 
the overall global economy. 

The NAM sees the Singapore Ministerial as an important stock-taking opportunity for 
the WTO. It appears, as the agenda is shaping up, that there are three main areas: 
implementation of the Agreements to date; progress on the WTO’s “built-in agenda” {i.e., 
negotiations in services, telecommunications and the like); and future issues. The latter two 
issues are significant in that they round out the scope of the WTO, offering a more 
comprehensive and transparent international trading system. 

WTO Institution: As Director-General Renato Ruggiero stated last December, the 
WTO’s first year represented an “encouraging start” in terms of implementation and 
administration of the various Uruguay Round agreements. It appears that institutionally, 
great attention was given to sorting out procedural matters and increasing transparency and 
efficiency within the organization. The speed and precise manner with which this has been 
done has fostered a smooth transition from the GATT system and lent credibility to the new 
institution. We encourage continued progress in this area. 

Implementation: Assessing the success of implementation of the terms of the 
Agreements is tougher, in part because certain agreements have only been in effect since the 
first of this year, and in part because many Member countries have not yet complied with 
notification requirements. Recognizing that there are a large number of notification 
requirements (175) included in the Agreements, the NAM still cannot emphasize enough how 
important it is to ensure full and effective implementation of these Agreements. In fact, the 
NAM strongly encourages the General Council to concentrate on basic and full 
implementation of the Agreements, including the requisite notifications, to enforce a sound 
basis for the future viability of the WTO. Without operable and full Agreements compliance 
by all contracting parties, future negotiations, not to mention the Uruguay Round agreements 
themselves, risk being undermined, if not becoming unraveled. 

Dispute Resolution: As demonstrated by the number of dispute settlement cases 
already being addressed within the WTO system, the Dispute Settlement Body (“DSB”) is to 
be commended for the rapidity with which it became operational. The fact that, in the first 
year, twenty-two requests for consultations were notified to the DSB, and three of those 
cases were settled before they reached the panel stage, demonstrates the Member countries’ 
acceptance of, and willingness to operate within, the new system. 
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Accession: The NAM supports and welcomes the accession of new Members to the 
WTO. Clearly, the fact that the WTO had 27 working groups examining new membership 
applications in its first year indicates the seriousness with which the WTO is being taken 
gl^ally, and the U.S. should applaud the efforts and enthusiasm of those countries that have 
worked diligently to meet the criteria necessary for becoming Members of the WTO. 

The NAM is also adamant, however, that new membership only be awarded when an 
applicant demonstrates a genuine capacity to accept and comply with ail the responsibilities 
attendant to being a WTO Member. The framework that has been negotiated so 
painstakingly over the years is one that 120 countries have agreed to abide by, and its 
integrity must not be compromised. Any country that demonstrates an unflagging 
commitment to, and understanding of, its global responsibilities will be wholeheartedly 
welcomed into the WTO, by the international community, and certainly by U.S. 
manufacturers. The NAM would also strongly recommend that access negotiations include a 
commitment by the acceding country, not only to current zero for zero tariff commitments, 
but also to the negotiation of, if not an actual commitment to, new zero for zero tariff 
agreements. 

Market Acce.ss: One of the most significant achievements of the Uruguay Round 
agreements for U.S. manufacturers was the substantial tariff reductions worldwide that were 
pledged, including reciprocal tariff eliminations by our major trading partners in a number of 
zero for zero sectors. 

While substantial gains were realized, the NAM stated in 1994, and strongly reiterates 
today, that market access provisions must continue to be improved, with an eye specifically 
to tariff reduction acceleration. For example, in some zero for zero sectors, such as paper, 
tariffs are scheduled to be eliminated in 10 years, rather than five. The U.S. paper industry 
seeks accelerated elimination of tariffs on all wood and paper products within five years. 

The NAM also supports a successful conclusion of the current negotiations on the 
Information Technology Agreement (“ITA”), which will hopefully produce WTO-wide 
reciprocal tariff elimination for Information/Communications Technologies (ICT) product 
groups. Finally, the NAM strongly suggests that the WTO Ministerial commit to a standstill 
agreement such that current negotiated tariffs are not increased above 1996 applied rates 
pending the negotiation of new multilaterally-acceptable tariffs. 

Trade and Investment: Unlike trade, there are relatively few multilateral rules or 
disciplines governing investment. This situation does not comport with the reality of 
increasingly global markets. A physical presence is often a pre-requisite for conducting 
business in many parts of the world. Manufacturers therefore need a state-of-the-art 
investment agreement addressing such issues as the right to establishment, performance 
requirements, and investment related transfers, among others. 

The NAM strongly supports the completion of a Multilateral Agreement on 
Investment (MAI) in the OECD, followed in short order by comprehensive discussions in the 
WTO. The MAI should at all times remain open to non-member countries. 
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Trade and the Environment: The NAM believes that the pursuit of environmental 
objectives and international trade ate mutually supportive. However, the NAM also 
subscribes to the principle that individual countries should not use unilateral trade measures 
or sanctions for environmental purposes, especially when such measures are used to address 
environmental problems outside the jurisdiction of the importing country. 

Where environmental problems are of a transboundary/global nature, the NAM favors 
the negotiation of international environmental agreements (MEAs), which may under certain 
limited circumstances incorporate trade measures. Most importantly for manufacturers, the 
multilateral trade rules should not allow import restrictions or other trade measures based on 
the maimer in which products are manufactured or produced. A criteiia-based approach 
which would carve out an exception for MEAs under clearly defined circumstances should be 
a priority in Singapore. 

Trade and I.ahor: The NAM firmly opposes a discussion of this issue at the WTO 
and any attempts to adopt a WTO “social clause.” The International Labor Organization 
remains the most appropriate forum for international labor standards issues. At best, 
discussion of this issue in Singapore will prove extremely divisive and detract from the 
attainment of other more pressing U.S. objectives. 

Competition Policy: The NAM recognizes the linkage between market access on 
trade and competition policy. That being said, considerable efforts need to be undertaken 
before this issue will be ripe for formal negotiations, given the divergence regarding 
competition policy among developed countries and its virtual non-existence in the developing 
world. The complexity of this area merits thorough examination both domestically and 
internationally before serious negotiations are pursued. 

Bribery and Corruption: The corrosive effect of corruption and bribery in 
international transactions can no longer be ignored. The NAM supports a multi-faceted 
strategy to combat bribery and corruption, which should include the following measures: 
extending the plurilateral Government Procurement Agreement (GPA); upgrading the 
transparency provisions of the GPA; ensuring that the award of procurement contracts be 
made contingent upon commitments to refrain from bribery; implementing the OECD 
recommendation to eliminate tax deductibility for bribery payments; and ensuring that the 
OECD recommendations become part of both existing and plaimed regional trade initiatives. 

It is recognized that in most countries this strategy will likely require specific changes in 
domestic law regarding preventative and enforcement measures. 

Regional Trade Agreements: The NAM supports the formation, in February, 1996, 
of the WTO Committee on Regional Trade Agreements. While NAM believes that the most 
effective and efficient basis upon which to conduct trading relations is through systems that 
enhance the role of ffee marimt forces, the NAM also supports examining the systematic 
implications of regional agreements to the multilateral system. 

Regional agreements can, by their very nature, raise the level and detail of mutually 
acceptable trade parameters, which can establish strong precedents for future mult^teral 
negotiations. However, inconsistency between a regional grouping and the WTO is 
potentially likely to detract from the overall WTO framework, and therefore all agreements 
should be consistent with the current WTO understanding. 


NAM International Trade Policy Committee 
June 5, 1996 
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STATEMENT OF POLAROID CORPORATION 
BEFORE THE TRADE SUBCOMMITTEE OF 
THE HOUSE COMMITTEE ON WAYS AND MEANS 
REGARDING THE WTO SINGAPORE MINISTERIAL 


This statement is filed by Polaroid Corporation (“Polaroid”), headquartered in 
Cambridge, Massachusetts, in response to the August 13, 1996, House Ways and Means 
Committee invitation for public comments relating to Trade Subcommittee hearings on 
the World Trade Organization (“WTO”) Singapore Ministerial meeting. 

This statement underscores the company’s priority in seeing that the AVTO 
Ministerial reaches a market access liberalization agreement which includes the 
reciprocal elimination of tariffs (so-called “zero-for-zero”) on camera and photographic 
parts and accessories (U.S. HTS 9006.91 and 9006.99). 

II. ABOUT f OLARQID CQR FQ RATIQ N 

Polaroid, based in Cambridge, Massachusetts, has annual sales of over $2 billion 
and invests over $150 million annually in research and development. Polaroid is the 
world’s largest supplier of instant photographic equipment, including instant cameras and 
instant print film. Roughly 60 percent of Polaroid’s sales are for industrial and business 
markets (e.g., ID systems, hospitals) while the remaining is for the retail consumer 
market. Polaroid’s products are sold in over 150 countries through Polaroid’s wholly- 
owned subsidiaries, independent distributors, and joint ventures in China, India and 
Russia. The company manufactures instant print film in Waltham, Massachusetts, as well 
as Mexico, the United Kingdom (Scotland), and the Netherlands. Polaroid produces 
instant cameras in Norwood, Massachusetts, the United Kingdom. China, India and 
Russia. All of the company’s instant film produced abroad contains an average of 50 
percent value of U.S. origin components. Thus, expanded operations abroad benefit both 
the home country and U.S. exports. 

in. POLAROID’S WTO MINISTERIAL GOAL 

The Subcommittee hearings will address, inter alia, “further market liberalization 
in selected areas....” In this context, Polaroid is hopeful that the WTO Ministerial will 
result in a zero-for-zero agreement on camera and photographic parts and components 
(HTS Nos. 9006.91 and 9006.99). 

IV. SUPPORTING REASONS 

First, Section 1 1 1 (b)(1)(B) of the URAA authorizes the President to proclaim 
accelerated reduction in U.S. tariffs on imported products “contained in a tariff category 
that was the subject of reciprocal duty elimination... during the Uruguay Round of 
multilateral trade negotiations...” Camera components and accessories fall within 
Chapter 90 of the Harmonized Tariff System, and thus are classified within a “tariff 
category” where a significant number of items (48 percent of Chapter 90 tariff headings) 
were subject to duty elimination in the Uruguay Round. Within the more narrow four- 
digit tariff heading that photographic components fall under (HTS 9006 -- “photographic 
cameras; photographic flashlight apparatus and flashbulbs...”), 15 out of 22 tariff product 
lines call for complete U.S. duty elimination. 

Secondly, the Statement of Administrative Action (“SAA”) implementing the 
Uruguay Round Agreement provides interpretive guidance relevant to the priority sectors 
governing “zero-for-zero” tariff elimination, including electronics . Cameras and 
photographic parts and accessories clearly fall within the definition of “electronics” since 
the overwhelming trade in these two categories includes such electronic products as 
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camera shutters and diaphragms, shutter releases and photographic flashlights and 
flashbulb apparatus. 

Thirdly, a flexible interpretation of the President’s Proclamation authority in this 
specific area is appropriate in view of the nonH:ontroversial nature of the request. The 
National Association of Photographic Manufacturers (“NAPM”) supports Polaroid’s 
“zero-for-zero” initiative “because of the significant benefits it would bring to the U.S. 
photographic industry”. Moreover, both the EU and Japanese delegations support zero- 
for-zero on these items. 

Lastly, in light of the Proclamation authority empowered by the Congress to the 
Executive Branch pursuant to Section 115 of the URAA, a 60-day consultation period 
with the House Commince on Ways and Means and Senate Committee on Finance vrill 
be initiated prior to the time the President exercises his Proclamation authority. This 
consultation is an important aspect of Congress’s prerogative to review the tariff cuts and 
accelerated staging proposed by the President. In view of the U.S. industry support and 
plurilateral appeal of the proposal, there is no reason to believe the Trade Committees 
would oppose Polaroid’s initiative in this area. 

V. CAMERA AND PHOTOGRAPHIC PARTS AND ACCESSORIES . 

A. Product Descriptions . 

Covered under HTS 9006.91 (“parts and accessories, for cameras”) are parts 
required for all photographic cameras and camera accessories — i.e., camera bodies, 
bellows, tripods, ball and socket mounting heads, shutters and diaphragms, shutter 
(including delayed action) releases; maga^nes for plates or films; and lens hoods. 
Products covered under HTS 9006.99 (“parts and accessories, other”) include parts and 
accessories for photographic flashlight and flashbulb apparatus. 

Most goods failing under HTS 9006.91 and 9006.99 are not finished products but 
rather components and intermediate products with final end-use in the assembly of 
finished cameras. Though U.S. production of finished cameras is minimal, U.S. camera 
component production and exports are significant. In 1995, U.S. exports of photographic 
parts and accessories (classified under HTS 9006.91 and 9006.99) were valued at over 
$200 million, compared to $130 million in 1990. Demand for U.S. -sourced components 
is high, especially with shifting camera production to destinations such as Europe. East 
Asia and Southeast Asia. For example, Polaroid Corporation alone exports over $60 
million annually of U.S. -origin components for finished cameras produced at its facility 
in Scotland. 

B. lU .-EIJ Tariffs and Uruguay Round Market Access Offers . 

Current EU tariff rates on photographic components are 5.1 percent and 4.0 
percent for HTS 9006.91 and 9006.99, respectively — see table below. By comparison, 
U.S. rates are 5.8 percent and 3.9 percent for HTS 9006.91 and 9006.99, respectively. 
However, whereas U.S. duties will remain unchanged as a result of the Uruguay Round, 
EU duties will be reduced in equal annual installments to final rates of 3.7 percent and 3.2 
percent by January 1 , 1 999. 

U.S. and EU TarifT Ratn and Final WTO Bindings 
for HTS 9006.91 and 9006.99 
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C. APEC Tariffs and Uruguay Round Market Access Offers . 

Current APEC tariffs on parts and components falling under HTS 9006.91 and 
9006.99 range from duty-free (e.g., Malaysia) to 30 percent (e.g., Indonesia). Parts and 
accessories tariffs are especially high in countries with growing camera assembly and 
manufacturing industries (e.g., Thailand and Indonesia). These markets have high- 
growth potential for U.S. components exports. 

The results of the Uruguay Round of multilateral trade negotiations will not 
improve market access for U.S. parts and accessories exports to APEC markets. Current 
APEC tariffs are already at or below the final WTO bound rates effective in 1999 for all 
APEC members, including the U.S. Japan and Canada bound part or all of their tariff 
lines falling under HTS 9006.91 and 9006.99 at current duty-fi^e levels, but these market 
access offers were the exception rather than tlw norm. China and Taiwan are not WTO 
members, though they are in the process of applying. 
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THE 

PRO 

TRADE 

GROUP 


September 24, 1996 


Phillip D. Mosely 
Chief of Staff 

Committee on Ways and Means 
U.S. House of Representatives 
1 102 Longworth House Office Building 
Washington, DC 20515 

Dear Mr Mosely; 

This is a posthearing submission filed in connection with our appearance at the Subcommittee 
on Trade’s September 11, 1996 hearing on the forthcoming World Trade Organization (WTO) 
Ministerial Meeting We respectfiiUy request that this post-hearing submission, which focuses on the 
WTO’s dispute resolution mechanism, be included in the record of this hearing 

As requested, we enclose an originai and six (6) copies of this submission 

Sincerely, 
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DISPUTE RESOLUTION UNDER THE WTO - 
ITS mSTORY. PROCEDURES AND FUTURE 

OUTLINE 


I. DIFFERENCES BETWEEN THE WTO AND EARLIER DISPUTE 
RESOLUTION REGIMES 

1 . Essential Orientation — From Negotiated Solutions Toward 
an Adjudicative Approach 

2. Scope and Timetables 

3. Range of Remedies 

4. Role of Private Parties 

5. Differences Between GATT & WTO Procedures 

n. ANTICIPATING THE FUTURE UNDER THE WTO SYSTEM 

A THE ROLES OF PRIVATE PARTIES IN DISPUTE RESOLUTION 

1 . The Philosophical Background 

2. The Possible Role of Private Parties in the WTO Dispute 
Resolution Process 

3 . The Role of Lawyers Vis-a-Vis the WTO 

B. STANDARD OF REVIEW 

C. COMPLIANCE WITH WTO DECISIONS 

1 . The Dole Amendment under U. S. Law 

2. The Implications of the SOFTWOOD LUMBER Dispute 

3 . Inherent Risks in the WTO Process 

D. IMPLICATIONS OF THE SINGAPORE MINISTERIAL 
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INTRODUCTION 

The following discussion represents a preliminary draft of a paper being prepared for 
publication later this year in cooperation with James Holbein, the U S. NAFTA Secretary. It’s 
purpose is to provide an overview of the negotiating history of the World Trade Organization’s 
Dispute Resolution provisions, to compare these provisions with earlier international dispute 
resolution regimes and, finally, to discuss issues which we anticipate may result from their 
implementation. This paper was presented by Mr. Aitken to the Inter-Pacific Bar Association at it 
May 4, 1996 Annual Meeting in Manilla 

I. DIFFERENCES BETWEEN THE WTO AND EARLIER DISPUTE 
RESOLTION REGIMES 

1. Essential Orientation - From Negotiated Solutions 
Toward an Adjudicative Approach 

1 . A fundamental difference exists between the WTO dispute 
resolution regime and its North American counterparts. This is in that the WTO aims at an 
adjudicative process rather than negotiated solutions. As Reisman and Weidman noted: 

“Compared to the automaticity and rigidity in the 
general DRM [dispute resolution mechanism] of the 
WTO, [the] CFTA and NAFTA have looser, swifter 
procedures, aimed at relatively rough-hewn 
solutions. Rejecting elaborate sequential 
procedures, these North American Agreements 
essentially assign the legal issue to a panel of five 
individuals. If the panel upholds the complaint, the 
agreements then a portion responsibility to resolve 
the conflict solely to the patties, themselves, without 
legalistic supervision of the resulting political 
interplay”' 

2. Essentially, the WTO process attempts to move fi^om the previous 
model of a mixture of legal and diplomatic methods to a system that is more institutionalized and 
judicialized. This reflects the need to render decisions for a far greater number of parties 

2. Scope and Timetables 

1 . The NAFTA and WTO regimes do not differ fundamentally in 
scope, but differ substantially in their timetables. A highly contested WTO dispute could take 
four times larger to resolve than a NAFTA dispute — 31 or 32 months vs. 8 months.' 

3. Ranee of Remedies 

1. The WTO and NAFTA regimes offer comparable remedies for 
disputes involving alleged treaty violations. For other disputes, the WTO severely constrains the 
range of available remedies, and, further, creates obstacles to reaching a resolution. For example, 
if the WTO panel or the Appellate Body do not find an express violation, then the responding 
Party cannot be obliged to remove or remedy the action or measure complained of without its 
consent.’ This limitation does not exist in the NAFTA system. 


Reisman and Weidman, id. at 21. 

See Reisman and Weidman, id. at 22. 

See the Agreements dispute resolution provisions, footnote 1 4, par. 26. 
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4. Role of Private Parties 

1 . As discussed below, the WTO contrasts markedly with the NAFT A 
in that the NAFTA explicitly provides a role for private parties in certain disputes while the WTO 
does not. However, this issue is likely to evolve 

2. As indicated, both the CFTA and NAFTA dispute resolution 
regimes explicitly contemplated a role for private parties in disputes, eg, arising from 
antidumping and subsidy cases. That is not the case under the WTO system The possible 
evolution of this system towards one in which private parties is discussed below 

5. Differences Between GATT A WTO Procedures 

1 . The Uruguay Round Agreement under the GATT would alter the 
dispute resolution mechanism. Under the WTO, the procedure to resolve disputes among 
contracting parties would be changed in ways designed to make it easier to use, more expeditious, 
and more sure to arrive at an outcome 

2 Under GATT 94, dispute resolution is based on Articles XXII and 
XXni. They establish a procedure for members to take complaints before a neutral panel with 
expertise on such matters and to receive a ruling on the dispute 

3. Art. 22 deals with consultations and Art 23 deals with panel 
establishment. The understanding on Rules and Procedures Governing the Settlement of Disputes 
addresses certain problems in applying Articles XXII and XXIIl Under the WTO mechanism, 
dispute settlement proceeds in much the same fashion as under the GATT Dispute procedures 
may be invoked where a member alleges that a measure violates a WTO agreement or that a non- 
violative measures, nullifies or impairs benefits under an agreement 

4 A number of differences exist between former procedures and the 
WTO. First, the scope of the disputes subject to the dispute settlement mechanism is widened to 
include services and intellectual property rights, in addition to goods Plurilateral agreements 
under the WTO dealing with civil aircraft, government procurement, apd bovine meat also would 
be covered, provided that parties to those agreements concur 

5. The second, and the most important difference is that consensus is 
no longer required to approve a panel decision. Under former GATT procedures all reports are 
adopted by a consensus. In the past, this meant that one country could block an adoption of the 
panel report. Under the WTO, all panel reports are adopted automatically unless the Dispute 
Resolution Body agrees not to This automaticity in procedures can also be seen in establishment 
of panels. (Understanding 6 1) 

6 Third, other differences in the dispute settlement mechanism include 
a time-controlled consultation process and expeditious forming of panels If consultations fail to 
settle a dispute within 60 days, the complaining party may request a panel establishment 

7. Also, under the WTO, a final panel report would be provided to the 
parties no later than sbc months (three months in the case of an emergency) after the panel is 
composed. The report will then be issued to the members after which no action could be taken 
for 20 days. Within 60 days after the report was issued, the Dispute Settlement Body will adopt 
the report or decide by consensus not to adopt it. 

8. Also, under the WTO, an appellate body is established. The 
appellate body consists of seven persons, three of whom will serve in any one case Decisions are 
required within 60 to 90 days, depending on the case. Therefore, under the WTO, one case will 
not exceed 9 months from the establishment of a panel, and 12 months with an appeal. This is 
shorter than 1 5 months specified under the GATT. 
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9. The WTO dispute settlement procedure also tightens the 
implementation and compensation aspects of dispute settlement. The party which must inform the 
Dispute Settlement Body of its intention to implement the report within 30 days from the 
adoption of a report. If the reports recommendation or rulings are not implemented within a 
reasonable period of time, the responding party, if requested, must enter into negotiations over a 
mutuaUy agreeable compensation scheme. If no compensation scheme can be devised, the 
complainant has the right to request authorization to retaliate. The retaliation, however, would 
have to be the same amount as the impact of the measure at issue. However, as noted above, a 
highly contested WTO dispute can take substantially longer than the timetables discussed here. 

n. ANTICIPATING THE FUTURE UNDER THE WTO .SYSTEM 

A. THE AOLE OF PRIVATE PARTIES IN DISPUTE RESOLUTION 

1. The Philosophical Background 

1 . With regard to illicit or unfair trade practices, individuals are 
generally excluded from international dispute-settlement procedures such as those which are used 
under GATT. The same is true for the various dispute settlement arrangements which the 
Community has agreed to in its bi- and multi-lateral agreements.* 

2. Thus, with regard to foreign practices, individuals are limited to the 
classical remedy in essence, lobbying for diplomatic protection by their home states Having 
exhausted all local remedies within the legal order of foreign states, individuals may ask their own 
government to intervene on their behalf in order to eliminate those practices.’ 

3. However, when governments and business firms desire greater 
predictability of national government economic actions in an increasingly interdependent world, 
and greater balance and equality in actual implementation of negotiated international rules on 
economic matters, these factors could lead governments to be willing to accept some sort of a 
mechanism by which individual citizens or firms could appeal directly to an international body like 
the GATT to determine whether a government obligated under the GATT or one of its codes has 
taken an action that is inconsistent with its international obligations.* Thus, it may be said that the 
effective participation of individuals would be at least a valuable tool in the hands of governments 
trying to counter any form of those non-transparent foreign administrative trade practices which 
have become a major problem in the international trading system ’ 


Meinhard Hilf, International Trade Disputes and the Individual: Private Party 
Involvement in National and International Procedures Regarding Unfair Foreign 
Trade Practices, in. Protectionism and Structural Adjustment, at 281, citing 
Partsch, Individuals in International Law, in: Bernhardt (ed ), Encyclopedia of 
Public International Law (EPIL), Instalment 8 (1985), S. 316 et seq. and 
Matscher, Standing Before International Courts and Tribunals, in: Bernhardt (ed ), 
EPIL, Instalment 1 (1981), 191 et seq and Harmum, Guide to International 
Human Rights Practice (1984) with a list of the various procedures open to 
individuals. For fijrther details M. Hilf, Europaische Gemeinschafren und 
Internationale Streitbeilegung, in: Festschrift Mosler (1983), 387 et seq. 

Hilf, 281. 

John H. Jackson, Jean-Victor Louis & Mitsuo Matsushita, Implementing the 
Tokyo Round: National Constitutions and International Economic Rules 207-209 
(1984). 

Hilif 281 (citing E.-U. Petersmann, International and European foreign Trade Law: 
GATT Dispute Settlement Proceedings Against the EEC, 22 CML Review. 

(1985), 441, 483). 
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4. Increased legalization of international trade, which would 

necessarily flow from private participation, is welcomed by a number of observers, whereas it is 
feared by others. In particular, there are no reliable estimates as to the long-term benefits of a 
more legalized system.* From a lawyer’s perspective a rather positive attitude towards a more 
rule-oriented world trading system should prevail Judicial activism of individuals will not 
necessarily influence or even dominate actual commercial policy and a more rule-oriented trade 
policy will only mean that individual interests are taken into account according to clearly pre- 
established administrative or judicial procedures. 

2 . The Pos.sible Role of Private Parlies in the WTO Dispute 

Resolution Process 

1 . During the Uruguay Round negotiations, Singapore proposed that 
private parties (persons and companies) be afforded rights through domestic law to have their 
interests considered in hearings, decisions and implementation of dispute resolution However, 
the proposal did not progress far since many countries did not wish to broaden the GATT’s 
essential character beyond that of agreement between states ’ 

2. In the Spring of 1995, certain U S. industry groups proposed to 
U.S. government oflBcials that private parties be afforded a role in the WTO dispute resolution 
process. It appears highly unlikely that a formal role could result from WTO implementation — 
this concept was considered and passed over during the negotiations Yet is conceivable that a 
formal advisory mechanism could be established, perhaps at the national level A model for this 
exists in the United States, where so-called “Industry-Sector Advisory Committees” (ISACs) exist 
to afford private firms access to confidential governmental information and to obtain their 
comments ISACS exist to aid the U.S government regarding its trade negotiations. 

3. Theoretically, private participation in trade policy procedures may 
serve to increase the effectiveness of government administration of those instruments It also 
provides private parties affected by unftir trade practices a subjective right to complain and to 
participate in the decision-making procedures.'® Thus, individual interests are but one element of 
the general public interests to be considered by the relevant authorities in foreign trade decision- 
making. Is there nevertheless any legal obligation for the government to provide for active private 
involvement in the decision-making process? Such an obligation may be derived from 
international law or from national legal systems." 

4. Under international law, one may well find some obligations of 
contracting states - as is stated in Art. X:(b) of the GATT to “maintain, or institute as soon as 
practicable, judicial, arbitral or administrative tribunals or procedures for the purpose, inter alia, of 
the promotion of review and correction of administrative action relating to customs matters” 

This article is related only to custom matters. Similar obligation can be found in Art. 2 of the 
Subsidies Code.'* 


5. Both U.S. -Canada Free Trade Agreement and the North American 
Free Trade Agreement contain a unique procedure for international dispute settlement on issues 
of antidumping and countervailing duties The procedures essentially allow private parties in each 
contracting party nation to appeal national administrative determinations on these subjects to a bi- 


® Id. 

’ See Reshaping the World Trading System by John Croone, (WTO, 1 995) at p. 
265. 

Hilf, 281. 

" Hilf, 282 

Hilf, 282. 
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national tribunal for determination, in lieu of appeal procedures in the national courts. The 
tribunals findings are supposed to be directly implemented in the jurisprudence of each nation.'^ 

6. Under European Community and its national law, ex-post- 
protection is the general rule. Individuals are entitled to administrative or judicial relief if their 
interests are affected by public action. This protection is often insufficient, however, especially in 
foreign trade matters. Individuals may be moved to petition their own government to take 
protective measures on their behalf In addition, they may have a legitimate interest to intervene 
or to participate somehow in the decision-making procedure before certain trade measures are 
taken. Such an interest seems to be predominant, if an ex-post-protection would be insufficient to 
remedy all the injury which might have been cause to private interests. 

7. Even in the absence of constitutional obligations, a close look at 
national and constitutional law shows a strong trend towards private involvement in foreign trade 
decision-making. Jackson” has listed fourteen major U S. import trade regulations which provide 
for various degrees of procedural involvement. The more important ones are the procedures 
concerning escape-clauses, antidumping and countervailing duties, unfair practices in import trade 
and the procedure concerning unfair trade practices of foreign governments Some observers 
think ~ according to Jackson — that these complex procedures reflect the state of the “litigious 
society” which the United States are considered to be 

8. In the European Community - influenced by the American example 
- some similar procedures have been adopted. The more important ones are the common rules 
for imports and exports and especially the antidumping/antisubsidy regulations and the regulations 
on the strengthening of the common commercial policy, particularly with regard to protection 
against illicit commercial practices (the “New Instrument”). The very title of the latter instrument 
indicates the main objective of this regulation to strengthen the common commercial policy, to 
serve the objective interests represented by the institutions involved in order to ensure the full 
exercise of the rights of the Community. It is not intended to serve individual interests in 
particular.” 


9. However, the GATT rules for substantive and procedural “due 
process” in the administration of national trade laws do not appear to be based on a mutually 
consistent “legal policy A comparison of the various Tokyo Round agreements, for instance, 
reveals large differences among their various trade policy procedures The Customs Valuation 
Codes grants comprehensive guarantees of procedural “due process” while other agreements are 
vague or have no provisions at all on individual rights of appeal and judicial review. 

10. By contrast, the Subsidy Code and the Antidumping Code set out 
detailed rules on domestic antidumping and countervailing duty proceedings without making 
provision for rights of appeal and judicial review. This omission seems particularly unwarranted 
in view of the fact that the number of antidumping and countervailing duty proceedings has 
rapidly increased since the adoption of the 1979 GATT Antidumping Agreement (eg., over 600 
cases in the USA fi'om 1980 through 1986) and judicial review of antidumping and countervailing 


NAFTA Article 1904 § 5,7. 

Hilf, 282. 

J.H. Jackson, Perspectives on the Jurisprudence of International Trade: Costs and 
Benefits of Legal Procedures in the United States, 82 Michigan Law Review 
(1984), 1570, 1584. 

Id. 1570. 

Hilf, 285. 

Petersmann, 82. 
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duty determinations is now available in most OECD countries, albeit with important differences in 
major trading countries.” 

1 1 Government regulation of transnational trade transactions has 
become the most regulated area of many national economies The international and national 
foreign trade rules and procedures are ultimately designed to promote efficient decentralized 
economic decisions of individual economic agents and also increasingly recognize individual rights 
of private traders and producers. There is a rapidly rising number of court decisions on the 
protection of these individual rights in customs, licensing, antidumping, countervailing duty and 
other foreign trade proceedings in the European Community. “ 

12. However, in Practice, domestic foreign trade laws sometimes 
confer individual rights to import protection on domestic industries interested in import 
restrictions, but hardly even recognize individual rights to trade liberalization. And they tend to 
focus one-sidedly on “injury to domestic producers’’ without balancing these producer interests 
against the gains from trade to consumers. As a result of these various “protectionist biases” in 
national trade policy procedures, discretionary government powers risk to be captured by special 
interest groups (e g., of politicians, bureaucrats and import-competing producers) and to be 
abused to advance protectionist group interests at the expense of the “public interest”.^' 

13 But is it compatible with the obligation of governments to serve the 
“public interest” that the safeguard clauses of GATT as well as of domestic producers” (Article 
XTX) without a “public interest proviso” requiring a balancing of the protectionist self-interests of 
import-competing producers against the liberal interests of consumers, taxpayers, export 
industries and the public interest at large “ 

14. Allowing private traders to institute legal proceedings against 
foreign governments before a GATT “supercourt” are hardly realistic means of extending the rule 
of law over foreign trade.” Jackson’s proposal “to accept some sort of a mechanism by which 
individual citizens or firms could appeal directly to an international body like the GATT to 
determine whether it is a inconsistent with its international obligations”” has been criticized on 
several grounds. Tumir has voiced the fear that securing direct access of private persons to the 
international GATT dispute settlement procedures “would be destructive of international order, 
crippling diplomacy be bringing into a head-on conflict with the national judicial process, the 
effort should be directed to securing more perfect national justiciability of the personal rights 


Id. at 83, referring E.A Vermulst, Antidumping Law and Practice in the United 
States and the European Communities, 1987, H C. von Heydebrand und der Lasa, 
Der gerichtliche Rechtsschutz bei der EinJuhr gedumpter Handelsware in den USA 
und der EWG, 1986; BeselerAVilliams, Antidumping and Antisubsidy law: The 
European Communities, 1986. 

Petersmarm, 84 (citing the 1983 FEDIOL judgement, E.C.R. 1983, 2913 and the 
1984 Allied corporation judgment, E.C.R. 1984, 1005 which have opened up a 
comprehensive system of judicial review of antidumping determinations enabling 
complainants, foreign exporters and producers who have participated in the 
investigation, related importers, member states and E C. institutions to challenge 
antidumping determinations by means of “direct actions” under Article 173 of the 
EEC Treaty). 

Emst-Ulrich Petersmarm, Possibilities and Problems of Making GATT Rules 
Effective in Domestic Legal Systems. 

Petersmann, at 84. 

Petersmann, at 1 10. 

Jackson/Lois/Matsushita, pp. 140. 
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which it is the ultimate function of international agreements to protect” The issue before WTO 
remain the same. 


15. Additionally, according to Trimble, “the future of effective 
international rule making lies in more extensive involvement of domestic political institutions, not 
in the impartial dispensations of an international court” because all law-making authority must be 
politically accountable to representative democratic control and must rest on the “consent of the 
governed.”" 


16. Furthermore, it is not clear that international litigation to enforce 
rules will even serve to promote and open trading system. In theory it may sound desirable. U.S. 
exporters could strike down Japanese Quotas maintained in violation of Article XI of the GATT. 
A German exporter of speciality steel could sue to force U.S revocation of escape clause relief 
recently granted to the specialty steel industry. There is no problem for free trade as long as the 
suit is brought against an inefficient producer hiding behind an illegal practice.” On the other 
hand, suits by competitors to enforce rules against “unfair” actions (like subsides) are just as 
likely. Thus, the threatened U.S. steel industry could sue to halt illegal Brazilian subsidies. Such 
litigation may simply lead the defendant government to do whatever is necessary to stop the 
lawsuit, and not necessarily to change its practices to conform to the rules Even if one believes 
the classic argument that subsidization (or dumping) is unfair, and therefore ought to be 
eliminated, the range of opinion among nations about subsidies and dumping is so wide, and the 
practices subject to attack so entrenched, that it seems extremely doubtfiil that litigation to 
resolve the differences of opinion would be tolerated. Therefore, domestic adjudication may offer 
a more acceptable means of clarifying the often vague GATT (WTO) provisions (eg. on subsidies 
and countervailing duties) than an international “supercourt” The risk of differing national 
interpretations and uneven domestic implementation does not pose much of a problem from a 
liberal perspective which links the national gains from trade to a country’s own trade liberalization 
and less to the reciprocal trade liberalization of foreign countries." The result of domestic 
litigation by the steel industry has been the effective cartelization of world steel trade through 
“voluntary" restraint agreements The likely result of establishing a supercourt would simply be 
more “voluntary” agreements, serving protectionist rather than free trade objectives The "high 
degree of legalization” of this system has itself been seen by some observers as a non tariff 
barrier." 


3. The Role of Lawyers Vis-a-Vis the WTO 

1 . Irrespective of the foregoing, both governments participating in the 
WTO dispute resolution process, and firms potentially affected by these negotiations, are likely to 
rely on the expertise of outside counsel. This certainly has been the case in such cases as the EC 
challenge of the U.S. automotive tax regimes and in the current dispute over EC market access 
for imported bananas. Clearly, counsel with an understanding of the nuances of the dispute, and 
of WTO procedures, can add value to their clients who may be participating in, or affected, by 
these disputes. 

B. STANDARD OF REVIEW 


J. Tumir, Conceptions of the International Economic and Legal Order, in The 
World Economy 1985, pp 85, 87. 

Philip R. Thimble, International Trade and the Rule of Law, 83 Mich. L Rev. 1020 
(1985) (book review of J. Jackson, J Louis & M. Matsushita, Implementing the 
Tokyo Round: National Constitutions and International Economic Rules (1984). 
Reprinted by permission of the Michigan Law Review Association. 

Id. at 1016, 1026. 

Petersmann, at 110, FN12L 


Id. 
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1 . It probably is inevitable that dispute resolution panels will attempt to define 
their roles. In a series of CFTA and NAFTA panels, the issue of standard of review has been 
discussed, with varying results Some panels may determine that the panel should afford great 
deference to governmental bodes by adopting a standard of review that only “patently 
unreasonable” governmental actions are properly reviewable. Other panels may adopt a standard 
of review that affords much less deference to the entity whose actions are under review.” 

2. U S. firms seek certainty and predictability fi'om trade case decisions. If 
only in integrity of the decisions of the US Department of Commerce and the US International 
Trade Commission were at stake, then U S. firms might seek a WTO standard of review that 
affords great deference to administrative tribunals. However, in countries such as Canada, there 
is not the tradition of legislative history which exists in the United States and which helps dispute 
resolution panelists to determine whether particular administrative decisions have been arbitrary 
Therefore, in the interests of both transparency and predictability, we urge the Congress and the 
Administration to seek commitments as clearly as possible the legislative and regulatory intent of 
their trade laws. This, in turn, should result in more predictable WTO decisions 

C. COMPLIANCE WITH WTO DECISIONS 

1 . Perhaps the most serious issue that will emerge from the WTO dispute 
resolution process is the issue of member party compliance with adverse decisions 

1 The Dole Amendment under U.S. Law 

1 . During consideration of U.S. UR implementing legislation, a debate 
occurred over alleged or feared loss of sovereignty due to the automaticity of WTO procedures 
As a result Sen, Robert Dole proposed, and the U.S. Congress accepted, language under which 
three (3) WTO decisions adverse to the United States could result in the appointment of a panel 
of retired judges to assess whether the United States should withdraw from the WTO, 

2. The Implications of the Softwood Lumber Dispute 

1 . Perhaps nowhere will the temptations to fail to comply with adverse 
WTO decisions be taken more seriously than occurred with respect to the Softwood Lumber 
dispute. This resulted in a NAFTA panel decision which was the subject of an Extraordinary 
Challenge by the United States In its challenge, the United States claimed that the panel 
“manifestly exceed its powers, authority and jurisdiction by ignoring the Chapter 1 9 standard of 
review, including substantive law and facts.’’” American softwood lumber producers, after losing 
at the international level, then filed a suit in the Court of Appeals for the D C. Circuit, asserting 
that Chapter 19's cut-off of judicial review violated their rights due process under the U.S. 
Constitution. The suit was dropped after the governments of Canada and the United States 
agreed on the formation of a consultative body to mediate the dispute ” 

3. Inherent Risks in the WTO Process 

1 The implications of the Softwood Lumber dispute are obvious Should 
economically more powerful nations find the greater automaticity of the WTO dispute resolution 
process too restrictive, and reject its results, then their actions could undermine the WTO’s 
authority and damage the credibility of the process. 


See generally the NAFTA Panel Decisions on Cold Rolled Steel 

See U.S. request for an Extraordinarily Challenge Committee, April 6, 1994, at 29 
Secretariat File No. EEC-94- 1904-01 USA, 1994 Ftapd Lexis 11 

See 1 1 International Trade Reporter, 2 1 Dec. 1 994, at 1981. 
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D IMPLICATIONS OF THE SINGAPORE MINISTERIAL 

1 . In December, 1996, the First Ministerial meeting of the WTO will be held 
in Singapore. It coincides with the intended conclusion of the WTO implementation period and 
will result in action-oriented reports from a variety of WTO Committees. 

2. Since the implementation of the WTO dispute resolution process is likely 
to be evolutionary, it may be appropriate for the Subcommittee to attempt to produce a document 
which highlights issues that may be of concern to U.S. companies. We would be pleased to assist 
the Subcommittee in that regard. 


• * • * 

This paper represents an adaption for this conference of a very preliminary draft of a law 
review article being prepared by the U.S. NAFTA Secretary, James Holbein, and this co-author. I 
wish to acknowledge the contributions of several members of our firm’s staff: Curtis Knauss, 
Thiemo Roeher, Mimi Dai and David Park. 
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Septembec 24 , 1996 


Mr. Phillip D. Moseley 

Chief of Staff 

Committee on Ways and Means 

U.S. House of Representatives 

1102 Longworth House Office Building 

Washington, D.C. 20515 

Dear Mr. Moseley: 



I am a lav«ryer in Washington whose practice is largely 
focused on international trade and customs issues. My law firm 
has actively monitored developments in the GATT and now the WTO 
for many years. Our firm has for nearly 40 years helped 
domestic companies and industries and their workers with 
international trade issues. I am the editor of several books 
on the World Trade Organization and the Uruguay Round 
negotiations, and have written many articles on international 
trade and the trading system over the years. This statement is 
submitted on my own behalf and does not necessarily reflect the 
views of my firm or any of our clients. 

I have had the opportunity to review the prepared 
statements of the witnesses who appeared at the hearing on 
September lith. I would agree with those who believe that the 
WTO has gotten off to a reasonable start during its first 
twenty-one months, although expectations for many U.S. 
industries were for greater accomplishments than those achieved 
to date. 


The launch of the WTO was surrounded by substantial 
tension and controversy, as reflected in the seemingly regional 
breakdown of support in who should be the Director-General and 
who should be on the appellate body and by the long delay in 
the constitution of the Textile Monitoring Body. The extent of 
the notifications required by the Uruguay Round has been 
monumental, generally far outstripping the ability or 
willingness of countries to respond, with the result that the 
timeliness and completeness of responses has not always been 
what might have been hoped. At the same time, areas for 
continuing negotiations in services have to date not resulted 
in the type of liberalization commitments hoped for by the 
United States. Even in areas where there has been progress 
(e.g., transparency), the WTO has taken a very long time to 
develop agreement on the derestriction of documents. While 
agreement to derestrict most documents finally has been made, 
the documents are not yet available to the public keeping the 
mantle of secrecy that surrounds the WTO still largely intact. 

Nonetheless, at this early point in the new 
organization: 

o there is a functioning Secretariat and appellate 
body; 

o the dispute settlement system seems to be 

functioning reasonably smoothly (though with less 
public participation/involvement than is desired 
by many in the U.S.); 
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0 thousands of notifications of laws, regulations 
and existing practices have in fact been made to 
the various Committees; 

o the Committees have at least gotten started on 
the difficult task of vetting legislation of 
member countries; 

o tariff liberalization has commenced; 

o substantial changes in national legislation for 
many countries have been undertaken; 

o negotiations have been undertaken in various 
areas, including the technical work on the 
harmonization of rule-of-origin/ substantial 
transformation criteria and the various 
negotiations in the services area; 

o global and U.S. trade are both increasing; 

o there is some improvement in transparency of the 
WTO, including the dispute settlement process. 

As the Singapore Ministerial approaches, it is 
important to consider what this first biannual event should 
be. In my own opinion, it is critical that the WTO secure its 
base before launching on an expansion of purpose or a 
revisiting of recently concluded agreements, most of which are 
just being implemented or are yet to be implemented by many 
members because of transition provisions. Thus, the Singapore 
Ministerial should largely be limited to (1) an Intensive 
review of the state of implementation, (2) the work program 
needed to pursue the built-in agenda, and (3) investigation of 
whether additional resources may be needed and whether 
international cooperation can be expanded to help developing 
and least developed countries fulfill their obligations under 
the WTO and to help countries seeking admission to the WTO 
identify and implement the changes needed for an early 
accession. This does not mean that some expansion of the work 
program cannot be considered. I believe that Ambassador 
Barshefsky's articulation of objectives under the new work 
program during the September hearings is a reasonable one. But 
the new areas should not divert attention from the tremendous 
effort still needed to make the WTO function as envisioned and 
to assure that there are neither free riders nor agreements 
honored mainly in the breach. 

While an agenda for Singapore limited to the areas 
identified above would not have the press appeal of the 
announcement of a new round or a very ambitious agenda of new 
areas for negotiation, it does hold out the hope for a more 
meaningful end product. 

Let me turn now to just a few of the issues in greater 

detail . 


II. Implementation a s the focus 

The Uruguay Round was not only the most ambitious 
trade agreement in history in terms of subject matter, but also 
in terms of participation by developing and least developed 
countries. Unlike prior agreements which countries could 
choose to adopt or not, the Uruguay Round was largely a single 
undertaking. The digestive problems of complying with the 
Uruguay Round obligations for large developed countries like 
the United States, the European Union, Japan and Canada are 
substantial. For some developing and many least developed 
countries, the problems border on the undoable. Many countries 
are having great difficulties getting their arms around the 
obligations undertaken and making the requisite notifications, 
let alone legal changes. 
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subscription or otherwise the detailed decisions in the rules 
area (customs valuation, rules of origin, safeguards, 
subsidies, antidumping, etc.) for public understanding. If the 
United States is serious about our trading partners 
implementing their obligations, we should insist that all 
information received by the WTO be made available to the public 
at nominal cost. This will let the private sector help 
identify possible problem areas in implementation or 
construction of rights/obligations. 

Finally, there have been requests by many in the 
private sector for greater private party participation in the 
panel process and greater oversight. I generally concur with 
the views expressed in the LICIT paper on these topics. 

Because transparency was a major issue in the Uruguay 
Round, consideration of the above issues should be folded into 
the area of implementation. 

The WTO has a very ambitious built-in agenda for 
continued negotiations. Some areas, such as the three-year 
program on harmonization of rules of origin for 
non-pref erential purposes, seem to be proceeding apace 
(although with less public understanding of issues being 
considered than is desirable). Other areas where the U.S. has 
major interests in other-country liberalization have to date 
been disappointments. Ambassador Barshefsky’s discussion of 
the service sector negotiations reviews the time extensions in 
each area which were taken when original deadlines did not 
produce offers deemed adequate by the U.S. 

New rounds in agriculture liberalization and in 
services as well as review of the dark amber and green light 
subsidy provisions require some preparatory work, particularly 
in light of early experience/problems under the agreements in 
question. In agriculture, several countries have reduced their 
support programs for budgetary reasons including importantly, 
the U.S. Particularly in an area like agriculture, where 
certain countries maintain such extraordinary subsidy programs, 
and where budget pressures force cutbacks, it would be 
appropriate to seek an acceleration of liberalizations on the 
identical products from at least major trading partners to 
prevent a substantial skewing in competition flowing from 
unilateral disarmament. Whether viewed as part of the built-in 
agenda or as a new liberalization negotiation, the U.S. should 
pursue the issue as part of the Singapore Ministerial effort. 

V. Further liberalizations 

Part of the U.S. mandate is to continue to pursue 
improvements in the zero-for-zero sectoral initiatives started 
as part of the Uruguay Round package. Chemicals, wood 
products, and construction equipment are just a few of the 
sectors where major benefits could arise from significant 
expansion of the existing tariff reductions and participation. 
The Information Technology Agreement is a supplemental 
initiative which appears to have significant support not only 
within the United States but also within the other Quad 
countries. However, as with some of the problems in the 
enforcement of the TRIPS Agreement and the zero-for-zero 
coalition, agreement among the Quad countries only, is simply 
not sufficient in terras of the existing market dynamic. Broad 
participation in the ITA is critical to success for domestic 
producers . 
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While individual countries and the wro generally have 
offered seminars and technical assistance/ the task facing many 
countries will require consistent and focused attention if the 
WTO will in fact be a system that all countries can use and 
observe. The first ministerial would be a good point to review 
the state of implementation and the extent to which 
implementation can be improved through greater technical 
assistance and how such assistance can be mobilized. 

In agreement after agreement, there are rumblings that 
countries have not brought themselves into conformity with WTO 
obligations, that barriers are not coming down to the extent 
committed, and in some cases that the facts are not really 
known. At the HWMC hearing earlier this month, U.S. producers 
identified possible problems in the compliance of our trading 
partners in the textiles and apparel area and the perceived 
inadequate implementation of TRIPs obligations. While trade in 
agriculture is up signif icantly in the last two years, there 
have been significant concerns about the implementation of 
agriculture obligations by a number of countries. In 
Safeguards, apparently all non-conforming measures have been 
eliminated by WTO countries — a remarkable outcome if true, 
but is it? In Subsidies, constructions of terms have resulted 
in a much smaller number of notifications than anticipated. 
Discussions with a number of delegations over the last two 
years raise suspicions about the completeness of many 
notifications, footdragging on areas sensitive to particular 
countries, and an overwhelming amount of work with too few 
bodies to effectively review incoming information not only in 
Geneva but back at the capital. In many areas, large numbers 
of questions have been posed on such legislation as has been 
notified. The answers received may or may not resolve the 
underlying concern about compliance with new obligations. 

While it is correct to characterize the state of play 
as likely anticipated and not inconsistent with forward 
progress, it is also correct to say that much work remains to 
assure full implementation of commitments. Hence, the primary 
focus of the Singapore Ministerial must be the progress in 
implementation, a discussion of what needs to be done, 
practical problems that have arisen, acceptable solutions for 
resolution and an aggressive work program to bring the WTO into 
full implementation. 

Ill . Public access to information 

The WTO has taken some steps to improve the 
transparency of its operations. Sensitive areas such as trade 
and environment have resulted in improved public availability 
of information. NGOs are also receiving at least modest 
recognition within the WTO (they are being offered the 
opportunity to register for certain events at the Singapore 
Ministerial as an example). In addition, the leadership 
position taken by the United States in making information about 
dispute panel proceedings available to the public and 
soliciting public views is at least a partial step forward in 
public awareness and opportunity to understand and comment on 
matters of potential significant public interest. The recent 
decision by the WTO to derestrict documents in a more timely 
manner and not to restrict certain documents at all is long 
overdue. The question now will be how quickly a program is 
actually put into place to release the documents to the public 
and how easy it will be for the public to obtain the 
documents. Moreover, the decision is limited to WTO 
documents. The United States should seek an extension of the 
decision to all GATT and WTO documents. Additionally, the U.S. 
should pursue making copies of all decisions and other 
documents forwarded to the WTO (excepting truly confidential 
information) available to the public. Many nations do not have 
public reading rooms or do not make available through 
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VI . New Agenda 

There have been a number of issues floated as possible 
agenda items. I am in general agreement with the position 
taken by Ambassador Barshefsky. In addition to possible agenda 
items a proposal has been put forward to reopen the Rules, a 
proposition with which I strongly disagree. During the Uruguay 
Round negotiations the Rules were debated for close to eight 
years. Comprehensive agreements in several new areas were 
adopted. Those agreements are just starting to be 
implemented. Even in large developed countries like the United 
States, implementation is only in the early stages. In some 
cases the implementing regulations are not yet in place. 

Before an examination of the basis of the WTO takes place a 
reasonable amount of time must pass in order to see the effect 
the new structure will have on the new agreements. At this 
point it is premature and unnecessary to open the Rules; 
instead it is much better to wait and see how the WTO will 
operate under the current rules. Once a reasonable amount of 
time has passed and enough information is gathered on the 
performance of the WTO under the current Rules, then and only 
then can an appropriate inquiry be made into opening up the 
Rules to possible revision and replacement. Discussion of the 
Rules does not mean that certain issues should not be 
addressed, for example restrictive business practices. While 
addressed from time to time in GATT, Restrictive Business 
Practices, Arrangements for Consultations, June 2, 1960, GATT 
B.I.S.D. (9th Supp.) at 170 (1961), is an area of significant 
interest to U.S. businesses and yet there is no defined 
agreement in the WTO on the issue. In addition, an issue such 
as Competition Policy may warrant examination. 


VII . Conclusion 

The Singapore Ministerial Conference is the first 
opportunity the WTO has to benchmark its performance. It is 
appropriate for the Ministerial Conference to use this 
opportunity to focus on the fundamentals, namely implementation 
of the basic agreements and progress on the built-in agenda 
items. While other issues may warrant examination, they should 
not distract the organization from establishing a solid base 
and assuring full implementation of obligations and rights. 



Terence P. Stewart 
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Statement of 

U.S. Integrated Carbon Steel Producers 
on 

The Singapore WTO Ministerial 


Submitted to the Committee on Ways and Means 
Subcommittee on Trade 

September 24, 1996 


This statement describes the views of the six major integrated U.S. producers of carbon 
steel products - Bethlehem Steel Corp., U.S. Steel Group a Unit of USX Corp., LTV Steel Co., 
Inland Steel Industries, Inc., National Steel Corp. and AX Steel Co. -< on the Singapore WTO 
Ministerial. We appreciate the opportunity to submit this statement for inclusion in the record 
of the hearing held by the Subcommittee on Trade on September 11, 1996. 

The U.S. agenda for the WTO, beginning with this yearns Ministerial in Singapore, is a 
matter of great importance to the domestic flat-rolled steel industry. We supported the Uruguay 
Round, and the implementation of its results, but not without some serious concerns. The ^^O 
agreements had the effect of making unfair trade remedies less reliable and, at the same time, 
costlier to use. In this and other areas, there vs«re numerous provisions in the agreements that 
we considered unnecessary and inappropriate. Nevertheless, we concluded that launching the 
WTO was important from a broader trade policy perspective, and that the agreements (if properly 
implemented in U.S. law) held out the prospect of net benefits despite their flaws. 

Future discussions within the WTO, however, concern us greatly. Any further erosion of 
existing remedies against unfair trade practices could turn support from our industry •• and 
probably many others - into opposition. 

Our comments here are confined to four Singapore topics of chief importance to our 
industry: antidumping, subsidies, compedtion policy, and dispute settlement. 


I. The Antidumping Agreement 

Our message on this issue is simple: the United States should neither permit reopening 
of the Antidumping Agreement, nor retreat from the commitment to strong trade law enforcement 
on which U.S. ratification of the WTO agreements was predicated. 

Do not reopen: Hong Kong has proposed new talks on antidumping. This proposal 
should be definitively rejected. We commend the Administration for doing just that and urge 
continuation of this response. 

WTO antidumping rules were just recently renegotiated. The new rules and the new 
Committee on Antidumping should be given a chance to work. Moreover, U.S. regulations 
implementing the new Agreement have not even been finally promulgated yet. Nor is there 
domestic consensus on how, if at all, the Agreement could be improved. The existing agreement 
reflects complex and difficult tradeoffs that ultimately proved manageable only in the context of 
a broad round like the Uruguay Round. 

Do not disarm unilaterally: Flexibility under international rules to act in defense of 
legitimate U.S. trading interests is important, but it is not enou^. We also need domestic 
measures to ensure that wc take full advantage of the international agreements. This means, for 
example, that the Commerce Department’s regulations implementing the Uruguay Round 
Agreements Act should be reinforced by an unflinching commitment to vigorous AD/CVD 
eiiorcement. Congress, for its part, should continue to reject trade law-weakening proposals, 
particularly the cunent effort to superimpose a "short supply" or "temporary duty suspension" 
mechanism on the existing antidumping and countervailing duty laws. 
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n. The Subsidies Agreement 

Although the trade remedy rules should not be reopened as a general matter, there are 
some provisions that expire by their own terms after a certain number of years unless extended. 
Dealing with these provisions is part of the "built-in” WTO agenda. While actual decisions on 
extension may be a few years away, it is not too soon to start establishing appropriate parameters. 

One example is the new category, which expires after five years unless extended, of non- 
actionable or "greenlighted" subsidies in the SCM Agreement. This hole in the multilateral anti- 
subsidy rules only encourages the trade-distorting behavior of other governments. The idea that 
admittedly trade-distortive subsidies should be exempt from remedy simply because they are 
designed for particular (favored) "uses" is an unsound one that the United States should never 
have accepted in the first place. 

Greenlighting was added to the SCM Agreement in the Uruguay Round along with other 
new provisions, including new subsidy notification and "serious prejudice" rules. However, there 
is no sound policy reason why the latter aspects of the SCM Agreement, which improve subsidy 
discipline, should continue to be paired with greenlighting, which weakens it. 

Accordingly, at Singapore and during the months that follow, our negotiators should make 
clear that the United Stales will not permit extension of the greenlight category after the initial 
S-year trial period. 


III. Competition Policy 

The steel industry is concerned about the problem of private anticompetitive practices 
abroad, as well as government support for, and toleration of, such practices. Our indtistry has 
direct experience in this area. International cartel arrangements in the steel industry have been 
extensively documented. Restrictive agreements among foreign steel producers effectively 
minimize competition in their home markets and turn the U S. market, where law and custom 
preclude such activities, into a dumping ground. Foreign steel cartels have proved, with narrow 
exceptions, impervious to government action. 

We would certainly benefit from multilateral progress on anticompetitive practices. 
However, we see two major risks associated with pursuing this matter in the WTO, and these 
risks define our recommendations for the Singapore Ministerial. One risk is that a competition 
policy initiative could be misused as a way of reopening the Agreement on Antidumping. The 
second risk is that we might find ourselves immersed, prematurely, in a rule-oriented negotiation 
without sufficient empirical preparation or domestic industry consensus. 

Focus on competition policy, not antidumping: Logically and conceptually, these are 
two distinct issues. This distinction should be maintained. There is no reason why competition 
policy discussions need to involve any consideration of antidumping or other trade policy mea- 
sures. Moreover, "compromise" language in the Ministerial communique should be avoided. Too 
often, intematioaai efforts to begin addressing the competition policy problem have resulted in 
statements that improperly focus on both antidumping and anticompetitive practices, as if both 
were "problems" in need of correction. The United Slates should not sign on to any such state- 
ment at Singapore. 

Pursue modest, achievable goals: For now, multilateral efforts in this area should focus 
on fact-gathering rather than rule-making. The goal should be to identify barriers to market 
access for goods, services and investment that are not adequately covered by international 
commitments, and that may not be reachable under current rules and dispute settlement. This is 
the proper focus for OECD discussions and for any near-term consideration of this issue within 
the WTO. Rule-oriented negotiations will need to await further preparatory work by both the 
private sector and the U.S. Government, in the meanwhile, the United States must continue to 
address bilaterally (through section 301) foreign govermnent toleration of private restraints that 
block U.S. exports to, or investment in, foreign markets. As with intellectual property rights, 
such an approach will enhance our government’s ability to bring this important issue into the 
multilateral system with appropriate rules at a later date. 
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rv. WTO Dispute Settlement 

The new rules embodied in the WTO Dispute Settlement Undeistanding (DSU) are subject 
to review after an initial four-year trial period. Here again, it is not too soon to begin establish- 
ing parameters for this review at the Ministerial level. How can WTO dispute settlement — the 
very heart of the system - contmand U.S. industry’s support? 

Improve transparency: The United States was only partially successful in its effort dur- 
ing the Uruguay Round to increase the transparency of the WTO/GATT dispute settlement 
system. We support continuation of the U.S. Government’s effort and applaud the USTR’s recent 
armouncement of progress in this area. 

• DSU rules should make all briefs and arguments available to the public, except for those 
(rare) portions of a clearly business-proprietary nature. The renegotiated DSU should 
require parties to release non-confidential summaries of their brie& during the dispute 
settlement proceeding to which they relate. 

• Meetings of dispute settlement panels should generally be open to the public, subject to 
temporary closure only when material of a clearly business confidential nature is being 
reviewed. 

• The United States should seek recognition, if any is necessary, that national delegations 
in the dispute settlement process may include representatives of private sector interests. 
The DSU should also be amended to permit tlto submission of amicus briefs by non- 
governmental parties generally supportive of their goverrunent’s position and having a 
clear and direct interest in the outcome of a case. 

• WTO panels should be permitted to consult outside experts only with the knowledge, and 
at the request, of the litigating governments. 

Protect sovereignly; The intent of the DSU is to allow Members to adjudicate which 
practices violate WTO rules or nullify or impair WTO beneftts. Members retain the sovereign 
right to keep in effect measures found to violate WTO rules, and to compensate injured trading 
partners or accept trade retaliation. A country can comply fully with its WTO obligations by 
negotiating a compensation package deemed acceptable by the complaining country. This 
flexibility is a cornerstone of the WTO system and must not be eroded in any way. 

Defend bilateralism: The WTO agreements do not address all the important barriers in 
the world. U.S. Government market-opening efforts must continue in areas vdiere WTO 
disciplines do not qrply, and the WTO agreements cannot be allowed to operate as an impedi- 
ment Our delegation at Singapore should reiterate that section 301 continues to be available in 
this context and tnU contitme to be used. They should also make clear that extension of the new 
DSU rules is not a foregone conclusion, and that a key factor influencing the U.S. position on 
extcDuon will be the degree to which those rules have inqreded U.S. efforts to address trade 
barriers that cannot be effectively addressed under the WTO’s substantive rules. 

C^bliab WTO Review Commiauan: There is also a domestic measure, fully consistent 
with WTO rules, that the United States can take to promote the proper functioning of the WTO 
dispute settlement system. Congress should pronqrtly enact (and the President pronqiliy sign) the 
WTO Review Commission bill so that this new b^y — which is critical to the WTO’s credibility 
in the United States — can begin its important work immediately. 
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September 24, 1996 


To the Subcommittee on Trade 
House Ways and Means Commitee 

Comments Regarding the World Trade Organization 
Singapore Ministerial Meeting 

Chairman Crane and Members of the Subcommittee; 


If the international trading system is to have a rules-based structure, which the WTO 
agreement sets out to do, then il! aspects of competition must come under the system. 

The whole rational of the topics being addressed today, of the three areas where 
negotiators failed to reach agreement this year, of the additional new topics being proposed 
for discussion by the WTO, point to the overall purpose of why there is a world trade 
organization - to set the fundamental ground rules necessary for private free marirets to 
function effectively and efficiently. 

Ignoring workers and the standards under which they produce products in the rules 
for this new globalized economy is simply incomprehensible. The economics I learned in 
school said that labor was one of the three fundamental Actors of production, and I've seen 
nothing since to refute that principle. Thus, just as we set standards for intellectual property 
protection, or antidumping actions, or sanitary conditions in agricultural production, we must 
set basic limits to the exploitation of human brings to gain competitive advantage. 

This is not new. The concept of products produced by forced labor, or child labor, or 
under inhumane physical conditions as being not fit for international commerce is what 
motivated the international community to set up the International Labor Organization (ILO) 
after World War I. Even though the ILO is a tripartite body of government, employers and 
workers. It has virtually no powers except moral suasion. In today’s world we need 
something more. 

In the U.S., the proposal to include worker rights In the GATT goes back to President 
Eisenhower. Every Congress going back to 1974 has mandated that worker rights or labor 
standards be one of our negotiating goals. They understood that failure to have minimal 
labor rights and core labor standards as part of international competition and global trading 
rules would undermine the basic consensus we have established in our country on this 
issue. If we are horrified by the factory slavery discovered in El Monty, Calif, last year, or 
the brutal exploitation or immigrant workers in underground sweatshops in New York this 
year, why aren't we equally horrified by their existence abroad? 

Brutality and human suffering and rampant child labor are not necessary conditions 
of underdeveloped countries or the first stages of industrialization. They are merely 
government created attempts to attract investment and produce at artificially lower costs 
than their neighbors . That the WTO is silent on this matter is a glaring disgrace. 

This is why both the Bush and Clinton Administrations sought to have a working 
party on labor rights established in the Uruguay Round negotiations. This is why the U.S. 
government continues to work very hard trying to get it on the Singapore Ministerial 
Agenda. 

The Congress has been consistent in setting forth to the Executive Branch its 
important trade negotiating objectives. I would ask that the full Ways and Means 
Committee continue to stand behind the long standing position that the relationship of trade 
and labor standards must be addressed by tne WTO, and that a forum for such discussion 
be established at the Singapore Ministerial meeting. The U. S. Proposal, which is attached, 
is a very modest proposal that deserves our endorsement. 

Sincerely, 


Jay Mazur 
President 
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U.S. Paper on Trade and Labor 


Decision on Trade and Core Labor Stanifards 

Ministerz 

kittling on the occasion of the first MinisteriaJ Conference 
of the World Trade Organizauon at Singapore on 9-13 December 
1996. 

Recalling the pre am ble of the Agreement Establishing the 
World Trade Oi^anizaiion (WTQl which slates that Members' 
“relations in the field of trade and econonitretideayor' should be 
conducted with a view to raising standards of Jiving, ensQmgJuIi 
employment and a large and steadily growing volume of real 
income and e ff ective demand, and expanding the production of and 
trade in goods and services. 

Noting that, as Members of the WTO and the Intemalional 
Labor Organization (ILO), they consider that there exists a set of 
“Core Labor Standards" which are both human rights and precondi- 
tions for the achievoncnt of better working conditions and that 
these Core Labor Standards are comprised of; 

* freedom of assodation; 

' the light to organize and bargain callectiveiy; 

' the prohibition of forced labor; 

* the elimination of explohanve forms of child labor; 

* non>discrTmioation in employment; 

yVoti/ig that there isa positive^ mutually re-infordag relation- 
ship between trade liberalization and implementation of Core Labor 
Standmds, and that observance of these standards could stroigthen 
the economic performance of all countries, 

Considering that frulhoing the observance of Core Labor 
Standards is consistent with and, indeed supports, the WTO goal of 


promoting an open, nondisaiminaioiy trading system, 

CoTuidering that it would be dedrable for the WTO to 
cooperate with the ILO, the intemalional organizadoh having pri- 
mary responsibility for the development and monitoring of Core 
Labor Standards, to find ways the two organizations can be mutu- 
ally supportive in the promotion of Core I,abor Standards, while 
reflecOng the mandate and necessary autonomy in the decdsiDn- 
maldng of each institutJon. 

Decidt 

To establish a Working Party on Trade and Core Labor StKidards 
open to all Members ofihe'WTO to rqTort to the 1998 ntceODg of the 
Miaisaerial Cimfcicncc and tha this Working Party should; 

(i) examine the rclalionshrp between the WTO trading 
system and the ILO system in order to promote the further obser- 
vance of Core Labor Standards and improved standards of Jiving in 
Member countries, 

(ii) recommend ways m which WTO member govsm- 
ments might coDperaic widrin the WTO and ILO frameworks to 
promote the further observance of Core Labor Standardsto advanc^ 
WTOmembos stated objective of raising standards of living through 
ongoing trade liberalization, and 

(ni)makc recommendations as to how the WTO could 
contribute to the promotion of Core Labor Standards, taking into 
account, in paiticuiar; 

— the need to cnsuie the open, equitable, and non- 
discriminatory nature of the system, and 

— the anivities of the ILO and other mechanisms 
to promote adherence to core labor standards. 
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ACCESSION OF CHINA AND TAIWAN TO THE 
WORLD TRADE ORGANIZATION 


THURSDAY, SEPTEMBER 19, 1996 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Trade, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 10:55 a.m., in 
room 1100, Longworth House Office Building, Hon. Philip M. Crane 
(Chairman of the Subcommittee) presiding. 

[The advisories announcing the hearing follow:] 


( 1 ) 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 


FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721 

August 22, 1996 
No. TR-31 


Crane Announces Hearing on 
Accession of China and Taiwan 
to the World Trade Organization 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Tnde of the 
Committee on Ways and Means, today announced that the Subcommittee, as part of its series of 
healings on the future direction of U.S. trade policy, will bold a bearing on the accession of the 
China and Taiwan to the World Trade Organization (WTO). The hearing will take place on 
Tuesday, September 17, 1996, in the main Committee hearing room, 1100 Longworth House 
Office Building, beginning at 2:00 p.m. 

Oral testimony will be heard from Acting U.S. Trade Representative, Charlene Barshefslcy, as 
well as other invited and public witnesses. 

BACKGROUND : 

Article XII of the Agreement Establishing the World Trade Organization states that any State 
or separate customs territory may accede to the WTO ”on terms to be agreed between it and the 
WTO." In practice, China, Taiwan and other applicants must negotiate terms for membership in the 
WTO in the form of a Protocol of Accession. Tlirough the operation of a Working Party, tlie United 
States and other WTO members have an opportunity to review the trade regimes of applicants to 
ensure that they are capable of implementing WTO obligations. In negotiating terms of accession to 
the WTO, members also work to secure conunitments and Concessions on tariff levels, agricultural 
market access, and trade in services. 

China applied for accession to the General Agreement on Tariffs and Trade in July 1986, and 
work has proceeded sporadically in the China Working Patty since that time to negotiate the 
conditions upon which it will enter the WTO. Taiwan, known in the WTO as Chinese Taipei, 
applied for accession in January 1990, but negotiations did not commence until September 1992. 

In announcing the heating. Chairman Crane said: "Given the size and atuiual growth rates of 
the economies of China and Taiwan, and the importance of achieving agreements that open markets 
for U.S. products and services, it is essential the Trade Subcommittee monitor progress of these 
accession talks closely. Congress will insist on strong protocol packages which ensure that the 
disciplines of the Uruguay Round Agreement are firmly established and protected, and that our 
market access objectives are accommodated." 

FOCUS OF THE HEARING : 

The focus of the hearing will be to examine the problems and opportunities associated with 
the entry of China and Taiwan into the WTO. Testimony will be received on objectives for the 
negotiations with China and Taiwan, as well as on the anticipated impact of their WTO membership 
on U.S. workers, industries, and other affected parties. 

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD : 

Requests to be heard at the hearing must be made by telephone to Traci Altman or Bradley 
Schteiber at (202) 225-1721 no later than the close of business, Friday, Sept e mber 6, 1996. The 
telephone request should be followed by a formal written request to Phillip D. Moseley, Chief of 
Staff, Co mmi t t ee on Ways and Means, U.S. House of R ep r esen tatives, 1102 Longwo^ House 
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Office Building, Washington, D.C. 20S1S. The staff of the Subcommittee on Trade will notify by 
telephone those scheduled to appear as soon as possible after the filing deadline. Any questions 
concerning a scheduled appearance should be directed to the Subcommittee staff at (202) 225-6649. 

In view of the limited time available to hear witnesses, the Subcommittee may not be 
able to accommodate all requests to be beard. Those persons and organizations not scheduled for 
an oral appearance are encouraged to submit written statements for the record of the hearing. All 
persons requesting to be heard, whether they are scheduled for oral testimony or not, will be notified 
as soon as possible after the filing deadline. 

Wimesses scheduled to present oral testimony are required to summarize briefly their written 
statements in no more than five minutes. THE FIVE-MINIITE RULE WILL BE STRICTLY 
ENFORCED. The lull written statement of each witness will be included in the printed 
record. 


In order to assure the most producuve use of the limited amount of time available to question 
wimesses, all wimesses scheduled to appear before the Subcommittee are required to submit 2(X> 
copies of their prepared statements for review by Members prior to the hearing. Testimony should 
arrive at the Subcommittee on Trade office, room 1104 Longworth Honse Office Building, no 
later than 2:00 p.m., Friday, September 13, 1996. Failure to do so may result in the wimess being 
denied the opportunity to testify in person. 

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE : 

Any person or organization wishing to submit a written statement for the printed record of the 
hearing should submit at least six (6) copies of their statement, with their address and date of hearing 
noted, by the close of business, Tuesday, October 1, 1996, to Phillip D. Moseley, Chief of Staff, 
Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth House Office 
Building, Washington, D.C. 20SI5. If those filing written sutements wish to have their statements 
disuibuted to the press and interested public at the hearing, they may deliver 200 additional copies 
for this purpose to the Subcommittee on Trade office, room 1 104 Longworth House Office Building, 
at least one hour before the hearing begins. 

FORMATTING REQUIREMENTS : 

iMk fCUMm inmbM Mr pMtag • ly • vltoMi, Mr vittM V tMMt HlHlilii hr te irtM nnrt « wy 
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***NOTICE - CHANGE IN DATE AND TIME*** 


ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 


FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649 

September 13, 1996 
No. TR-3 1 -Revised 


Change in Date and Time for Subcommittee Hearing 
on Accession of China and Taiwan to the 
World Trade Organization 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee hearing on 
Accession of China and Taiwan to the World Trade Organization scheduled for Tuesday, 
September 17, 1996, at 2:00 p.m., in the main Committee hearing room, 1 100 Longworth 
House Office Building, will be held instead on Thursday. September 19 at 10:30 a.m. 

All other details for the hearing remain the same. (See Subcommittee press release 
No. TR-31, dated August 22, 1996.) 


***** 
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Chairman Crane. Good morning. This is a meeting of the Ways 
and Means Subcommittee on Trade to review the process and re- 
quirements for countries to accede to the WTO, World Trade Orga- 
nization. 

There are currently 31 countries and territories seeking WTO 
membership, so it is appropriate that the Trade Subcommittee take 
a detailed look at what constitutes an adequate package of commit- 
ments for accession. 

The WTO derives its stren^h and effectiveness from an inte- 
grated system of rules and disciplines that are honored by its mem- 
bers, irrespective of political considerations that hinder bodies such 
as the United Nations. 

A major achievement of the Uruguay round agreement, the so- 
called single undertaking, has helped to standardize the process of 
developing packages of trade commitments for WTO applicants. 
Since WTO members agree to abide by all WTO agreements, the 
same must be expected of applicants. 

I am committed to ensuring that all countries enter the WTO on 
comparable and commercially sound terms. To countenance a WTO 
accession process that selects favorites, depending on political 
might and other considerations, would ultimately unravel the sys- 
tem of WTO rules, which this Subcommittee, under Republican and 
Democrat administrations, has worked years to put in place. 

There can be no doubt that the two cases on which we have re- 
quested testimony today, China and Taiwan, represent starkly dif- 
ferent stages of readiness to undertake the necessary economic re- 
forms and trade policy commitments. 

Taiwan, a vibrant market economy, should be commended for the 
admirable progress it has made thus far in its negotiations, and I 
urge Taiwan to address the few outstanding issues promptly, par- 
ticularly those which will require legislation and sensitive economic 
adjustments. 

Purchasing over twice the amount of United States products as 
China, Taiwan is a key market for our exports, in addition to being 
a loyal friend and ally. 

I am interested today in hearing Ambassador Barshefsky’s 
thoughts on the status of China’s application. I am not convinced 
that China has turned its full attention to the economic restructur- 
ing that will be necessary for it to gain entry into the WTO. 

If it is our best judgment that the internal political situation in 
China is preventing progress for the time being, we may need to 
consider waiting until China takes some concrete steps to dem- 
onstrate flexibility. 

I believe permitting Chinese accession before this country is 
ready, would be more harmful to our industries in the long run. 

I look forward to today’s testimony, which will be useful to the 
Subcommittee as we evaluate the market and access commitments 
and other trade concessions that these two important countries are 
willing to make in order to join the WTO. 

[The opening statement follows:] 
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OPENING STATEMENT OF 
CHAIRMAN PHILIP M. CRANE 
SEPTEMBER 19, 1996 

HEARING ON THE ACCESSION OF CHINA AND TAIWAN TO THE WORLD 
TRADE ORGANIZATION 

Good Morning. This is a meeting of the Ways and Means Subcommittee on 
Trade to review the process and requirements for countries to accede to the World 
Trade Organization (WTO). There are currently 31 countries and territories seeking 
WTO membership, so it is appropriate that the Trade Subcommittee take a detailed 
look at what constitutes an adequate package of commitments. 

The WTO derives its strength and effectiveness from an integrated system of 
rules and disciplines that are honored by its members, irrespective of political 
considerations that hinder bodies such as the United Nations. A major achievement of 
the Uruguay Round Agreement, the so-called "single undertaking," has helped to 
standardize the process of developing packages of trade commitments for WTO 
applicants. Since WTO members agree to abide by all WTO Agreements, the same 
must be expected of applicants. 

I am committed to ensuring that alt countries enter the WTO on comparable and 
commercially sound terms. To countenance a WTO accession process that selects 
favorites depending on political might and other considerations would ultimately 
unravel the system of WTO rules which this Committee, under Republican and 
Democrat Administrations, has worked years to put in place. 

There can be no doubt that the two cases on which we have requested testimony 
today, China and Taiwan, represent starkly different stages of readiness to undertake 
the necessary economic reforms and trade policy commitments. Taiwan, a vibrant 
market economy, should be commended for the admirable progress it has made thus 
far in its negotiations. I urge Taiwan to address the few outstanding issues promptly. 
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particularly those which will require legislation and sensitive economic adjustments. 
Purchasing over twice the amount of U.S. products as China, Taiwan is a key market 
for our exports, in addition to being a loyal friend and ally. 

I am interested today to hear Ambassador Barshefsky’s thoughts on the status of 
China’s application. I am not convinced that China has turned its full attention to the 
economic restructuring that will be necessary for it to gain entry into the WTO. If it 
is our best judgment that the internal political situation in China is preventing progress 
for the time being, we may need to consider waiting until China takes some concrete 
steps to demonstrate flexibility. I believe permitting Chinese accession before this 
country is ready would be more harmful to our industries in the long run. 

I look forward to today’s testimony which will be useful to the Subcommittee 
as we evaluate the market access commitments and other trade concessions that these 
two important countries are willing to make in order to join the World Trade 
Organization. 
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Chairman Crane. I now recognize our distinguished Ranking 
Member, Mr. Rangel, for any statement he would like to make. 

Mr. Rangel. Mr. Chairman, thank you for calling this very im- 
portant Subcommittee hearing. And I, too, welcome Ambassador 
Barshefsky and thank her for her tireless efforts in this area. 

I ask unanimous consent that my statement be entered into the 
record, amd I would like to be associated with your opening state- 
ment. 

Chairman CRANE. Without objection, so ordered. 

[The opening statements follow:] 
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OPBNINO STXTEMEHT 
CONORESSKAN CHARLES B. RANGEL 
SUBCOMMITTEE ON TRADE 
HEARING ON 

ACCESSION OP CHINA AND TAIWAN 
TO THE WORLD TRADE ORGANIZATION 
SEPTEMBER 19, 1996 


Mr. Chairman, thank you for holding today's hearing on the 
accession of China and Taiwan to the World Trade Organization. 

Our trading relationship with China has become one of the most 
important and complex of all our trading relationships. 
Consequently, I would submit that negotiation of the terms and 
conditions for China's entry into the WTO will be the most 
important trade negotiation in which the United States is 
involved in the coming years - 

Clearly, the economic stakes with China are high. China is 
now the world's eleventh largest trading country. Given the 
impressive growth of the Chinese economy and a population of 1.2 
billion people, China's presence as a world trader will only 
increase. Unfortunately, as the commercial importance of China 
has grown, so has our bilateral trade deficit. Indeed, in July 
of this year, our monthly bilateral trade deficit with China 
surpassed that of Japan for the first time ever. Last year our 
bilateral trade deficit had grown to $33 billion and it will be 
larger this year. One of the best ways to reverse this deficit 
is through greater access to Chinese markets and continued reform 
of the Chinese economic system. One of the best ways to achieve 
these objectives is through China's accession to the WTO on sound 
commercial terms. 

In this regard, Mr. Chairman, let me again reiterate for the 
record, as I did at a Trade Subcommittee hearing on March 9, 

1995, my support for the positions set forth in two bipartisan 
letters sent in 1994 by the leadership of the Committee on Ways 
and Means to then USTR Mickey Kantor. In those letters, it was 
stated that the United States should support Chinese accession to 
the WTO provided it is done on commercially sound terms and with 
full acceptance by China of the basic obligations of the WTO 
system. Moreover, our trade negotiators and the Administration 
should take whatever time is necessary and pursue whatever 
negotiating options are appropriate to ensure that this 
negotiation is done properly. 

As for negotiations on Taiwanese accession to the WTO, I 
understand that this negotiation is well advanced. At the same 
time, there remain several key issues that must be resolved in 
order to complete this negotiation. I look forward to hearing 
the testimony of our friends from the American Chamber of 
Commerce in Taipei on this matter. 

In concluding, Mr. Chairman, let me welcome Ambassador 
Barshefsky to the Trade Subcommittee and thank her for tireless 
efforts on behalf of the commercial interests of this country. 
Ambassador Barshefsky and her team are doing a splendid job in 
conducting these negotiations. I look forward to working with 
her on these difficult negotiations and being helpful in any way 
that I can. 


Thank you. 
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STATEMENT OF REP JIM RAMSTAD 
WAYS AND MEANS SUBCOMMITTEE ON TRADE 
HEARING ON THE WORLD TRADE ORGANIZATION’S 
SINGAPORE MINISTERIAL MEETING 
SEPTEMBER 19. 1996 


Mr. Chairman, thank you for calling this hearing today to discuss the accession of 
China and Taiwan to the World Trade Organization (WTO). 

As we discussed during last week's hearing, further progress to reduce and eliminate 
barriers to trade and increase market access for American exports is very important 
for the continued growth of our economy. 

China and Taiwan are currently very important trading partners for the U.S. In 
1995, China was our thirteenth largest export market and Taiwan was the seventh 
largest. Since the economies and populations of these two countries will certainly 
be experiencing significant growth in the coming years, it is imperative that we 
discuss the opportunities that could be realized with their accession into the WTO. 

We must also, however, keep in mind the obstacles associated with the entries of 
these countries into the WTO. For example, China's trade regime remains heavily 
regulated by the central goverrunent. As you know, earlier this month, the USTR 
cited China for illegal transshipment practices which violate our 1994 bilateral trade 
agreement «atextile^d4ipparel trade. While Taiwan has agreed to reform many of 
its trade practices that are inconsistent with the WTO, additional changes still need 
to be discussed. 

Mr. Chairman, thanks again for calling this hearing. I look forward to listening to 
the testimony of today's witnesses and learning more about the problems and 
opportunities involved with bringing China, Taiwan and other nations into the WTO. 
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Chairman Crane. Now we will start with our distinguished col- 
leagues first, and I would ask all of you gentlemen to please keep 
your oral presentations to 5 minutes. Any further statements will 
be made part of the permanent record. 

And we have with us Hon. Chris Cox of California, Sam 
Brownback of Kansas, and Tom Latham of Iowa. And if you two 
gentlemen, Mr. Cox and Mr. Brownback, do not mind, Mr. Latham 
has an appointment, and he is not going to be able to hang in here. 

So you proceed, if you will. 

STATEMENT OF HON. TOM LATHAM, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IOWA 

Mr. Latham. Thank you, Mr. Chairman, and Members of the 
Subcommittee, and I appreciate my colleagues allowing me to 
proceed here. 

I do appreciate the opportunity to appear before you. I am here 
today to underscore the importance of obtaining meaningful market 
access to China and Taiwan for United States exports of pork. 

I represent the second largest hog-producing district in the coun- 
try, and my State of Iowa is by far the largest hog-producing State 
in the Nation. The pork industry is Iowa’s largest industry. How- 
ever, pork production is not limited to Iowa or even to the Com 
Belt. Significant production is found in many States across the 
country. 

According to a 1993 Iowa State University study, the U.S. pork 
industry is responsible for over $66 billion in total domestic activity 
and supports over 764,000 jobs. 

USD A forecasts agricultural exports to reach $60 billion with im- 
ports expected at approximately $30 billion. According to USDA, 
each billion in agricultural exports supports over 17,000 good- 
paying jobs for American workers in production, processing, pack- 
aging, transportation, and related industries and services. 

The record for pork is even more impressive. The Economic Re- 
search Service of USDA calculates that for each dollar of exported 
pork, a value-added commodity, $1.63 in additional U.S. economic 
activity is generated, compared to $1.08 for each dollar of bulk 
grain exported. 

However, every $1 billion in pork exports creates an additional 
23,000 new jobs in the U.S. economy. Perhaps no industry has ben- 
efited as much from the Uru^ay round agreement of NAFTA as 
the U.S. pork industry. During 1995 when the Umguay round 
agreement went into effect. United States pork exports to the world 
increased by approximately 50 percent from 1994 levels. 

U.S. pork exports are growing for a number of reasons. First, the 
United States is the technological leader and low-cost producer of 
pork in the world. 

Second, U.S. producers can boast of a product which is second to 
none in terms of global quality. 

Third, demand for pork is exploding as vast populations across 
the globe increase their incomes. 

Many of you may not realize it, but pork is the world’s meat of 
choice. Pork represents 44 percent of the daily meat protein intake 
in the world. But, no matter how efficient the production process 
and no matter how high the quality, no matter how large the de- 
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mand, U.S. pork producers are unable to export pork without 
market access. 

Unfortunately, China and Taiwan, which collectively account for 
approximately 52 percent of global pork consumption, are almost 
completely closed to pork imports. China is estimated to annually 
consume nearly the same amount of pork per capita as is consumed 
in the United States. China supplies approximately 80 percent of 
its market through backyard producers. China, with a minimal ex- 
ception, does not permit the importation of pork. 

Recently released statistics reveal that in June 1996, China sur- 
passed Japan as the single largest source of the United States 
trade deficit. If China liberalized its pork market. United States 
pork could quickly garner significant market share in China. With- 
out question. United States pork exports could make a large dent 
in the United States-China trade imbalance. 

Taiwan is also a very significant pork-consuming nation. Tau- 
wan’s per capita consumption of pork, which is higher than per 
capita consumption in the United States, is the highest in Asia. 

Variety meats represent the largest part of Taiwan’s pork con- 
sumption. For the most part, this market is closed to imports. The 
government of Taiwan does not permit the importation of pork va- 
riety meats and selectively restricts other cuts of pork. If Taiwan 
liberalized its pork market. United States exports would gain sig- 
nificant market share. 

I urge the administration and Congress to take all appropriate 
measures to open Taiwan’s and China’s pork markets. At a mini- 
mum, these markets must be opened to pork imports as a condition 
to China and Taiwan becoming members of the World Trade Orga- 
nization with tariffs bound at zero or very low levels to guarantee 
meaningful market access. 

And I thank the Chairman, and I will be glad to answer any 
questions. 

[The prepared statement follows;] 
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Stacement by 

Congressman Tom Latham 
5th District of Iowa 
to the 

Committee on Ways and Means 
Subcommittee on Trade 
September 19, 1996 

Mr. Chairman and members of the Committee, I appreciate the 
opportunity to appear before you. I am here today to underscore 
the importance of obtaining meaningful market access in China and 
Taiwan for U.S. exports of Pork. 

I represent the second largest hog producing district in the 
country. My state of Iowa is, by far, the largest hog producing 
state in the nation. The pork industry is Iowa’s largest industry. 
However, pork production is not limited to Iowa or even to the corn 
belt. Significant production is found in many states across the 
country. The contribution of the pork industry is far reaching 
throughout our economy. According to a 1993 Iowa State University 
study, the U.S. pork industry is responsible for over $66 billion 
in total domestic economic activity and supports 764,080 jobs. 

USDA forecasts agricultural exports to reach $60 billion this year 
with imports expected at approximately $30 billion. Thus, 
agricultural trade results in a huge surplus for the United States. 
According to USDA, each $1 billion in agricultural exports supports 
over 17,000 well-paying jobs for American workers in production, 
processing, packaging, transportation, and related industries and 
services. The record for pork is even more impressive. The 
Economic Research Service of USDA calculates that for each dollar 
in exported pork -- a value-added commodity -- $1.63 in additional 
U.S. economic activity is generated compared to $1.08 for each 
dollar of bulk grain exported. Moreover, every billion dollars in 
pork exports creates an additional 23,000 new jobs in the U.S. 
economy . 

Perhaps no industry has benefitted as much from the Uruguay Round 
Agreement and NAFTA as the U.S. pork industry. During 1995, when 
the Uruguay Round Agreement went into effect, U.S, pork (muscle 
meat) exports to the world increased by approximately 50 percent 
from 1994 levels. As a result of NAFTA, U.S. pork exports to 
Mexico increased by 74 percent in 1994 compared to 1993 levels. 
Even with the devaluation of the peso, U.S. exports to Mexico 
remain significant. Moreover, the U.S. pork industry will gain 
further market share in Mexico as the NAFTA phase-in period 
proceeds. In 1996, U.S. pork exports continue to soar. During the 
period January through June 1996, U.S. pork exports increased by 40 
percent compared to the same period in 1995. 


U.S. pork exports are growing for a number of reasons. First, the 
U.S. is the technological leader and low-cost producer of pork in 
the world. Second, by virtue of such things and the Pork Quality 
Assurance Program and the relentless pursuit of a lean product with 
outstanding taste, U.S. producers can boast of a product which is 
second to none in terms of global quality. Third, global demand 
for pork is exploding as vast populations across the globe increase 
their incomes. Many of you may not realize it but pork is the 
world's meat of choice. Pork represents 44 percent of daily meat 
protein intake in the world. But no matter how efficient the 
production process, no matter how high the quality, no matter how 
large the demand, U.S. pork producers are unable to export pork 
without market access. 
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Unfortunately, China and Taiwan, which collectively account for 
approximately 52 percent of global pork consumption, are almost 
completely closed to pork imports. China, a country with a 
population of approximately 1.2 billion, is estimated to annually 
consume nearly the same amount of pork per capita as consumed in 
the United States making it a vast pork consuming market. China 
supplies approximately 80 percent of its market through "backyard” 
producers. China, with minimal exception, does not permit the 
importation of pQrk_._ 

Over the last four years the Chinese economy has grown by 10 to 14 
percent per year. Last year, China's Gross National Product 
exceeded Japan's GNP. China's economy is growing at a pace to 
surpass the United States and become the world's largest economy by 
2010. As incomes rise in China, pork consumption in the nation 
will continue to soar. 

Recently released statistics reveal that in June of 1996, China 
surpassed Japan as the single largest source of the U.S. trade 
deficit. If China liberalized its pork market, U.S. pork would 
quickly garner significant market share in China. Without 
question, U.S. pork exports could make a large dent in the U.S. - 
China trade imbalance. 

Taiwan also is a very significant pork consuming nation. Taiwan's 
per capita consumption of pork, which is higher than per capita 
consumption in the U.S., is the highest in Asia. Variety meats 
(e.g. tongues, kidneys) represent the largest part of Taiwan's pork 
consumption. For the most part, this market is closed to imports. 
The Government of Taiwan does not permit the importation of pork 
variety meats and selectively restricts other cuts of pork. If 
Taiwan liberalized its pork market, U.S. exports would gain 
significant market share. 

I urge the Administration and Congress to take all appropriate 
measures to open Taiwan's and China's pork markets. At a minimum, 
these markets must be open to pork imports as a condition to China 
and Taiwan becoming members of the WTO with tariffs bound at zero 
or very low levels to guarantee meaningful market access. 


Thank you, Mr. Chairman. 
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Chairman CRANE. Thank you. 

Mr. Cox. 

STATEMENT OF HON. CHRISTOPHER COX, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. Cox. Thank you, Mr. Chairman. 

I want to take just a brief moment to thank not only Chairman 
Crane, but all the Members of the Trade Subcommittee for holding 
hearings on a pending sense of the congressional resolution sup- 
porting the admission of Taiwan to the WTO. 

The Chairman has a long and distinguished record of 
anticommunism and support for free and fair trade, not to mention 
an abiding interest in both the PRC and Taiwan. It was my pleas- 
ure and privilege to visit Taiwan with the Chairman for meetings 
with President Lee early this year, shortly after Taiwan conducted 
the first free and fair elections for the head of government in over 
4,000 years of Chinese history. 

This hearing is an important step in moving us beyond the an- 
nual ritual of debate over MFN renewal for the PRC; MFN denial, 
like other sanctions, inescapably injures the United States. Admis- 
sion of one of America’s largest trading partners to the ^VTO, on 
the other hand, is an advantage of the United States, and it does 
injury to no one. By rewarding the kind of changes, progress, and 
liberalization that America so strongly supports, rather than plac- 
ing exclusive reliance on sanctions and punishment, we may well 
accomplish far more. 

The point of my testimony today is that helping Taiwan to enter 
the WTO, the World Trade Organization, will send the right sig- 
nals, both to Taipei and to other nations that we are urging to fol- 
low the path toward greater economic and political freedom. 

Taiwan deserves to become a member of the WTO on its merits. 
Unlike the People’s Republic of China, Taiwan has a free market 
economy. The economy has been progressively liberalized over the 
last three decades. 

Taiwan is currently the 14th largest trading nation in the world. 
Taiwan’s foreign exchange reserves are among the world’s largest. 
Taiwan is the world’s seventh lau’gest foreign investor. She is the 
largest importer of U.S. goods who is not currently a member of the 
WTO. And unlike the PRC, Taiwan is a now a full-fledged democ- 
racy with a freely elected parliament and chief executive. 

Conditional on its admission to the WTO, Taiwan has already 
agreed to further reduce the tariff levels of many of its products, 
so that admission of Taiwan to the WTO would be a great advan- 
tage to us in that respect. It has likewise agreed simultaneously to 
eliminate many other nontariflF barriers. 

Larry Summers, our Deputy Treasury Secretary, recently con- 
cluded meetings in Taiwan with trade officials and with President 
Lee, and his description earlier this week on September 16 and 17 
was that they were ‘Very constructive.” 

This amply summarizes Taiwan’s consistent efforts to negotiate 
toward WTO admission in good faith. I am told by both the State 
Department and officials in Taiwan that Taiwan will surely wish 
to cooperate further in admission to the WTO and to fulfill the de- 
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mands of the WTO working party members, including the United 
States, when and if WTO membership is in sight. 

Mr. Chairman, Taiwan’s case should be considered on the merits. 
Taiwan should no longer be held hostage to Communist China’s 
suitability for WTO membership because, as the Chairman so cor- 
rectly pointed out, there are serious concerns about the suitability 
of the PRC for admission to the WTO at this juncture or in the 
foreseeable future. 

Some who are not as well briefed in these matters as Members 
of the Subcommittee and many of your witnesses today might be- 
lieve that the controversy over Taiwan’s sovereignty would pose a 
problem for their admission to the WTO ahead of the PRC. Of 
course, this concern is entirely unfounded because WTO member- 
ship in no way connotes sovereignty, and membership in the WTO 
is not limited to nation-states. Pursuant to its charter and rules, 
membership in the WTO is neither limited to nations nor indicative 
of sovereignty. 

That policy is illustrated by Hong Kong’s current membership 
and the fact that Hong Kong will maintain its membership in the 
WTO as a separate customs territory after becoming part of the 
People’s Republic of China in July of next year. 

Taiwan likewise has applied for membership in the WTO not as 
a separate nation, but as a separate customs territory. 

With regard to this particular economic organization, therefore, 
questions as to whether there is one China or two, or some amal- 
gam of those alternatives, are irrelevant. 

The arguments about the merits of Taiwan entering the WTO 
and the PRC entering the WTO ought to be treated separately. 
They are laid out in some detail in the preamble to H. Res. 490, 
which I have introduced with many of our colleagues in cosponsor- 
ship. 

H. Res. 461 has a bearing on the work of this Subcommittee and 
to the Subcommittees on Banking, International Relations, and Na- 
tional Security as well. This resolution was expressly designed to 
move American policy beyond the singularity of annual MFN de- 
bate and instead move us forward to policy tools that can help in- 
crease trade among and between our allies and also advance our 
interests in democratization and trade liberalization. 

A statement of support for Taiwan’s entry into the WTO and by 
this House I believe is an important step forward in our China pol- 
icy, indeed in the development of a new China policy better suited 
to the 21st century, as anticipated in H. Res. 461. Taiwan deserves 
to become a member on the merits, while the PRC as yet does not. 

The United States should work for Taiwan’s membership in the 
WTO for which sovereignty is not, by definition, a prerequisite for 
participation, in order to reward Taiwan’s progress in economic 
growth and democratization and to hold out Taiwan as a model, 
both for the PRC and for other emerging economies and democ- 
racies in the region. 
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Quite simply, approval of the Taiwan model for Chinese civiliza- 
tion will signal the mainland that embracing economic growth 
through free markets and the rule of law is the better course. Far 
better than MFN, the symbolic measure of the passage of the reso- 
lution that I have described, H. Res. 490, will deliver the message 
the PRC should hear. 

As such, I ask that this Subcommittee report out H. Res 490, and 
favorably, and I thank the Chairman. 

[The prepared statement follows:] 
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Testimony of Christopher Cox 
on the Accession to the World T rade Organization by 
Taiwan and the People’s Republic of China 
Before the 

Subcommittee on Trade 
of the 

Committee on Ways and Means 
on 

September 19, 1996 


I want to thank Chairman Crane and the other members of the Subcommittee for 
allowing me to speak to the issue of Taiwan’s and Communist China’s suitability for 
membership in the World Trade Organization. As you know, I have a particular interest 
in this matter, having introduced two bills, H.R. 3569 and H. Res. 490, in the 104th 
Congress. 1 am also pleased that the Committee is following up on the mandate for the 
committees of jurisdiction to hold hearings by September 30, 1996 on the whole range of 
issues regarding the U.S.. the PRC, and Taiwan— legislation which 1 also introduced in an 
effort to move away from using Most Favored Nation status as Congress’s singular 
instrument for conducting China policy. 

Let me begin by treating Taiwan. I believe it is essential for the United States to 
work to reward Taiwan for the strides it has made in economic development and 
expanding political freedom, Its enormous economic growth, and the culmination of its 
progress toward full democratization-the first free and direct election for a head of state 
in nearly 5,000 years of Chinese civilization-both follow the international trend toward 
freedom and democracy in the last two decades. As a result, American credibility is on 
the line. We must now work to help Taiwan assume a place in the world commensurate 
with its status as a strong free-market economy and a fully democratic polity. To my 
mind, helping Taiwan enter the World Trade Organization will send the right signals both 
to Taipei and to other nations that we are urging to follow the path toward greater 
economic and political freedom. 

Moreover, Taiwan manifestly deserves to become a member of the WTO on the 
merits. Taiwan has a free-market economy that has been progressively liberalized over 
the last three decades, and is currently the 14th largest trading nation in the world. 

Taiwan has a GNP that is the world’s 20th largest, its foreign exchange reserves are 
among the largest in the world; and it has become the world’s seventh largest foreign 
investor. 

Taiwan has already agreed to reduce the tariff levels of many products, and to 
eliminate other nontariffbarriers as a condition of its admission to the WTO. Deputy 
Treasury Secretary Larry Summers’ description of his meetings with trade officials and 
President Lee Teng-hui in Taiwan earlier this week (on September 16 and 17) as “very 
constructive’’ aptly summarizes Taiwan’s consistent effort to negotiate in good faith. I 
am told by both State Department analysts and officials in Taiwan that Taiwan will surely 
fulfill the demands of members of the WTO Working Party on “Taiwan, Penghu, 

Kinmen, and Matsu’’-including the U.S.— when and if WTO membership is in sight. But 
the KMT government of Taiwan will only be willing to spend the political capital 
involved in exposing powerful domestic constituencies to international competition when 
they know that WTO membership, and the international status accompanying it, are 
imminent, like the alcohol, tobacco, and automobile industries and agriculture. 
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Taiwan's progress in moving toward free trade is particularly striking when 
compared with that of the People's Republic of China. 

As a function of Taiwan’s substantially more liberal trade practices, Taiwan’s 
purchases of United States exports are more than SO percent greater than those of the 
PRC. This is not accidental. 

Although I know that some may disagree, in my mind, the PRC does not belong in 
the WTO. First of all, the basic prerequisite for free trade is largely absent in Communist 
China: the rule of law. Failure to live up to international standards on intellectual 
property rights is Just the most striking example of its failure to fulfill its agreements. 
Taiwan has largely complied with the United Stales’ wholly Justified demands to respect 
intellectual property rights, while the PRC has been strikingly deficient. Acting U.S. 
Trade Representative Charlene Barshefsky came to an understanding with the PRC on 
June 17, 1996 that the PRC would live up to the terms of the March 11, 1995 agreement 
on curtailing piracy-which it had utterly failed to enforce. Yet at the time the June 1 7, 
1996 understanding was reached, the People’s Liberation Army-run South Electronics 
Audio and Video factory in Foshan in Guangdong province was reopened for production 
of pirated material. The United States Trade Representative’s 1996 National Trade 
Estimate Report on Foreign Trade Barriers indicates that ‘'Despite its commitment under 
the 1992 market access Memorandum of Understanding to publish all laws and 
regulations affecting imports, some regulations and a large number of directives have 
traditionally been unpublished, and there is no published, publicly available national 
procurement code in China.” In other words, in the PRC. rules are arbitrarily formulated 
and applied, and by no means transparent. 

The Communist government of the People’s Republic of China maintains an 
intricate system of restrictive and punitive tarifT and nontariff administrative controls to 
implement its cenually-planned industrial and trade policies, with tariffs on foreign 
goods, such as automobiles, as high as ISO percent, even though Beijing made 
commitments in the 1992 MOU, reaffirmed in March 1995, to reform significant parts of 
its import regime. There are systematic barriers to U.S. access to the Communist Chinese 
market, from the PRC's 35-40% MFN-level tariffs (compared to about 2% MFN-level 
tariffs on goods entering the U.S.) to the unpublished regulations serving as non-tariff 
barriers. Troubling regulations constraining foreign engagement in the PRC’s market 
include; 

• So-called “export performance requirements,” whereby Communist Chinese 
authorities frequently force foreign manufacturers operating in Communist China 
to export 50 to 70 percent (and sometimes more) of their goods to other markets, 
as a condition of approving the investment. 

• Requirements that foreign investors not Just build factories in Communist China 
but transfer a significant amount of state-of-the-art technology to their PRC 
partners in Joint ventures. The aircraft-production sector is a prime example of 
Communist China’s practice of conditioning American Joint ventures upon 
building facilities in the PRC designed to enhance the flow of high technology to 
that nation. The technology-transfer requirement could lead U.S. producers to 
compete against their own products in the future, with the possibility of goods for 
exports being produced by Chinese manufacturers using stolen American 
technology. 
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These barriers to trade have contributed to the U.S. trade deficit with the PRC 
ballooning from $10 million in 1985 to $33.8 billion in 1995. In the last decade, U.S. 
exports to the PRC have tripled, but by comparison the PRC’s exports to the U.S. have 
grown 1 1 times . In June of 1 996, for the first time, the PRC surpassed Japan as the nation 
with the largest trade surplus with the United States, as the PRC sold $3.33 billion more 
in goods to the U.S. than the U.S. sold the PRC (as compared to Japan’s surplus of $3.2 
billion). 

Taiwan should no longer be held hostage to Communist China’s suitability for 
WTO membership, or more precisely, its lack of suitability for such membership. 

To those who say that the controversy over Taiwan’s sovereignty renders should 
prevent Taiwan from acceding to the WTO before the PRC, let me respond that their 
concern is altogether unfounded. Pursuant to its charter and rules, membership in the 
WTO is not limited to nations nor indicative of sovereignty, a policy illustrated by the 
fact that Hong Kong will remain a full member of the WTO as a separate customs 
territory after becoming part of the People’s Republic of China on July 1 , 1 997. Taiwan 
likewise has applied for membership in the WTO as a separate customs territory. With 
regard to this particular economic organization, questions as to whether there is one China 
and where it is found on the map are irrelevant. 

These arguments about the merits of Taiwan's and the PRC's relative cases for 
accession to the WTO, and about why Taiwan ought not wait for the PRC to become a 
WTO member, are set out in H. Res. 490, a Sense of the House resolution which 1 
introduced on July 26, 1996. H. Res 461 urged the Committee on Ways and Means- 
along with the Committees on Banking, International Relations, and National Security-to 
report out appropriate legislation to address the full range of issues in the relations 
between the U.S., the PRC, and Taiwan. This Resolution was expressly designed to 
move beyond using MFN renewal as the only instrument for addressing this panoply of 
issues, because I think we can all agree that MFN cannot and should not bear the weight 
of our entire China policy. H. Res. 490 is just such an appropriate piece of legislation. 

A statement of support for Taiwan’s entry into the WTO is an important step 
forward in China policy. Taiwan deserves to become a member on the merits, while the 
PRC, as yet, does not. The U.S. should work for Taiwan’s membership in this economic 
organization, for which sovereignty is not by definition a prerequisite for participation, in 
order to reward Taiwan’s progress in economic growth and democratization. And 
approval of the Taiwan model for Chinese civilization will signal the mainland that 
embracing economic growth through free markets and rule of law is the proper course. 

Far better than MFN, this symbolic measure regarding WTO membership will deliver the 
message the PRC should hear. As such, I ask that your committee report out H. Res. 490, 
and favorably. 
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Chairman Crane. Thank you, Mr. Cox. 

Mr. Brownback. 

STATEMENT OF HON. SAM BROWNBACK, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF KANSAS 

Mr. Brownback. Thank you very much, Mr. Chairman. It is a 
delight to be here with you and in front of your Subcommittee as 
well. 

Chairman Crane and distinguished Members of the Ways and 
Means Trade Subcommittee, thank you for this opportunity to ap- 
pear in front of you today to address the issue of China market ac- 
cess barriers, particularly related to the imports of United States 
beef. 

Let me be direct. China must remove its barriers to trade and 
especially the barriers to United States beef before it should be al- 
lowed to enjoy the full benefits of WTO membership. 

In addition, China should be required to meet all standards and 
requirements of current WTO members with no exceptions for agri- 
culture. China should not be rewarded for denying reasonable mar- 
ket access to United States agricultural and manufactured prod- 
ucts. China should be required to make substantial tariff conces- 
sions and other reforms before it is allowed into the WTO. Access 
to our market must be accompanied by uninhibited access to Chi- 
na’s market, a price that China thus far has seemed unwilling to 
pay. 

U.S. beef is enjoyed by consumers around the world. Exports of 
U.S. beef have skyrocketed over the past 5 years. In 1996 U.S. beef 
exports were forecast to reach 962,000 metric tons; that is an in- 
crease of 78 percent since 1991. And throughout East Asia, barriers 
to imported beef have been falling. Japan has increased its imports 
of beef nearly 91 percent. South Korea has increased its imports of 
beef nearly 31 percent. 

However, even while Japan and Korea have begun to open their 
markets to United States beef, China has still essentially remained 
closed. China has one-quarter of the world’s population, yet it is 
only 36th — it is the 36th largest consumer of United States beef, 
and that is even behind Bermuda and Barbados, which buy more 
beef than China. 

The United States is not the only victim of China’s barrier to im- 
ported beef China’s meat imports from all sources have been rel- 
atively flat over the past 5 years and remain less than one-tenth 
of 1 percent of total domestic consumption. 

The United States should not support China’s accession to the 
WTO until China removes the unfair trade barriers that are 
currently imposed on imports of American beef. 

China maintains one of the highest rates of import protections 
for its beef industry in all of Asia, but unlike China — or excuse 
me — unlike Japan and Korea, China’s domestic beef prices are very 
low, which makes China’s high de^ee of import protection some- 
what puzzling. Because of the availability of cheap domestic beef, 
imported beef poses little threat to domestic producers. 

Nevertheless, published ad valorem rates of 50 percent for bone- 
in beef cuts and 55 percent for boneless cuts do not include an ad- 
ditional 17 percent value-added tax, which is calculated on the duty 
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paid; in addition the value-added tax is applied in a manner that 
discriminates against imports, and including other minor customs 
clearing charges and handling charges, the effective rate of protec- 
tion is approximately 90 percent. 

I am also concerned that China uses sanitary regulations as a 
disguised barrier to imports of United States beef. While the Unit- 
ed States and China signed a memorandum of understanding in 
1992 on these measures, the USTR has determined that China’s 
sanitary inspections of meat products are — meat products and 
lengthy veterinarian quarantines are “often overly strict, unevenly 
applied, and not backed up by modem laboratory standards.” 

United States beef exports to China are unlikely to increase sig- 
nificantly until China stops unfairly protecting its beef industry, 
and this is unfortunate. With its 1.2 billion people and its rapidly 
growing economy, China should be the United States largest export 
market for beef and other agricultural products. But, until China 
eliminates its barriers to United States beef, our exports to China 
will never reach a reasonable level. If China is not willing to elimi- 
nate its barriers, the United States should not support its accession 
to the WTO. 

Thank you very much. 

Chairman Crane. Thank you, Mr. Brownback 

Before we get to questioning our witnesses, I would like to re- 
mind one and all that this is the last meeting of the Trade Sub- 
committee in the 104th Congress, and we have distinguished col- 
leagues who have served faithfully and very well in the trade 
arena, and other arenas as well, that I would like to acknowledge 
before we begin questioning our witnesses. 

First of all is our Grover Cleveland Democrat, Sam Gibbons, one 
of the most knowledgeable and effective freetraders that we have 
ever had in Congress, and pay tribute to him. 

And Mel Hancock, over here on my right, who is retiring, too. 

And L.F. Payne down here, sitting in on his last meeting of the 
Trade Subcommittee. 

And Dick Zimmer, who is going off to pursue other objectives. 

I salute my colleagues. And, I would like to now yield to Charlie 
Rangel for any questions. 

Mr. Rangel. Let me join with you in tribute. All of the Members 
that are leaving are really going to be missed, notwithstanding the 
fact that this has not been the fiiendliest Congress that I have 
served in, but at least I think we have tried a little harder on this 
Subcommittee. 

I was just telling Sam Gibbons that he has given so much to his 
country in establishing with foreign countries a credibility as re- 
lates to trade policy that I do hope that there is some way that we 
can keep this historic continuity as we move forward into the next 
century. And since he is going to be in Washington, I know I will 
be calling upon him a lot, and I hope that you would join with me 
to see whether it is possible within the rules to set up something 
that is a little more permanent in terms of his relationship. 

But, it has been good knowing all of you, and I certainly hope 
the fact that you will not be here officially, that you come back and 
visit with us. 

Thank you. 
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Chairman Crane. Thank you. 

Mr. Hancock. 

Mr. Hancock. Well, thank you, Mr. Chairman, and thanks for 
the opportunity to say it has been an honor and a privilege to serve 
with you and the other Members of the Subcommittee. 

We are talking about trade. And I recall, Charlie, some trips that 
we made at one time to New York with the New York — congres- 
sional delegation. It was the first time I had ever been in New 
York. It was a vei^ exciting place to be. 

Branson is a big tourism area, too. So, maybe we can work out 
a little trade deal here where we could promote both New York for 
tourism and Branson, Missouri, for tourism. 

I appreciate the opportunity to have served with you, Mr. 
Chairman. And I would just like to say, the people sitting behind 
us here have been — you and those people — ^have been very cour- 
teous and supportive and helpful to me. There are a lot of people 
up here that, frankly, next year I am going to miss. And that is 
the staff, both Members, all sides of the aisle. 

Thanks again. Very few people have ever had the opportunity 
that we have had. Fewer than 12,000 people have ever served in 
the U.S. Congress. Very few of those have ever served on the Ways 
and Means Committee. Very few of those, again, have ever served 
on this Subcommittee. And I just want to thank you. 

Thank you. 

Chairman Crane. Well, we thank you and commend you for your 
service and at least promise you that we will come back and visit 
occasionally, if nothing more. 

And now, our distinguished retiring Minority Member here, Mr. 
Gibbons. 

Mr. Gibbons. Thank you, Mr. Chairman, and Mr. Cox and Mr. 
Brownback and Mr. Latham. 

I learned a lot from your testimony here today, and I am glad 
to see how seriously you are considering what I think is a very im- 
portant problem for the United States and' for really the people of 
the world. 

The integration of one-fifth of the world’s population and a rising 
economic power into the brotherhood and fellowship of the civilized 
and more industrialized nations on Earth is really an important 
step. And certainly, Taiwan plays a very important role in all of 
this, and they have been our good, loyal friends for a long time, and 
we owe them and we owe to the wonderful people of China an op- 
portunity to welcome them fully into the family of nations. 

What we do and how we do it, and what they do and how they 
do it will affect history for a long time, because anytime we make 
these changes, we have got a lot of old history, and sometimes not 
very good history, to overcome in these integration efforts. 

And so, I want to welcome your testimony and welcome the ideas 
that you had. They are certainly worthy of serious consideration by 
this Subcommittee. I look forward to perhaps working with you and 
others on this problem in the future. Even though I will not be on 
this side of the microphone, I will be out on the public side of the 
microphone, out there listening. 

Mr. Chairman, I want to say that my years of service here have 
been a great educational opportunity for me. I have learned a lot 
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from the witnesses, from the Subcommittee Members, and from our 
excellent staff, about what our responsibilities are here. They are 
awesome, and they are very challenging, and I think we will all 
profit if we listen to each other and try to learn from history what 
the significant role of all this is. 

Having said that, let me say to Mr. Cox and Mr. Brownback, you 
have made some interesting proposals here and very well-reasoned 
proposals. 

How can we get all of this done as quickly as possible, yet bring- 
ing into this the responsibilities that you have outlined in your tes- 
timony to the people in the United States? Is there anything that 
you see that we can do about removing the sterile and often harm- 
ful debate on MFN from this arena? 

Would either one of you like to tackle that or both of you like 
to tackle that question? 

Mr. Brownback. I would be happy to make just a brief comment 
on that, and probably you. Congressman Gibbons, would be wiser 
on this than I would be, by some distance. 

It seems to me — in representing my district — that what the peo- 
ple want is, to be able to trade back and forth, but they want to 
make sure that everybody is playing on the same bit of ground 
here, and that nobody has got an advantage or a disadvantage in 
it. 

What I have outlined, particularly on the issue of beef, which is 
an issue that I am very familiar with, it is not a fair field, that we 
are not going into, and that hurts the overall atmosphere for people 
as they look to trade. 

I support an expanded trade environment. But, it has got to be 
very balanced, and it is one that whenever any of us, as Members, 
or other people in the public find an area where it is not balanced, 
we really ought to go at it and be very specific and pointed and 
very direct and aggressive on dealing with it. 

I think we need to go at the specifics rather than just dealing 
in these big cloudy areas and issues where we do not get much res- 
olution. There is not much discussion of points that ever can be 
resolved. 

Mr. Gibbons. Well, thank you for your answer. 

And, Mr. Cox, would you like to elaborate? 

Mr. Cox. Sustainable, long-term trade relationships have to be 
based on mutual advantage rather than one party taking advsin- 
tage of another. 

What the United States has made almost the entirety of its focus 
in our trading relationship with the People’s Republic of China is 
MFN renewal. And may I substitute for “the United States” as I 
just said, “the Congress,” because, of course, we have a role in pol- 
icy relating to intellectual property and on each of the disputes 
that arise in the course of our trading affairs with the PRC. 

This dates to a different era when the Jackson-Vanik legislation 
addressed different problems than face us just now. 

As I said in my testimony, if that is our exclusive focus, we have 
disadvantaged the United States, not just the country upon whom 
we wish to impose sanctions, because sanctions, by their very na- 
ture, will disadvantage the party that imposes them, as well as the 
party that is subjected to them. 



25 


Admission to the WTO, on the other hand, is a carrot. It is a car- 
rot that has not yet been extended to, nor received or accepted by, 
either the PRC or Taiwan. 

Because of the rather dramatic differences between the cir- 
cumstances of the governments of the island of Taiwan and of the 
PRC and because of the difference in the way that their economies 
respectively operate, it is rather clear that Taiwan is a model for 
the PRC and not the other way around. 

I think we can advantage ourselves by admitting the largest pur- 
chaser of U.S. exports not yet a member of the WTO, and at the 
same time hold out that carrot for the PRC, because emulation of 
what Taiwan has done would be in their interest and ours. 

And I would suggest specifically, in terms of hunying this along 
and doing something concrete and positive, that the sense of the 
Congress resolution to this end, H. Res. 490, is a perfectly appro- 
priate vehicle. 

Mr. Gibbons. Well, I want to thank both of you for good answers. 

Mr. Cox, I thought that was a veiy interesting point you raised 
about the symmetry between Hong Kong and Taiwan, that neither 
one come in — Hong Kong is already a member of the WTO, and it 
is there not as a sovereign nation, but as a tariff area. 

And, that is the same sort of status that you think we ought to 
apply to Taiwan; is that correct? 

Mr. Cox. That is exactly correct. 

Mr. Gibbons. Well, that makes good sense. Thank you. 

Chairman Crane. Mr. Ramstad. 

Mr. Ramstad. I have no questions. 

Chairman Crane. Mr. Payne. 

Mr. Payne. Thank you very much, Mr. Chairman. And I, too, 
would like to thank you for the kind comments you made as we 
started this session. 

It has been a real honor and privilege for me to serve on this 
Trade Subcommittee and on the Ways and Means Committee, and 
I appwiate what you and Mr. Rangel and Mr. Gibbons have done, 
the kind of leadership you have provided and the kind of bipartisan 
leadership on an issue that most definitely needs to remain biparti- 
san as we take up important matters of trade. 

I want to thank, too, the staff, because they have been very help- 
ful to us, as we have had many deliberations on this Trade Sub- 
committee in this and other sessions of Congress. I also want to 
thank the administration and the folks who are here from the 
USTR’s office, because of the close relationship that we have and 
need to continue to have. 

I think that the work that this Subcommittee does is extremely 
important. The hearings that we are having today on the WTO and 
accession of China, we will be having these kinds of hearings more 
and more as time goes on, because the public policy of how it is 
that the United States tremsacts with other nations in terms of 
trade will largely be determined right on this panel and with the 
members of the administration who are here. This will be increas- 
ingly important as we move more and more into our global econ- 
omy. 

So, thank you very much. It has been a real privilege for me to 
serve. 
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I want to thank my colleagues for being here, for what they have 
had to say, and I have no questions and yield back the balance of 
my time. 

Chairman Crane. Thank you very much. 

Ms. Dunn. 

Ms. Dunn. No questions. 

Mr. Rangel. Mr. Chairman. 

Chairman Crane. Yes. Mr. Rangel. 

Mr. Rangel. Congressman Cox, I certainly concurred with your 
idea and Sam’s supporting it that Taiwan, for WTO purposes, be 
treated like Hong Kong. 

But, what hits me between the eyes is the political problem that 
we face even in talking about it. I would not Imow whether Taiwan 
would want that kind of help right now, being faced with the 
People’s Republic of China. 

And so, sometimes the economic solution does not have a political 
solution to it. But, I am certain that Ambassador Barshefsky will 
have some views that would help both you and me to see how we 
can be supportive to have a transition that is beneficial to both 
countries. 

Mr. Cox. If I might respond to that, anticipating that what 
Taiwan might wish to do would be of special interest to the Mem- 
bers of the Subcommittee, I solicited the advice of the Taipei Eco- 
nomic and Cultural Representative’s Office in the United States, 
and I received the following statement today from Hon. Jason Hu, 
the representative in the United States. 

“It is the set policy,” he writes, “of my government to enter the 
WTO at the earliest possible date. With its large and liberalized 
economy and open trade policy, my country is ready and deserves 
to be a member of the WTO. Moreover, the evaluation and consid- 
eration of our application should be based strictly and entirely on 
its own merits without being linked to any other applications.” 

I do not think there is any question from the standpoint of the 
government on Taiwan that what we are talking about here would 
be entirely acceptable. 

Mr. Rangel. Well, that clears that up. 

Do you have any idea of the feelings of the People’s Republic? 

Mr. Cox. Well, I think it is manifestly clear that the PRC has 
in effect, at every turn, blocked the attempt of Taiwan to gain ad- 
mission to the 'iWO on the ground that 'Taiwan shall not become 
a member before the PRC. 

That is the question really that is before us. And because the cir- 
cumstances of the two are so different, it strikes me that sound 
American policy would be based on the notion that Taiwan ought 
not to be held hostage to the relatively less developed and highly 
mercantile of the PRC. 

Mr. Rangel. Thank you. 

Chairman Crane. And, gentlemen, I want to thank you for your 
testimony, and we continue to solicit your input and information 
and background as further negotiations continue. 

Thank you. 

Mr. Cox. Thank you, Mr. Chairman. 

Mr. Brownback. Thank you. 
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Chairman CRANE. Our next witness is Hon. Charlene 
Barshefsky, the Acting U.S. Trade Representative. 

STATEMENT OF HON. CHARLENE BARSHEFSKY, ACTING U.S. 

TRADE REPRESENTATIVE 

Ambassador Barshefsky. Thank you. 

Mr. Chairman, thank you very much. It is a pleasure to be here. 
Of course, I ask that my full statement be accepted into the record. 

Chairman Crane. Without objection, so ordered. 

Ambassador BARSHEFSKY. Thank you. 

Mr. Chairman, if I may, before I begin, on behalf of the adminis- 
tration, pay particular tribute to Mr. Hancock and Mr. Payne and 
Mr. Gibbons. Of course, Mr. Payne has worked tirelessly with 
USTR on behalf of constituents in his district who have had dif- 
ficulties with globalization, with the new rules of international 
trade. 

Mr. Payne, you helped us work out very difficult and thorny is- 
sues with respect to textiles and tobacco, in a way that served the 
interests of the United States, but also served the interests of your 
constituents so well, and I want to pay special tribute to your ef- 
forts in that regard, and it has been a real privilege to work with 
you. And, I say that on behalf of all of USTR and the administra- 
tion. 

Of course, Mr. Hancock has had a very long and distinguished 
record of public service representing his constituents, including the 
auto industry in his district, and we have had great pleasure work- 
ing with him. 

And then we get to Mr. Gibbons, who is so unique and recognized 
as such by the administration. I wanted to simply say, Mr. 
Gibbons, on behalf of the administration, that we recognize so well 
your distinguished service to our country and to the Congress. In 
our narrow area of trade, of course, you have been a champion of 
trade reform and trade liberalization throughout the world. It has 
been the very greatest privilege to work with you, and I want to 
thank you so much. 

Mr. Gibbons. Thank you. 

Ambassador BARSHEFSKY. Mr. Chairman, it is a pleasure to be 
here to discuss the efforts by China and Taiwan and indeed other 
nations to join the World Trade Organization. Let me first chat 
briefly about China and then Taiwan. 

As I have said to this Subcommittee before, the United States- 
China relationship is complex and multifaceted. We, of course, have 
a wide range of issues with China that go beyond trade, including 
human rights, including nuclear nonproliferation, and environ- 
mental protection. But, of course, trade does play a central role in 
our relationship with the world’s largest nation. 

China is now the world’s 11th largest trading nation. It is the 
United States fifth largest trading partner. In 1995 our exports to 
China increased by about 27 percent. They have doubled since 
1990, but, of course, the trade deficit is of significant concern to us. 

The Clinton administration’s policy toward China has been con- 
sistent and unchanging. It is a policy of engagement, but by that, 
I do not mean we ignore our differences. “Engagement” means that 
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we work with China to resolve our differences, and it also means 
that we protect our interests when consultations are not fruitful. 

Of course, we have had a vigorous bilateral agenda with China 
in a number of areas, and we have made some important progress 
in a number of areas, and let me just touch on those briefly. 

First the protection of intellectual property rights. Earlier this 
year, after a threat of retaliation, we were able to make some im- 
portant progress in getting China to enforce the provisions of our 
1995 IPR agreement. 

This past year, China has closed 15 CD, compact disk, factories. 
I am pleased to report to the Subcommittee that they remain 
closed. China has destroyed equipment; it has made substantial 
numbers of arrests; it has prohibited the importation of CD press- 
es; and I received a report yesterday — I have a team in China now 
that there have been a number of confiscations of CD presses. That 
is good news. It has engaged its police forces in intensified raids 
and taken the other steps required by our accord. 

With respect to market access, the market access memorandum 
of understanding, China has taken, I think, important steps to 
make its trade regime more transparent. It has eliminated over 
1000 nontariff barriers in a variety of sectors. But, of course, con- 
cern remains with existing barriers and with the erection of new 
barriers to replace from time to time ones that have been removed. 

In services, China has pledged to begin serious discussions on 
market access, in value-added telecommunications, and in insur- 
ance, and we have a team in China now. 

On agricultural products, the United States continues to experi- 
ence very serious market access problems, not only in beef and 
pork, but also with respect to wheat, citrus, and other products. We 
now have a USDA team in China discussing these issues this week. 

We will continue to engage China bilaterally on these and addi- 
tional issues, because, of course, the goal is reciprocal market 
access for United States goods, services, and agriculture. 

With respect to China’s WTO accession, let me say that the proc- 
ess of negotiating accessions for new members — there are 30 pend- 
ing accessions — has been a major focus for us with respect to ex- 
panding market access for United States exports, as well as 
strengthening existing multilateral rules. 

President Clinton, as you know, has repeatedly affirmed United 
States support for China’s accession in the WTO, but only on the 
basis of a commercially viable protocol that commits China to ex- 
pand market access and that will ensure compliance with WTO ob- 
ligations. WTO members, in general, have proceeded from the prin- 
ciple that China’s membership needs to be accomplished on terms 
that provide market access and provide a strengthening of WTO 
rules. There is a consensus among the major WTO members for a 
tough and principled approach to the accession process. 

Last February, as you know, we prepared a document that has 
since become referred to as the “road map” for China’s WTO acces- 
sion, and it crystallized for China the basic decisions it would have 
to make in order to accede to the WTO on each area covered by 
the WTO. 
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While China has responded preliminarily to the road map, we 
have yet to receive a full response and, of course, look forward to 
that. 

With respect to its offers currently on the table in Geneva, Chi- 
na’s offers on market access for goods and market access for serv- 
ices are not acceptable in their current form. 

In addition, there are a number of important rules-based issues 
such as the right to trade, removal of nontariff measures, the role 
of State enterprises, disciplines on agricultural supports and sub- 
sidies, China’s industrial policies. These rules-based issues remain 
unresolved as well. 

In addition, with respect to agriculture market access, China will 
need to sharply improve its offer. We have made a number of con- 
crete suggestions in all of these areas to China, beyond and in ad- 
dition to the road map paper, and we look forward to working with 
China on these critical issues. 

Let me just say that we are committed, of course, to a pragmatic 
and realistic accession process for China. As President Clinton has 
said to President Jiang, we stand ready to negotiate a balanced, 
commercially base accession agreement. 

Mr. Chairman, let me turn briefly to Taiwan. Taiwan is the 13th 
largest trading economy. It is the United States six largest trading 
partner. Of course, in the last decade, Taiwan has reformed its po- 
litical structure and moved toward the democratic mainstream. Bi- 
lateral negotiations between the United States and China have laid 
the foundation for a more liberalized trade regime in Taiwan. Of 
course, there are difficult issues that remain, and I have detailed 
the bilateral issues that are outstanding. 

In addition, as you may know, Mr. Chairman, the United States 
runs about a $10 billion trade deficit with Taiwan, and that is an 
issue on which we have also focused significant attention. 

Although not a participant in the Uruguay round, Taiwan has 
moved toward freer markets in recent years. Taiwan’s trade acces- 
sion plan, which was self-initiated in 1989, reduced industrial tar- 
iffs to an average of 8.6 percent. And last year, Taiwan’s legislature 
enacted a law to reduce tariffs by an average of 21 percent on 
particular items of United States export interest. 

The unresolved issues in Taiwan’s accession bid concern various 
market access matters. They relate to a number of areas that are 
of critical importance to the United States — for example, Taiwan’s 
tariffs and quotas on automobiles and other industrial goods; their 
tariff and distribution arrangement on certain agricultural com- 
modities; their tariffs, taxes, and other arrangements on products 
that are within the province of the Taiwan Tobacco and Wine Mo- 
nopoly Board. And Taiwan has yet to address United States con- 
cerns with respect to its services offers, particularly with respect to 
legal and financial services, as well as the question of whether Tai- 
wan will accede to the aircraft agreement after accession. 

We work closely with the Taiwan delegation, but there is no 
question that significant outstanding issues remain with respect to 
our bilateral negotiations with Taiwan. 

I would add, however, that Taiwan has not finalized its bilateral 
consultations for accession with any of its major trading partners — 
not with Europe, not with Japan, or others. Each of these individ- 
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ual negotiations must be completed before Taiwan’s accession is 
ripe, and indeed, as well as these negotiations, China’s protocol of 
accession, the rules of accession, must also be completed. That 
drafting has only just begun. 

In conclusion, Mr. Chairman, let me say that we look forward to 
working with you and Members of the Subcommittee as these ac- 
cessions proceed and as, of course, our bilateral agenda with these 
countries proceed. 

We, of course, must ensure market access for our companies, as 
well as movement by the Taiwan and Chinese trade regimes 
toward a rules-based system. 

Thank you. 

[The prepared statement follows:] 
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Testimony of 

Ambassador Charlene Barshefsky 
Before the Ways and Means Committee 
Subcommittee on Trade 
September 19, 1996 

Mr. Chairman and Members of the Committee^ it is a pleasure to appear before you today to 
discuss the efforts by China and Taiwan to Join the World Trade Organization (WTO). While I 
will focus on our bilateral relationships with China and Taiwan and the negotiations for China 
and Taiwan to accede to the WTO, I would also like to take this opportunity to describe the 
accession process and briefly report on the work being done with the other applicants for WTO 
membership. 

CHINA 

Now let me turn specifically to China. The U.S.-China relationship is complex and multifaceted. 
The United States has a wide range of issues with China that go far beyond trade. We have a 
deep and abiding interest in human rights, worker rights, and a range of other areas from non- 
proliferation to environmental protection. 

Increasingly, however, trade plays a central role in our relationship with the world’s largest 
nation. We cannot ignore the fact that the United States has a significant commercial stake in 
China. China is the fastest growing major economy in the world, with annual growth rates of 
more than 10 percent for each of the past four years. Already possessing the world’s largest 
population, by early in the next century, China may have the world’s largest economy. 

China is the world’s eleventh largest trading nation, the United States* fiflh largest trading 
partner. In 1995 alone, U.S. exports to China increased by nearly 27 percent, and - at $1 1.8 
billion ~ these exports were more than double their 1990 level. That is why more than 1 70,000 
American workers owe their jobs to U.S. exports to China. 

The Clinton Administration’s policy toward China remains consistent and unchanged. It is a 
policy of engagement. But let me be clear about what we mean by engagement, Mr. Chairman. 
Engagement with China does not mean ignoring our differences. It means actively engaging 
China to resolve our differences and it means protecting our interests when consultations arc not 
fhiitful. 

In June of this year. President Clinton urged Congress to renew MFN for China for another year. 
He did this — and the Congress supported him — because the United States’ interests are best 
promoted and achieved if we maintain MFN as the foundation for our trade relationship with 
China. 

When the President delinked human rights and MFN in 1 994, he said that his Administration was 
prepared to use a whole array of legislative and suiministrative methods to address specific issues 
with China. In the President’s words, “We must enforce our trade laws and our trade agreements 
with all the tools and energy at our disposal.” I can assure you that we have consistently used all 
of the tools at our disposal to open China’s maiket. 

Since the outset of the Clinton Administration, we have pursued a vigorous bilateral trade agenda 
with China, and we have sought and achieved real results. By working successfully with 
Congress and the private sector, we have opened markets ranging from heavy machinery to 
telecommunications technology. 

We have made important progress but it is clear that there is much more work to be done. 

Before I specifically address China’s WTO accession, let me review some of the areas in which 
progress has been made with regard to opening China’s vast market: 
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1995 Intellectual Property R^hts Agreement 

U.S. copyright industries employ more than 5 percent of the U.S. work force -- roughly equal to 
the auto industry and are growing three times as fast as the rest of the economy. The copyright 
industries contribute more than $3S0 billion a year to the U.S. economy, accounting for more 
than 6 percent of GDP. The U.S. computer software industry alone maintains a 75 percent 
market share worldwide, and created almost 60,000 jobs in 1995. Therefore, when fums in 
China pirate American products, they are stealing the ideas of these industries. We will not 
tol^te the theft from our leading industries. 

Since the signing of the IPR Agreement in February 1995, U.S. government delegations traveled 
to China nine times to ensure enforcement and held more than forty formal and informal 
consultations from Beijing to Shanghai to Guar^zhou. However during 1995, there was a great 
deal of talk on the part of the Chinese, but tittle concrete action on important aspects of the 
Agreement. That is why, In May 1996, the Clinton Administration threatened to lake action 
against China as a result of China's failure to enforce satisfactorily its commitments under the 
1995 agreement on intellectual property protection. 

In June 1 996, after substantial verification activities on the part of a U.S. government delegation, 
it was determined that a critical mass of enforcement actions in connection with the 1995 IPR 
Enforcement Agreement had been taken by the Chinese, and sanctions were averted. Our 
discussions in June conftrmed that China had begun to take action in a number of key areas. 
China had closed a total of 1 5 CD factories, and had begun a new initiative targeting 
underground CD plants. The Ministry of Public Security now plays a leading role in these 
efforts. China also put a moratorium on the establishment of any new CD factories, and issued 
regulations which virtually ban the importation of CD presses and other manufacturing 
equipment. The Chinese strengthened border enforcement by executing seizures during the past 
several months •• netting tens of thousands of pirated CDs, VCDs, LDs, and other pirated goods. 
Chinese Customs officials continue cooperative efforts with Hong Kong Customs and continue 
to work with U.S. Customs. China also had clamped down on the Import of illegal CD presses. 
And finally, significant progress was been made to secure opportunities in China for American 
IPR industries - for sound recordings, motion pictures, and software. 

Of course, the ultimate test is real and ongoing implementation. The United States will continue 
to monitor the situation and ensure that our economic interests are protected. To that end, a 
USTR team is in China now to verify that the Chinese are continuing to take the agreed-upon 
steps to crack down on piracy and provide market access. 

The 1992 Market Access Agreement 

In October 1 992, the United States and China signed a market access agreement that committed 
China to make sweeping changes in its import regime. To its credit, China has done much to 
implement the 1992 agreement. It has taken important steps toward making its trade regime 
more transparent. It has made a major commitment to eliminate non-tariff barriers, and since the 
end of 1993, it has eliminated or substantially reduced the several thousand barriers that existed. 
Once these barriers are eliminated, the markets in China for computers, medical equipment, 
heavy machinery, textiles, steel products, chemicals, pharmaceuticals, and other products will 
open. 

While China has removed a substantial nuraberof non-tariff barriers, we are concerned with 
China’s tendency to give with one hand and take away with the other. In some instances, China 
has substituted new barriers in the place of those removed. For example, quotas have been 
replaced with “tendering requirements” or “registration requirements.” In sectors such as 
medical equipment and film, new regulations have prevented the market access we anticipated as 
a result of the 1992 agreement. China must live up to its agreement and eliminate these 
impediments to fair trade. 

A number of other market access problems remain, most importantly for U.S. agricultural 
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products. In the Agreement, China committed to eliminate unscientific sanitary and 
phytosanitary restrictions used as barriers to market access. However, China has failed to 
scientifically justify restrictions which block exports on a number of important agricultural 
products, particularly wheat and citrus fruit. Even where China has taken positive steps, for 
example with cherries and apples, subsequent phytosanitary requirements or tariffs have blocked 
meaningful access to the market. In order to continue to engage the Chinese on these important 
issues of market access for our agricultural exports, our agricultural oflicials are currently in 
China. 

Services 

The United States is the largest exporter of services in the world, and producer of the highest 
quality services that range from financial services to engineering and construction. We are 
pursuing discussions with China on services, both bilaterally and multilaterally, in particular in 
the areas of value-added telecommunications and insurance. 

In addition, USTR continues to pursue market access for other services sectors. This includes 
efforts in the areas of business facilitation, distribution, travel services and advertising. 

Xinhua Control over Financial Neva Services 

Xinhua News Agency, also kitown as the New China News Agency, has recently been authorized 
to control the release of economic information in China by foreign news agencies. We are very 
concerned about this development which could adversely affect U.S. commerical presence in 
China, impinge on U.S. intellectual property rights and constitute yet another significant WTO- 
related issue. We are now in consultations with the Chinese on the regulations and their 
implementation. 

The World Trade Organization 

In the twenty months that the WTO has been in existence, the process of negotiating the terms of 
accession to the WTO Agreement for new members has become a major focus of our efforts to 
expand market access for U.S. exports and to strengthen the existing rules of the international 
trading system. This is nowhere more relevant than in the negotiations for China's membership. 

A signatory to the Marrakesh Agreement Establishing the World Trade Organization, China 
formally applied for WTO membership in late 1995, and participated in the first meeting of its 
WTO Accession Working Party in March 1996. From the beginning of this process, WTO 
members have proceeded from the principle that China’s membership must be accomplished on 
terms that provide for meaningful market access and the incorporation of the disciplines of WTO 
provisions into China’s trade regime. While recognizing the importance of China’s accession to 
the WTO, there is consensus among the major WTO Members for a tough and principled 
approach to this process. 

President Clinton has repeatedly affirmed U.S. support for China’s accession to the WTO on the 
basis of commercially viable commitments that provide greatly expanded market access and 
ensure compliance with WTO obligations. We have '.w>rked hard, both bilaterally and 
multilaterally, to organize and facilitate China’s accession process. 

Unfortunately, China’s offers on market access for goods and services are not acceptable in their 
current form. In addition, a number of important rules issues, such as the right to trade, the 
removal of non-tariff measures, how state trading is conducted, disciplines on agricultural 
supports and subsidies, and China's industrial policies, remain unresolved. 

China also needs to give special attention to market access for agricultural products. We and 
other WTO Members continue to carefully review China’s proposals on how its state trading 
system will work, how it will discipline subsidies and internal supports, and how it will 
implement its sanitary and phytosanitary rules. We have made a number of concrete suggestions. 
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and look forward to China’s responses. 

The operation of China’s state trading system is one clear example of the important relationship 
between WTO rules and basic market access issues. We must ensure that state trading does not 
operate as a barrier to imports and that it provides fair market opportunities for U.S. exporters. 
Congress has provided important guidance to our negotiators in this area. Completion of China’s 
accession process requires that these and other difficult outstanding issues be addressed. 

On the President’s instructions, we prepared a document that has been referred to as a WTO 
roadmap for China. The roadmap crystallizes for China the basic actions it must make to make 
progress in each substantive area covered by the WTO. It draws on the draft protocol text that 
was tabled and negotiated in Geneva in 1994. 

China has responded with a preliminary presentation in Washington on February 12, but we 
expect further, more detailed responses at a later stage. WTO issues were also discussed during 
meetings of China’s Accession Working Party that took place in late March. The next meeting 
of China’s Accession Working Party, where non-tariff measures will be discussed, is scheduled 
for late October. 

To move the accession process forward, China’s intentions in each of the areas identified need to 
be expressed in terms of specific, contractual commitments to implement WTO riiles. China 
must also provide for substantial improvement of market openings in goods, in services, and in 
agriculture. Without progress in all these areas, none of the major countries negotiating China's 
accession terms will be prepared to complete the accession. 

We are committed to a pragmatic and realistic accession process. As President Clinton made 
clear to President Jiang, we^tand ready to negotiate a balanced, commercially-based accession 
agreement. 

Let me stress a key point about moving this process forward. To make progress, China must stop 
erecting new trade barriers to replace those previously removed. And it must cease 
implementing policies that move it further away &om WTO consistency. 

Of course. China must also fully implement its existing bilateral trade agreements. The 
Administration’s actions this spring to ensure satisfactory implementation of the 1 995 
Intellectual Property Enforcement Agreement demonstrate our commitment to enforcing our 
trade agreements. Complete and timely implementation of the IPR Agreement, as well as our 
market access, textiles, and other agreements, will help to put our bilateral trading relations on a 
more stable, long-term foundation. 


TAIWAN 

Taiwan is the world's fourteenth largest trading economy, and the United States' eighth largest 
trading partner. The United States and Taiwan have a bilateral trade relationship of long standing 
that has benefitted both economies. U.S.-Taiwan bilateral trade reached S48 billion in 1995. In 
the last decade, as Taiwan has reformed its political structure and moved toward the democratic 
mainstream, bilateral negotiations between the U.S. and Taiwan have laid the foundation of a 
more open and liberalized trade regime in Taiwan. Difficult bilateral issues of market access, 
protection of endangered species (Pelly Amendment), and intellectual property protection have 
been addressed and resolved. 

Before turning to the WTO accession, I would like to review our ongoing bilateral efforts. 
Market Access 

Although not a participant in the Uruguay Round, Taiwan has in the past several years taken 
steps to provide greater market access. Taiwan is engaged with the United States in negotiations 
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for WTO accession that will further open Taiwan’s goods and services markets to a significant 
degree. Taiwan’s Trade Action Plan, self-initiated in 1989, reduced industrial tariffs to an 
average of 8.6 percent. Taiwan’s Legislature enacted a law in late June 1 995 implementing an 
Executive branch commitment made in February 1994 to reduce tariffs by an average of 21 
percent on 483 items of prime U.S. export interest valued at $890 million. 

Telecommunicalions 

In February, Taiwan approved a plan to transform its monopoly telecommunications agency to a 
strictly regulatory role, spinning off its operational arm as a newly privatized entity. The plan 
opened up the telecommunications sector to domestic and, with some limitations, foreign 
competition in providing equipment and services. U.S. equipment and service providers were 
concerned with certain aspects of the plan, in particular restrictions on foreign investment and the 
possible continuing influence of the newly-privatized telecommunications entity, including a 
ceiling of twenty percent on foreign investment, an 1 1 .9 percent cap on return on investment, 
limits on debt/equity ratios, and limited spectrum allocation on which to develop a customer 
base. 

Bilateral consultations with Taiwan authorities in July succeeded in securing commitinents to 
removal of the profit cap and of restrictions on debt equity ratios. It was also confirmed that the 
newly-fuivatized telecommunications entity would not be able to cross-subsidize its wireless 
services with revenues ftom its remaining basic telecommunications monopoly activities, nor 
discriminate in pricing of connections for its own wireless subsidiaries and new competitor in 
that sector. 

We are continuing to monitor the implementation of our July Understanding with Taiwan to 
ensure that U.S. firms are permitted to compete &irly in the Taiwan telecommunications market. 
In addition, we are working with U.S. equipment and services suppliers to assure that our 
concerns are taken into account as regulations are developed to implement further this element of 
the liberalization. 

lattUectmU Property 

As a result of many years of bilateral Special 301 work with the United States, Taiwan has made 
sigm’ficant improvements in its IPR protection as it has worked to bring this effort up to TRIPS 
standards. These improvements have resulted in movement from a Special 301 designation by 
USTR as a “priority foreign country” in 1002, to watch list in 1995. This year, we have 
removed Taiwan from the U.S. Special 301 lists to the category of special mention. 

Last April, the U.S. and Taiwan reached agreement on an 18 point Action Plan outlining 
enhanced IPR enforcement commitments in areas of concern to U.S. industry. Taiwan's 
commitment to implement the Action Plan within six months resulted in a USTR downgrading 
Taiwan's status from the special 301 "Watch list" to the "^tecial mention" category. At the 
urging of the United States, Tmwan has worked to prevent cross-strait investment in PRC-based 
CD manufacturers, required all Taiwan CD manufacturers to use a source identification code on 
all products, and has recommended simplification of the power of attorney provision under 
Taiwan law to the Ministry of Justice. We remain concerned, however, that Taiwan’s money and 
equipment continues to foster CD piracy in China. We will conduct an out-of-cycle special 301 
review, tentatively scheduled for October, to assess Taiwan’s continued efforts to protect IPR. 

Medkal Devkes 

Taiwan's efforts to coittain costs under its National Health Insurance Program have led to 
implemerttation of bratuf-rmBK based price lists for determining reimbursements wdiich- 
reportedly favor domestic medical devices and generic pharmaceuticals over imported or forei^ 
invested manufactured products. U.S. medical device manufacturers and phammccutical 
companies allege that prices assigned their leading products are arbitrary, non-transparent and 
may deny national treatment due to pricing formulas designed to benefit local producers of 
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competing products. The Health Industiy Manu^cturer's Association (HIMA) filed a petition on 
July 2 on the concern in response to the Federal Register notice requesting comments for 
practices to be considered under Super 301 . The issue was raised during bilateral consultations 
with the Taiwan authorities in mid-July and most recently during subcabinet-level meetings in 
Taiwan last week. We will continue to work with our suppliers to persuade Taiwan to establish 
more transparent, non-discriminatory formulas. 

Sanitary and Pkytosanitary Issues 

The United States and Taiwan have been able to resolve several outstanding sanitary and 
phytosanitary (SPS) concerns on plants and plant products over the past several years. However, 
Taiwan still implements several unnecessary quarantine restrictions on livestock and meat. 
Taiwan also has a restrictive performance testing system for breeding swine which effectively 
prevents imports of certain breeds of swine. In addition, they subject dietary supplements to a 
registration process such as that used for pharmaceuticals. 

The World Trade Organization 

The United States and Taiwan have resolved many issues relating to Taiwan's efforts to accede 
to the WTO but critical issues remain. Taiwan has negotiated some significant commitments and 
concessions on market access (tariffs and non-tariff barriers), trade in services (including 
fmancial services), and adherence to the WTO Government Procurement Agreement. However, 
major issues remain outstanding. They relate, for example, to the tariffs and quotas for 
automobiles and other industrial goods, tariffs and trade and distribution arrangements on certain 
agricultural commodities; and tariffs, taxes, and other aspects of market access on products that 
are currently the responsibility of the Taiwan Tobacco and Wine Monopoly Bureau (TTWMB) . 
Another major element of the accession negotiation is agreeing on reforms to the TTWMB so 
that Taiwan meets WTO requirements of national treatment, MFN, and transparency. Taiwan 
also needs to address U S. requests for commitments in legal and financial services, and to 
respond positively to our request for their adherence to the WTO Aircraft Agreement after 
accession. 

At the close of Taiwan’s last accession Working Party meeting in Geneva, it was agreed that the 
next task to be undertaken by the group would be the discussion of issues for a protocol text 
based on a checklist developed by participants in the negotiation last year. Contacts with the 
Taiwan delegation on remaining issues continue, and we will meet with them prior to the next 
Working Party meeting. 

WTO ACCESSION. IN GENERAL 

I would now like to turn to specifics of the WTO accession process and efforts by other countries 
seeking to join the WTO. Increasingly, Congress is taking an interest in the accession process, 
and we have been responsive to the provisions established in U.S. trade law, seeing them as a 
baseline for all the negotiations. Section 121 of the URAA gives guidance on objectives related 
to Uruguay Round results, and section 1 106 of tl^ Omnibus 1988 Trade Act speaks to the issue 
of state trading and accession. More broadly, we have been responsive to the general objectives 
set in the Uruguay Round legislation in areas such as market access, (e.g. the zero-to-zero tariff 
harmonization proposals and in our continuing n^otiating authority under section 111). 


Accession Process 

In the twenty months that the WTO has been in existence, the accession process conducted under 
Article XII of the WTO Agreement has become a major focus of our efforts to expand market 
access for U.S. exports and strengthen the existing rules of the international trading system. 

There are 3 1 countries and customs territories in various stages of the WTO accession process at 
this time, with the accessions of China and Taiwan among the most important of them. Among 



37 


the other twenty nine applicants are Russia, Ukraine, Kazakhstan, and six other former Soviet 
republics of the Commonwealth of Independent States (CIS); the Baltic States, Saudi Arabia, 
Jordan, and Vietnam. 

The United States and other WTO Members adopted the Uruguay Round as a single undertaking- 
-all aspects of the Agreements that emerged from the Uruguay Round negotiations were 
mandatory for all who wished to become WTO members. Through the accession process, we 
maintain the integrity of that commitment for future WTO members as well as for original ones. 

The rules for joining the WTO are stated in Article XII of the Agreement, and are functionally 
identical to those that operated for accessions to the GATT 1947, i.e., that 

"Any State or separate customs territory possessing full autonomy in the conduct 
of its external commercial relations and of other matters provided for in this 
Agreement and the Multilateral Trade Agreements may accede to this Agreement, 
on terms to be agreed between it and the WTO. Such accession shall apply to this 
Agreement and the Multilateral Trade Agreements annexed thereto." 

As was the case under GATT 1947, the negotiations required for membership provide broad 
opportunity for current WTO members, including the United States, to ensure that new 
memberships take place on terms that reduce barriers to trade and support the credibility and 
strengdi of the WTO. In practice, this means that applicants must negotiate terms for 
membership in the organization, giving current WTO members an opportunity (1) to ensure that 
applicant trade regimes can implement WTO obligations and (2) to secure commitments and 
concessions on specific issues and for enhanced market access on tariff levels, agricultural 
market access, and trade in services. 

The accession process involves a two part negotiation; 

- bilateral negotiations to identify specific goods and services market access commitments 
and 

multilateral discussions in a Working Patty composed of all interested WTO members to 
identify aspects of the applicant’s trade regime conflicting with WTO provisions so they 
can be amended. 

To initiate the WTO accession process, the applicant describes its foreign trade regime to WTO 
members, responds to questions, and provides any other information on its trade practices and 
laws requested by WTO members. There is a long list of basic information that all applicants for 
WTO accession are required to provide for WP review. The WP will meet as many times as is 
necessary to complete the review of the applicanfs trade regime, and to discuss concerns 
expressed by WTO members on the consistency of the applicant's trade regime. The pace of 
these discussions traditionally depends on the applicants willingness to identify the problems 
with WTO-consistency in its trade regime, and to provide assurances or commitments to bring 
these measures into line with the WTO Agreements. Ultimately, the WP makes a collective 
assessment of where changes or commitments to change must be made in the applicanfs regime 
to meet WTO obligations. 

These assessments, and specific requests for changes or commitments to change to bring the 
applicanfs trade regime into conformity with WTO provisions, are reflected in the final 
accession package approved first by the Working Party and then by the full WTO: 

a Protocol, listing the commitments undertaken by the applicant concerning WTO rules; 

— a Working Party report elaborating on the corrunitments; 

~ a schedule of initial market access commitments for trade in services; and 

a schedule of market access concessions for goods, including an agricultural country 
schedule with commitments on export subsidies and internal supports. 
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These elements constitute the accession applicant's "entiy fee" to bring them up to a level of 
commitment to WTO provisions and to trade liberalization commensurate with that of current 
WTO members. Because every trade regime is different, and because every applicant has its 
own views on how rapidly it is willing or able to respond in the negotiations, there is no way to 
tell how long the negotiations will take. The accession process can be very detailed and take 
time, particularly if the trade regime of the applicant is very complex or in the process of 
transition from a state-trading basis to a regime based on market principles. 

The U.S. traditimtally has taken a leadership role in developing the terms for acceding countries. 
This is as true for Mongolia and Bulgaria as for China and Taiwan. Over the past several years 
we have worked hard in Geneva to develop a strong multilateral consensus on the elements of a 
commercially viable protocol postage in the accession process, including with China, and we 
intend to continue to provide leadership to building that consensus. 

Results of Other Accesshms 

Since WTO implementation in January 199$, four countries have completed their negotiations 
under Article XII to accede to the WTO. These are: Ecuador, which became a member in 
January 1996; Mongolia, whose accession was approved by die WTO in June 1996; and 
Bulgaria and Panama where approval is expected this fall of the accession packages completed 
before the summer break. In all four cases, the conunitments and concessions in both goods and 
services market access and in implementation schedules for the WTO Agreements exceeded 
those generally accepted by countries with similar economies in the Uniguay Round, particularly 
in market access for goods and services, and in full implementation of WTO commitments on an 
accelerated basis. 

The commitments included: 

full binding of all tariff lines, industrial as well as agricultural, with full or partial 
acceptaiKe of chemical harmonization; 

elimination upon date of accession or with very short transitions of most existing 
practices inconsistent with GATT 1994 or other WTO Agreements, including: minimum 
import valuation; non-tariff taxes and charges on imports, customs charges, or internal 
taxes also applied to similar domestic goods; and several categories of restrictions on 
imports, including quotas, minimum impmt prices, and restrictive licensing schemes; 

broad initial commitments by all four countries to market access and national treatment 
for foreign service providers in key sectors of interest to the United Stales, including 
value-added telecommunications and a wide range of financial services (including 
insurance), as well as in accounting, management consulting, construction, engineering, 
wholesale distribution, and hotel services and tourism; 

early implementation of TRIPs and the Agreements on SPS and TBT without recourse to 
transitions, and immediate implementation of the Customs Valuation Agreement by 
Mongolia, Pananu, and Bulgaria 

commitments from Mongolia and Bulgaria (the first transforming economies to complete 
accession to the WTO) that the state foreign trade monopoly was abolished and to 
provide additional periodic reports on privatization and reforms and enhanced 
transparency for remaining price controls. 

In conclusion, let me retuin to the topic of ChiiuL The U.S.-China relationship is as important as 
any bilateral relationship in the world. But relationships ate a two-way street. For China, the 
potential of the U.S. market is great Roughly one third of China’s exports go to the U.S., 
including tens of billions of dollars of textiles and footwear. In addition, Chinese companies — 
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like all foreign companies — are allowed to establish freely in the United States. No one restricts 
their right to do business with American customers. 

For the United States, it is certainly true that China offers unmatched potential. Unfortunately, 
while progress has been made, for the United States, the potential of the Chinese market remains 
largely untapped in many respects. China’s highly r^trictive import policies mean that less than 
2 percent of U.S. exports go to China. China must open its markets, and the first step is to ensure 
compliance with commitments already made. 

The Chinese feel that is only “fair^’ that China -- the country with the largest population and the 
fastest growing major economy, the country that may soon be the world’s largest economy -- be 
admitted to the WTO. The United States also sees accession to the WTO as a matter of fairness. 
Fairness is abiding by rules and living up to one’s commitments. Fairness is a matter of meeting 
agreed-upon standards and eliminating unfair barriers. Accession to the WTO is a matter of 
fairness. In fact, it is a matter of fair trade. 
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Chairman Crane. Thank you, Ms. Barshefsky. 

To open up, why would you think it is in China’s interest to join 
the WTO? 

Ambassador Barshefsky. I think the interests are many and 
varied. Of course, only the Chinese can ultimately judge whether 
they wish to join the WTO. But, let me give you a few thoughts 
on the way, at least, we could look at it. 

First off, of course, China appears to have a desire to move into 
a leadership position with respect to international economic mat- 
ters and to move toward greater political acceptability, if you will. 
WTO accession, of course, would be very important on both of those 
counts. 

Second, of course, China is a major exporting nation. China ex- 
ported in 1995 what Japan exported in 1980 at a per capita GDP 
a fraction of that of Japan’s in 1980. This is a country whose ex- 
ports have risen by double digits in every year for at least the last 
5 or 6 years, a country whose growth rate hovers around 10 per- 
cent, and a country that is amassing technology at a rapid rate. It 
is, in short, an export powerhouse. 

Without WTO accession, China remains quite vulnerable to the 
imposition of restrictive trade measures by other countries, meas- 
ures which cannot be challenged in any forum. For China to better 
protect its own export position, China should wish to be a member 
of the WTO. 

Of course, the flipside of that is, as a member of the WTO, 
China’s trade regime would be subject to dispute settlement, and 
arguably that cuts against the desirability of accession for China. 

But for both economic reasons, as well as political reasons, acces- 
sion may well be of importance to China. 

I would add one further point, and that is: There is a significant 
reform movement in China, a movement toward market economics, 
toward less State involvement in the economy, a movement away 
from arbitrary decisionmaking by government. And in that regard, 
the reformers in China strongly support WTO accession as a means 
of furthering the process of economic reform in China. 

Chairman Crane. You have indicated in prior testimony that 50 
to 70 percent, as I recall, of the Chinese economy is State-owned 
and controlled. And, what kind of an issue does that represent as 
far as China’s eligibility for WTO accession? 

Ambassador Barshefsky. Well, this presents a very complicated 
set of issues. We have some experience with heavily State- 
controlled economies. If we think through for a moment that we 
have previously seen the accession, for example, of Poland — this 
was to the GATT; of Romania; and to a lesser extent of Hungary. 
We now have had the accession to the WTO, for example, of 
Bulgaria. 

We do have some experience. But, of course, the range of State 
enterprise is very massive in China. The scale, of course, is 
fundamentally different from these other countries. 

We know that State enterprise participation in the economy can 
distort trade, both imports as well as export trade. We also know 
that the presence of State enterprises reduces significantly the 
transparency of a country’s trade regime. It is very difficult to get 
at the practices utilized that inhibit imports and that expand ex- 
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ports, and it is very difficult sometimes to fashion appropriate 
remedies. 

This entire area of State enterprise is one that we, as well as our 
trading partners, are looking at very carefully with respect to the 
China accession. 

We are also looking at the issue carefully with respect to the ac- 
cessions, for example, of Russia and the Ukraine and others of the 
former Soviet Republics whose economies have been under varying 
degrees of State control. 

There are no easy answers here. This requires a fair amount of 
thoughtful analysis. But to be sure, there is no question that the 
higher the percentage of State involvement and State enterprise in- 
volvement in the economy, the greater the opportunity for trade 
distortion and the greater the risk of market access barriers. 

Chairman Crane. Thank you very much. 

Mr. Rangel. 

Mr. Rangel. Let me join with those who thank and congratulate 
you for the great work that you are doing, and this is especially 
so as relates to your patience in dealing with the politics and trade 
policies of China. 

Do you think that the WTO would have any unique means of re- 
moving some of the severe restrictions and barriers to trade that 
China has put up for United States exporters? 

Ambassador Barshefsky. I think the WTO accession process 
provides a potentially excellent opportunity for the United States, 
as well as other countries, to work to reduce, on a structural level 
as well as on a cross-sectoral level, trade barriers that exist in 
China. 

Our alternative is sectoral, bilateral negotiation, which is, as you 
know, a long process. It is arduous. We are committed to it; you 
know that we have negotiated just shy of 200 trade agreements in 
44 months, all of which toward market access for U.S. exports. But, 
it is an arduous process. 

In the WTO, of course, accession would require not only the low- 
ering of tariff barriers across the board, but the identification and 
removal of nontariff barriers on goods, the opening up of the serv- 
ices market across sectors, the opening up of the agriculture mar- 
ket across the range of agricultural commodities, not just one or 
two but the range of agricultural commodities, and, of course, the 
accession by China and other countries to the international rules 
of the road with respect to trade. 

So the accession does provide us with a very good opportunity. 
We have to be smart about it. We have to be very clear as to what 
we want, and I think we have been very clear as to what we want. 
And we have to be very dogged in our pursuit. 

Mr. Rangel. Well, that was not my question. We have been clear 
in what we want, and they have been clear as to what they are not 
going to do. 

And I am just wondering, notwithstanding how more clear the 
WTO can be — I do not know what stories they give to you. Maybe 
stealing intellectual property is a cultural thing, or they do not 
think it is stealing, or once it is created it belongs to the world, or 
subsidizing their own industries and declaring that that is a na- 
tional industry or putting tariffs on particular things in order to 



42 


negotiate or punishing companies that are cooperative — I mean are 
not cooperative with their policies. 

It just seems that because they are a giant nation and becoming 
a major force in international trade, all you can do is try to do the 
best you can. But, we cannot wrestle this monster to the ground 
ourselves. They do what they want to do. 

And my question really was. Can the WTO be more effective in 
dealing with China than we are? 

With all credit to your negotiators, and they have done a good 
job in knocking out illegal CD manufactures in China; My God, 
that is a profile in courage, they are closing up the thieves, and we 
appreciate every effort they make. 

But, what can the WTO do that we have not done? 

Ambassador Barshefsky. Well, I have already given you the 
picture on the market access side on the WTO. 

The other side of the coin has to do with how we enforce market 
access commitments by China. 

In the WTO context, in the accession context, we have potentially 
a range of tools that either complement or go beyond what we have 
domestically in our own legislation. 

For example, in the WTO, we and Europe have said to China, 
There must be a special safeguard clause in your accession. So, if 
there are import surges, we can handle those by way of quota or 
other restrictive measures if need be. That is very important. 

We have, of course, as a general matter WTO dispute settlement, 
just won our first case, the first case we have brought under the 
mechanism, which operates much more effectively than the former 
GATT system. And we are the biggest user of the WTO system on 
dispute settlement, as we were in the GATT, and will continue to 
be. 

We have also, with respect to accession, the view that parties 
must be able to review China’s economic performance each year, to 
review its progress in keeping its commitments, and that if China 
is well off track, that WTO members can take action to protect 
their rights, and we are working on such a mechanism with 
Europe. 

Mr. Thomas. I am going to 

Ambassador Barshefsky. So there are, I think, some important 
mechanisms. 

There is no question, Mr. Rangel, that China presents an ex- 
traordinary array of challenges for the United States and for the 
world trading system. But, we do think if the accession is the right 
package, it will help. 

Mr. Rangel. I am going to ask the staff to send you a series of 
questions that I have that you might answer. 

[The subsequent questions and answers follow:] 
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Responses to House Ways and Means Questions Submitted by Congressman Rangel 


Q: Chinese accession to the WTO, if it happens, will have a dramatic eflect on the dynamic 
between and among contracting parties to the WTO. The bipartisan leadership of the 
Ways and Means Committee in 1994 sent then USTR Kantor two letters concerning 
China’s accession to the WTO. In those two letters, it was stressed that China should be 
allowed to accede to the WTO only on commercially sound terms and in full compliance 
with WTO obligations. Moreover, it was emphasized that USTR should take whatever 
time is necessary to ensure that this negotiation is done properly. Are you aware of those 
two letters and do you agree with the recommendation made in them. 

A: The U S. position on appropriate terms for China’s accession to the WTO has not changed 
since 1994. As then USTR Kantor responded, “our strategy in the accession talks will continue 
to be based upon our long-term commercial interests in China and its role in the global eeonomy. 
We can be flexible and creative without undermining the system.” We will continue to support 
China’s accession on the basis of a commercially viable accession agreement and on terms that 
are consistent with WTO provisions. We continue to work with China to complete this 
negotiation on such terms, which we believe also support our bilateral agenda with China, since 
many of the issues overlap. 

Q: How does our approach to Chinese accession to the WTO fit into the Administration’s 
overall policy of constructive engagement with China? Is there any likelihood that we 
would subordinate our commercial policy goals in the aecession process to our larger 
geopolitical objectives with China? 

A: Our approach to China’s WTO accession is an integral part of our strategy of constructive 
engagement with China. The Administration will not subordinate commercial policy goals to 
larger geopolitical objectives with China. Oiu: negotiators continue to meet with their Chinese 
counterparts in both the bilateral and multilateral context. We continue to build on the 
foundations of our bilateral agreements in the areas of market access and intellectual property 
rights and to participate in the multilateral forum of the WTO Working Party regarding China’s 
accession. 

Q: Last year, the Administration gave the Chinese an eight-page roadmap for acceding to 
the WTO. Without betraying the confidential nature of that document, could you describe 
in broad terms what are the key elements of that roadmap? In particular, how does it 
address the Chinese request that they be treated as a developing country for purposes of 
WTO accession? 

A: The U.S. roadmap document provided a comprehensive discussion of the decisions we 
believe China must make in order to complete its accession negotiations. In some areas. 



44 


negotiations in the WTO Working Party have already addressed many of the key issues. In other 
areas considerable work remains, and it is important that China address outstanding concerns and 
issues. Following are some, but not all, of the issues noted in the roadmap. 

It is widely recognized that China must make commitments for genuine market openings 
in goods, in services and in agriculture. China’s current offers are inadequate. China 
must give special attention to elaborating on the conditions of market access for 
agricultural products, how its state trading system will work, how to discipline subsidies 
and internal supports, and how sanitary and phytosanitary requirements will be applied to 
imports. The roadmap also addressed specific disciplines, such as transparency, uniform 
application of the trade regime, the establishment of trading rights for all firms and 
individuals and national treatment of imports in China's internal market. 

We also noted the need for the development of a fixed schedule of elimination for all 
WTO-inconsistent nontariff measures in place, e.g., quotas, licensing restrictions, and 
other measures that act to block imports. The roadmap pointed out specific areas where 
China needs to bring its regime into line with the provision of WTO Agreements, such as 
Technical Barriers to Trade and Customs Valuation, and pressed for China to address 
new mechanisms, such as the industrial programs, that also affect trade. Finally, the 
roadmap noted special transitional mechanisms, such as a review mechanism and 
safeguards, that WTO members have requested of China. We expect a detailed response 
from China on these points as we continue our efforts to find acceptable terms for 
China’s WTO accession. 

We do not believe that applying labels to China as a developed or developing country is a 
constructive approach to addressing the issue of China’s terms of accession. We have agreed to 
take a pragmatic approach to resolving each issue in a manner that results in a commercially 
meaningful protocol package. 

Q: In 1994, the Chinese appeared anxious to accede to the WTO as an original member. 
There has been recent speculation, however, that the Chinese may be rethinking their 
position on WTO accession. Moreover, it could be that no decisions will be made until 
after the succession process in China is completed. What can you tell us about the current 
Chines government position on WTO accession? 

A: Negotiations for China’s GATT accession began over nine years ago. The duration of the 
discussions demonstrates the difficulty of merging China with GATT, and now WTO, 
institutions. While it is clear that the accessions process is extremely complex and multifaceted, 
we believe that China remains interested in WTO Membership, whether or not it can claim 
“original” member status. We will be working closely with China in the coming months to 
explore what China is prepared to do to meet WTO concerns and complete the negotiations. 
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Q: Assuming that the accession negotiations proceed, what do you think will be the most 
important substantive issues that will have to be resolved? 

A: It is premature to begin deciding which of the many significant issues remaining unresolved 
are the most important substantively. Much of what the WTO has requested of China is 
normally requested, and agreed to, by other WTO accession applicants. We expect each of these 
issues (c.g., elimination of nontariff measures, basic compliance with GATT 1 994 and the other 
WTO Agreements) to be resolved when negotiations begin moving toward completion. 

Q: A major concern shared by many in this country is that many of our fellow WTO 
Members will treat China’s accession to the WTO more as a political exercise than as an 
economic exercise. I understand, for example, that Japan intends to hold a “seminar” on 
Chinese WTO aceession in October, apparently to help faeilitate Chinese entry. How do 
you assess at this point other countries negotiating approach and will they continue to 
support us on insisting on a sound commercial protocol with China? 

A: Other major WTO members would also like to see China’s WTO accession accomplished on 
commercial terms with full compliance with basic WTO provisions. They look to the United 
States for leadership in this as in many of the other WTO accessions. All WTO members active 
in the negotiation, including the United States, are taking whatever steps they can to facilitate 
China’s WTO accession within these parameters. We view Japan’s offer of a seminar in this 
perspective. 

Q: Last week. Minority Leader Gephardt introduced H.R. 406S, a bill to require prior 
Congressional approval before the President supports admission of China into the WTO 
and provides for the withdrawal of the United States from the WTO if China is accepted in 
the WTO without U.S. support. Does the Administration have a position on this 
legislation? 

A: While the Administration has not articulated a formal position on the legislation, the 
proposed legislation as it would unacceptably impinge upon the President’s constitutional 
authority to conduct foreign relations by requiring prior Congressional approval before the 
President would support the admission of China to the WTO. On this basis, we would oppose 
any such restraint. 

Furthermore, existing legislation and Administration policy makes this bill unnecessary. The 
Administration has consulted closely with relevant Congressional committees on this issue, as 
evidenced by the hearing before the Ways and Means Committee on September 19. This 
consultation process will continue. Section 122 of the URAA requires the Administration to 
consult closely with Congress on any accession, particularly before taking any action to approve 
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or support an accession. Section 1 106 of the 1988 Omnibus Trade and Competitiveness Act 
adds additional requirements for the President and Congress in considering accession of 
countries like China which maintain substantial state-run enterprises. 

In addition, the WTO operates by consensus, so that it would be extremely difficult for China to 
be accepted into the WTO without U.S. support in any case. 

Q: If the Administration were to be satisfied with the Chinese WTO accession protocol, 
would you ask Congress to remove China from Jackson-Vanik and give China 
unconditional MFN, as required by the WTO? 

A: We do not want to speculate on the outcome of ongoing negotiations and the possible 
resultant effects. It is simply to early to tell. We can say that in its present form, China’s offers 
on market access and the other aspects of the accession package are not satisfactory to the U.S. or 
to other members of the Working Party. 

Q: In the Uruguay Round Agreements Act, the Congress gave the President residual 
authority to restore pre-Uruguay Round MFN rates to countries that do not accede to the 
WTO on timely basis or do not offer adequate market access. We continue to have market 
access problems in China, notwithstanding the 1992 Memorandum of Understanding 
(MOU), Are you aware of this snap back authority and do you intend to use it in 
appropriate circumstances. 

A: The “snap-back” proposal if used to block China’s access to the lower Uruguay Round rates 
would not be a good remedy for China’s own import barriers, and would not give us much 
additional leverage, if any. In the first place, increasing tariffs on selected Chinese imports that 
benefitted from Uruguay Round reductions will not punish China, but it will harm U.S. interests. 
Throughout the Uruguay Round, Congress and the Administration worked so that China should 
not get a free ride. As a result, the package of tariff reductions Congress approved purposely did 
not make reductions on products of greatest interest to China. In trade jargon, this means that we 
did not make concessions where China was a principal or substantial supplier. 

It is also the case that the United States imports some products from China that were subject to 
Uruguay Round duty reductions, particularly items like toys, where U.S. industry actively sought 
the reductions. In fact, the majority of these items had been subject to long standing duty- 
suspension legislation. It is in these kinds of products that China’s trade is concentrated in terms 
of Uruguay Round benefits. Use of the “snap back” legislation on China at this time would only 
undermine our efforts to get China to open its market to U.S. goods and services. We argue to 
China that we must have a commercial, rather than political, result. “Snap back” action will 
undermine those efforts and U.S. leadership in keeping the negotiations focused on substance. 
Finally, taking away China’s benefits puts at risk our bilateral MFN agreement and China’s 
obligation to give the United States MFN tariff treatment ~ for example, as it reduces its tariffs 
as it just did for APEC. 



47 


Q: Political control over Hong Kong will pass to China in 1997 although Hong Kong will 
remain a WTO Member. If China does not accede to the WTO before control of Hong 
Kong passes to China, what problems might arise from this new situation? For example, it 
has been suggested that China could use Hong Kong to circumvent world and U.S. trading 
rules by labeling goods made in China as originating in Hong Kong. What is your view on 
this? 

A: Irrespective of the timing of China’s WTO Accession, Hong Kong will remain an 
independent Customs territory for 50 years following 1997 under the terms of the agreement 
between the United Kingdom, Hong Kong and the People's Republic of China concerning the 
return of the territory of Hong Kong to China, including in economic and trade matters, such as 
import quotas and certificates of origin. 

The United States will continue to treat Hong Kong and China separately for purposes of 
administering the requirements of our rules governing the origin of goods, and we will continue, 
for example, to maintain and administer separate quantitative arrangements governing imports of 
textiles and apparel from Hong Kong and China as under applicable international agreements. 

Q: What is the Administration’s position on Taiwanese aceession to the WTO? Is it 
possible that Taiwan would be allowed to accede to the WTO before China? 

A; WTO accessions should be conducted and approved on their merits. We continue to work 
with both Taiwan and the PRC, as well as with other interested members of the WTO, on 
acceptable terms of accession for both economies. The timing of Taiwan's accession depends on a 
number of factors, including agreement on outstanding issues raised by various parties in the 
accession negotiations. The negotiations are well advanced, but key issues remain to be resolved 
with most of the major WTO members in Taiwan’s Working Party. It is premature to discuss a 
time line for completion. It should be understood that the timing of Taiwan’s WTO accession 
cannot be resolved by the United States alone. WTO approval of accessions is a multilateral 
process, and requires that all current Members agree to the terms of accession. 
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Mr. Rangel. As relates to Taiwan receiving the same status of 
Hong Kong before China’s being considered, is that a reality? Is 
that a consideration? 

Ambassador Barshefsky. Mr. Rangel, Taiwan will not address 
seriously five or six key outstanding issues with respect to their ne- 
gotiation just with the United States. 

Mr. Rangel. And if they did 

Ambassador Barshefsky. Well, if I may 

Mr. Rangel [continuing]. There is a possibility that we would 
review their admission before the People’s Republic? 

Ambassador Barshefsky. Well, you know that to get into the 
WTO, a working party is formed. The Taiwan working party is 
about 35 countries. 

The only way Taiwan’s accession or any country’s accession 
moves out of the working party to the floor for vote is by consensus. 

Taiwan has not finished bilaterally with any of the key members 
in that working party. The Europe talks, the Japan talks, are far 
behind ours. We have been the most aggressive in pursuing these 
talks with Taiwan, in getting them to move, even though there are 
outstanding issues. 

Mr, Rangel. Is it our policy to encourage them to move forward 
in this process for admission? 

Ambassador BARSHEFSKY. It is our policy to encourage them to 
open their markets and to make every conceivable commitment we 
can get. It is our policy 

Mr. Rangel. Well, for the purpose of admission to the WTO? 

Ambassador Barshefsky. Of course, for purpose for admission to 
the WTO. But, Taiwan’s accession bid will depend also on their re- 
sponsiveness to their other trading partners as well as to finishing 
up with ours. 

Mr. Rangel. If I was to join you — if I was to join you in encour- 
aging this to happen, I would not face a stone wall in terms of our 
policy with the People’s Republic from what you are saying, then? 

Ambassador Barshefsky. I think that we would have to look at 
each accession as it proceeds on its merits. This has always been 
U.S. policy. But as a practical matter, Taiwan has not fulfilled the 
requirements we need bilaterally for their accession. 

Mr. Rangel. I understand. You are crystal clear on that. But, 
the fact of the merger of Taiwan and Hong Kong with the main- 
land is not an impediment as it relates to our policy for encourag- 
ing Taiwan to move forward for admission to the WTO; is that 
what you are saying? 

Ambassador Barshefsky. We wish to encourage Taiwan to open 
its markets, so that WTO accession will be possible. 

Mr. Rangel. Thank you. 

Chairman CRANE. Thank you. 

Mr. Houghton. 

Mr. Houghton. Thank you, Mr. Chairman. Thank you. Madam 
Ambassador, for being here. 

I would just like to ask you a couple of questions. The first one 
is about State enterprises. 

The important thing with State enterprises is that what we do 
is make sure that costs and prices are fairly reflected and not dis- 
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criminatory, and also that we have access to the markets. As they 
export to us, we export to them. 

As we move along this World Trade Organization route, is this 
going to get better, or is it going to get worse? 

And let me just ask another question, because once again, taking 
the July figures, as we have talked about — the exports to the 
United States have bumped up another 15 percent, and, you 
compound that — and we think we are doing the right things proce- 
durally. But from a practical standpoint, are we getting at this 
issue, which is really getting out of balance? 

Ambassador Barshefsky. Let me answer both those questions. 

On the State enterprise issue, I could not agree with you more 
with respect to your identification of the problems. 

We have indicated to the Chinese that with respect to their State 
enterprises, those enterprises would need to operate and demon- 
strably need to be shown to be operating on the basis of commercial 
considerations with respect to price, with respect to costs, and with 
respect to exports and imports. 

A subsidiary issue here is something called trading rights. In 
China, foreign importers and, foreign exporters, do not have the 
right to trade directly with China. The question is — and State trad- 
ing enterprises, of course, are pleased to keep the situation that 
way, so they have a monopoly hold on the flow of imports and the 
flow of exports, either because they are the generator of those im- 
ports or exports or because you must trade through them, because 
you, as a company, do not have the right to engage in trade 
directly. 

Part of the accession process will be to open up these trading 
rights, so that ultimately there is the ability of companies to import 
and export freely without the need to go through these enterprises, 
and that, in turn, will engender increased competition in the mar- 
ket and curb the power of the State trading enterprises. This is a 
very complex set of issues. 

With respect to the trade deficit, I have pointed out that our ex- 
ports to China have doubled since 1990. They were up about 27 
percent last year. They are up this year, though admittedly at a 
slower rate. 

We know that the rate of increase in the trade deficit with China 
has slowed. It had previously been a double-digit rate of increase; 
it has slowed to about an 8-percent increase. 

I am not suggesting that we are happy with the numbers; we are 
not happy with the numbers. And, obviously this kind of trade 
performance needs to be reversed. 

I would say, though, with respect to the composition of trade, the 
composition still strongly favors the United States. China tends to 
sell here low-end consumer products, toys, textiles; those are the 
big three items. We tend to sell to China airplanes, industrial 
goods, higher technology products. 

But having said that, we are by no means pleased with the trade 
figures. We, of course, have worked very hard with respect to mar- 
ket access, and we have seen some significant improvement in 
some areas, in higher end consumer products, as well as in things 
like integrated circuits where we have seen very substantial 
increases in U.S. exports. 
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But, much more work needs to be done. This is one of the 
reasons that a good WTO accession package is imp>ortant. 

Mr. Houghton. Let me ask you just one more question. I think 
the light is still on. 

Now American companies invest in China, as they invest all over 
the world. Now they invest either directly, or they invest with roy- 
alty agreements, or they invest in turnkey operations or something 
like that. 

Do you have any figures indicating the amount of money in 
terms of exports from China back into the United States from those 
American investments? 

Ambassador Barshefsky. I would have to ask our staff if we do. 
I am not sure that we do, because of the way our export figures 
are kept. Of course, they are not kept by enterprise. But, let us see 
if we can generate some numbers for you or estimates or see if 
there are data sources for that. 

Mr. Houghton. All right. Thank you very much. 

Chairman Crane. Mr. Payne. 

Mr. Payne. Thank you very much, Mr. Chairman, and thank you 
very much, Ms. Barshefsky, for this testimony. I think this has 
been very helpful. 

As you mentioned earlier in your very kind remarks about my 
service — and I appreciate that very much — I have a real interest in 
textiles and the textile industry. One of the issues there has to do 
with how exactly and what are the conditions upon which China 
would be allowed accession to the WTO. One of the issues is wheth- 
er it is a developing nation or a developed nation. 

And, as you started this and explained the conditions in China 
and their economic success and their economic growth, we know 
they have a very strong expert capability; they have a very strong 
technology ability, and that is improving; 

It seems that the case is pretty open and shut that it is a devel- 
oped nation, and it is one that we should trade with on an equal 
footing. 

Could you just bring me up to date on where this discussion is 
relative to developed versus developing nation and where you see 
this going as the talks continue? 

Ambassador Barshefsky. Mr. Payne, there is no question that 
China has an extraordinarily well-developed export sector. There is 
also no question that if you look at other indicators relative to the 
Chinese economy — for example, per capita GDP — ^it is not a devel- 
oped country in the sense of that term. 

What we have said to the Chinese is that we do not think it is 
productive to engage in a discussion of whether China is developing 
for all purposes or developed for all purposes. It is neither for all 
purposes. 

But instead, we should look at each and every issue area under 
the WTO and try and resolve each issue area in the manner appro- 
priate to that issue. 

On intellectual property rights, for example, China must be in 
compliance now, not as a developing country, and its bilateral 
agreements with us already put it in a develop>ed country status. 

But, if we look at other areas — and I do not want to name par- 
ticular areas, but other areas — we may find that China needs tran- 
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sitional periods, time to catch up, more akin to a developing coun- 
try. 

So, we have said to China that we want a good substantive reso- 
lution on each and every issue outstanding in the negotiation. At 
the end of the day, China can call itself what it wishes. The acces- 
sion itself has to be substantively right, whatever China calls itself 

So, our aim is to look at each provision, each obligation, and 
work through what for the United States is the best deal and what 
is the most reasonable deal for China. 

Mr. Payne. Is China in agreement with that statement and those 
policies? 

Ambassador Barshefsky. China is certainly in agreement with 
the notion that a negotiation will be required. China rhetorically 
refers to itself as a developing country and indicates that it will not 
accede as a developed country. Well, no one has asked China to ac- 
cede as a developed country. Our position on this issue — ^that is, 
looking at every provision one by one and cracking the best deal 
has been our position consistently for 8 years. 

Mr. Payne. In the broad framework of the road map that was 
laid out last year, one of the issues was market access. 

Ambassador BARSHEFSKY. Yes. 

Mr. Payne. Without revealing confidential information in any 
way, could you comment generally on what that outline contained 
in terms of market access, please? 

Ambassador Barshefsky. The outline was very brief on market 
access, indicating simply that China’s proposed market access 
schedule of concessions on tariff and nontariff barriers was inad- 
equate virtually across the board, and that it would have to 
substantially revise and put forward a new proposal. 

We did not in the road map specify the level of tariff concessions, 
for example, because we have, tabled a tariff request, which is very 
detailed, similarly with respect to nontariff barriers. But, the road 
map was not designed to actuadly negotiate that particular point; 
it was designed to crystallize in every issue area the decisions 
China would have to take with respect to their positioning on 
WTO. 

And in the case of tariffs, for example, on market access, we 
made clear that as a substantive matter, the offer by China on the 
table was wholly inadequate, and it ought to go back to the draw- 
ing board and start again, bearing in mind our requests. 

Mr. Payne. When do you expect China to respond with some sort 
of market access offer? 

Ambassador Barshefsky. Well, China has provided some further 
information on market access and has come forward in the APEC 
process with some unilateral tariff reductions, but those tariff re- 
ductions only get China to the level of what they had put on the 
table in Geneva, which was inadequate. 

So we have not yet received from China, though we have asked 
for it and the chairman of the working party in Geneva has asked 
for it, revised or modified offers with respect to market access 
issues. 

There is a working party toward the end of October, and we 
would certainly hope China would come forward at that point, but 
we do not know if they will. 
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Mr. Payne. Relative to what is in place now, the 1992 market 
access agreement, how would you say that China is doing, comply- 
ing with the agreement that we currently have in place? 

Ambassador Barshefsky. I think they are doing reasonably well. 
Certainly tariff reductions that they have committed to, they have 
put into place. Nontariff barrier reductions they have committed to, 
they have put into place. 

However, on the nontariff barrier side, they have also imposed 
some new potential barriers which we are concerned may replace 
some of the ones removed. That is the subject of bilateral discus- 
sions this past week in China; I have a team there now. And it is 
a discussion in the WTO. These are measures related to industrial 
policy, related to tendering and registration requirements for im- 
ports which have the look of import licensing which they had pre- 
viously abolished. So, we are taldng a very careful look at these is- 
sues. 

With respect to transparency as required by the MOU, Memoran- 
dum of Understanding, there has been improvement. China has 
begun to publish on a fairly wide scale trade laws and trade rules. 
Its tariff regime is much better known; its nontariff regime is much 
better known than it was before 1992; that is, before the agreement 
was signed. 

So, I think that they have made some very good progress under 
the agreement. If I could pick one area under it where we are dis- 
satisfied, seriously dissatisfied, I would say it is in the agricultural 
sector. 

The MOU required China to use scientifically based standards 
with respect to agricultural product imports — whether it is pork or 
beef or citrus or wheat. China still does not use sound science in 
the development of its sanitary and phytosanitary restrictions, 
leading to unwarranted and unjustifiable barriers on United States 
agricultural exports. 

That is an area of substantial dissatisfaction. There is a USDA 
team in China now. These issues have been under discussion for 
some time. And, of course, unless the situation is corrected, WTO 
accession would be quite impossible. 

Mr. Payne. Well, I want to thank you very much for the good 
work that you are doing on this issue, as well as the bilateral nego- 
tiations that we are having with China, and to let you know that 
we very much appreciate your tough and right stance, and we cer- 
tainly look forward to seeing some good progress as time goes on. 

I want to thank your staff as well, because they have done an 
excellent job in this matter as well. 

Thank you. 

Ambassador Barshefsky. Thank you so much. 

Chairman CRANE. Mr. Ramstad. 

Mr. Ramstad. Thank you, Mr. Chairman. 

Madam Ambassador, I, too, would like to thank you for your im- 
portant work in this area and also for keeping members of this 
panel so well informed. 

I would like to focus on an unfair pricing practice in Taiwan that 
I think could significantly hurt the medical device industry in our 
country. 
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As you know, Madam Ambassador, Taiwan’s National Health 
Insurance Bureau, or NHIB as it is referred to, is the sole payer 
in that country for medical device products, and until recently their 
purchasing process was decentralized, and purchasers negotiated 
prices directly with the manufacturers and were then reimbursed 
by NHIB. 

But under their new policy, this bureau will set prices centrally 
through its medical device price list. 

Now I have heard from a number of medical device companies 
back home that the procedures that this bureau uses for determin- 
ing foreign prices under the new policy are nontransparent 

Ambassador Barshefsky. Right. 

Mr. Ramstad [continuing]. Amd discriminate against U.S. suppli- 
ers. They are fearful that the bureau will use the new pricing list 
to target imported products for significant price cuts that could, of 
course, drive our manufacturers from Taiwan. 

Now I know our medical device industry asked you to cite Tai- 
wan under this year’s super 301 review for unfair pricing practices, 
and I appreciate the attention that you have given this problem. 

Could you tell us the response, if any, received from Taiwan 
when the issue was raised and what additional actions that your 
office plans to take? 

Ambassador Barshefsky. There is no question there appears to 
be a problem here, that Taiwan may be implementing a reimburse- 
ment system that discriminates against foreign suppliers. That is 
obviously unacceptable. 

We had our negotiators in Taiwan about 10 days ago or 2 weeks 
ago to learn a little bit more about this system, the underlying 
facts. There were last week, as you may know, subcabinet meetings 
in Taiwan. The delegation was headed by Larry Summers, the 
Deputy Treasury Secretary, and this issue was raised. 

We will be consulting internally now that we have more informa- 
tion on the issue. We will be consulting internally as well as with 
the affected industry to determine the most effective course of 
action at this point. 

Mr. Ramstad. But to date, you do not have a specific strategy in 
mind in response to the 301 petition? 

Ambassador Barshefsky. We would like to — let me reserve on 
that right now. We would like to get together with Deputy 
Secretary Summers and his team in terms of what they ihave 
learned, as well as, of course, review the situation in-house. 

There is a super 301 request on this to cite this particular prac- 
tice, and obviously we will look at that very carefully. 

Mr. Ramstad. Well, I am glad to see. Madam Ambassador, that 
you are aware and you appreciate the magnitude of this 
problem 

Ambassador Barshefsky. Yes. 

Mr. Ramstad [continuing]. And the possible effect on our medical 
device or biomedical 

Ambassador Barshefsky. We do indeed. 

Mr. Ramstad [continuing]. Industry. 

Ambassador Barshefsky. We do indeed. We have seen discrimi- 
natory reimbursement schemes elsewhere, including Japan, and 
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they are pernicious from the point of view of our industry and our 
export interests. 

Mr. Ramstad. And then you will, whether or not we are in 
session, report back to us? 

Ambassador Barshefsky. Of course, absolutely. 

Mr. Ramstad. Thank you very much. Madam Ambassador. 

Ambassador Barshefsky. Absolutely. 

Mr. Ramstad. Mr. Chairman, thank you. 

Chairman Crane. I thank you. And again, we want to express 
our profound appreciation to you. Madam Ambassador, for the out- 
standing work that you have done, and we look forward to a 
continuing working relationship with you. Thank you. 

Ambassador Barshefsky. Thank you so much. 

[Pause.] 

Chairman Crane. We have an upcoming panel that I know has 
some time constraints, because at least Mr. Kapp has a plane to 
catch. 

But, we are on the verge of our having our final vote on the floor. 
And so, I think what we might do is recess the Subcommittee for 
one-half hour right now. That will cover the vote. 

If anybody wants to grab a quick bite to eat, do so. Mr. Kapp will 
be the first to testify when we reconvene. 

The Subcommittee stands in recess. 

[Whereupon at 12:15 p.m., the Subcommittee was recessed, to 
reconvene at 12:45 this same day.] 

Chairman Crane. I would like to reconvene and invite up our 
next panel of witnesses, who represent different perspectives of 
China’s and Taiwan’s accession to the WTO: First, Robert Kapp, 
United States-China Business Council; Christian Murck, American 
Chamber of Commerce in Taiwan; Hon. Michael Samuels on behalf 
of the National Foreign Trade Council; Greg Mastel, vice president 
of the Policy and Planning Administration for the Economic Strat- 
egy Institute; and Nicholas Lardy, senior fellow for the Brookings 
Institute. 

And if you folks do not mind, we shall go in that order since Mr. 
Kapp, I know, is working within tight time constraints. And if you 
can try and compress your oral presentations to 5 minutes or less, 
all of your entire written remarks will be made a part of the 
permanent record. 

Mr. Kapp. 

STATEMENT OF ROBERT A KAPP, PRESIDENT, UNI'TED 
STATES-CHINA BUSINESS COUNCIL 

Mr. Kapp. Thank you. Chairman Crane. 

My approach to having to get everything into 5 minutes is usu- 
ally to talk at triple speed, but I rely on you and the electrical sys- 
tem to tell me when my time is up, no matter what. 

I want to congratulate you and this Subcommittee on holding 
this hearing, particularly since it is that moment of the year when 
we are not convulsed by the MFN debate. We need more discussion 
of serious issues outside of the superheated environment of the 
MFN situation. This is a good example of that. 

Also, I want to reaffirm our Council’s sense that the input and 
the consultation that Congress provides to the executive branch on 
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the negotiation of key agreements such as this and many others is 
extremely important. 

I am sorry that Congressman Gibbons and the other Members 
who are leaving the Subcommittee are not here. I wanted to say 
a special word of appreciation to them and to former Chairman 
Gibbons whose influence was formative as I entered the field in 
which I now work. 

Chairman Crane. I agree with you wholeheartedly, and Sam is 
going to be back, but I think it will be after your departure, and 
Charlie has an organizational meeting, but he will be back later, 
too. 

Mr. Kapp. Will you please convey our appreciation? 

Chairman Crane. I will pass it on to them both. Thank you. 

Mr. Kapp. My testimony pretty much speaks for itself. It does 
not attempt to get down to the special terms that are or are not 
acceptable to individual companies or sectors of our business com- 
munity as they approach the further development of the WTO 
negotiations. 

I have tried to emphasize elements of context, and I would like 
to review a couple of those here. 

The first is that the United States-China Business Council is 
strongly in favor of congressional efforts and White House efforts 
to achieve permanent MFN for China. We will continue to speak 
to that issue; I notice that it is in writing in the testimony of an- 
other one of the witnesses today, and we are pleased to make the 
same argument and expect to make it with considerable vigor in 
the months to come. 

Next, the American business community, broadly speaking, con- 
tinues to want to see China in the WTO on commercially accept- 
able terms. That is, of course, easy to say, but ultimately it will 
require a greater clarity of definition on specific issues. 

Along the way, though, there are some things to keep in mind. 
The China-WTO issue should not be allowed to become a referen- 
dum on United States-China relations. And, it certainly should not 
become the vehicle for any kind of sustained assault on U.S. com- 
mitment to the institutions of the multilateral trading system, in 
this case the WTO. I have tried to make that point very strongly 
in my remarks. 

The process of China’s accession clearly “takes two to tango.” 
That is the case between the United States and China in our bilat- 
eral discussions. It is the case between China and its other individ- 
ual negotiating partners on this issue, not only the European 
Union and Japan, but other countries as well. And, of course, it is 
the case with regard to China’s negotiations with the multilateral 
WTO working party. 

We share the concerns of many of those who testified today, in- 
cluding Ambassador Barshefsky and some of the sectoral and other 
witnesses, that many aspects of China’s current trade regime sim- 
ply must be addressed if a commercially and politically acceptable 
WTO agreement is to be realized. 

At the same time, I think it is important to emphasize, as Profes- 
sor Lardy does to some extent in his testimony, the advantages 
that inclusion of China in the WTO can have if the agreement is 
good enough for the United States as well as for China. 
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It is important not to underestimate the WTO as a trans- 
formative device that will encourage and ensure a higher degree of 
compatibility on the part of China and its trade regime with glob- 
ally established norms and practices. 

We come back again and again in this debate to the question of 
whether the glass is half full or half empty, to whether accession 
to the WTO is a carrot or a stick. And the answer, of course, is that 
it is both: that on the one hand it is necessary, as Ambassador 
Barshefsky and her predecessors have argued, that the United 
States in its role of extraordinary influence in this matter really in- 
sist on a degree of commitment and specificity on the part of China 
if a successful agreement is to be realized. 

But it is important — in Congress and in the White House and 
certainly in the business sector — that two other factors be taken 
into account in addition to what we might call the “not unless” 
factor. 

One of these two additional factors is the downside that goes 
with China’s continuing presence outside the WTO. There are 
downsides in terms of the lack of multilateral engagement, the lack 
of multilateral dispute resolution, and other things that come with 
membership. 

And at the same time, the risk persists that the many bilateral 
trade concerns currently facing the United States and China are 
liable to be melded into the larger political conflicts that sometimes 
grip the two countries in ways that would be reduced if China were 
part of a multilateral system of dispute resolution. 

It is also worth pondering, as one considers the potential valued 
China’s WTO inclusion, that, as the Chinese have said themselves, 
the commitment to WTO membership on the basis of an acceptable 
accession package is a way of ensuring the continuation of the re- 
forms and the very real progress that the People’s Republic has 
made in the period since reforms began in 1978. That sense of 
change over time is not to be treated lightly. Membership in the 
WTO, I think, should also be seen as a way of ensuring the con- 
tinuation of those reforms, because China would be bound by very 
somber and solemn international agreements. 

A couple of other points before I conclude. It seems to me — and 
I have not done a lot of research on this — that as we look at the 
terms that we feel China must meet, if the United States, at least, 
is to be satisfied with an accession package, we have to bear in 
mind the terms on which other members of the WTO in good 
standing conduct their trade and international economic regimes. 

I think it is important that the United States not hold out over 
China’s head specific demands for behaviors and commitments that 
other members of the WTO, with whom we have perfectly satisfac- 
tory and bilateral trade relations, do not adhere to. 

For one thing, to do that would be to render the United States 
liable to the countercharge from our negotiating opposite numbers 
in China that we are being hypocritical. We need to be consistent 
in our expectations and not expect that this particular nation join 
and make solemn commitments to a universal system of rules, if, 
on the other hand, we are not framing those requirements in a 
universal way. 
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Finally, I think the purpose of my written remarks today is sim- 
ply to suggest that at the end of all of this, the WTO accession 
process is still a negotiation. And it is a China negotiation at that. 

I have made the argument more times than I would like to 
admit: As “trade war” has threatened on one issue or negotiations 
with China never get serious until what I call the “final taxi ride 
to the airport.” 

This WTO negotiation is much more complicated than the aver- 
age business deal. But, I think both because it is a negotiation with 
the PRC and because of the record of other trade negotiations at 
the multilateral level that we have seen in recent years, there is 
reason to be moderately confident that a moment comes in the ne- 
gotiation when both sides understand that the time for action is at 
hand. 

It can be a kind of divine intervention by one-third of the party 
that breaks a stalemate; it can be subtle political changes within 
one or more than one country. But, a moment comes when tough 
negotiating adversaries understand that the benefits of concluding 
an agreement are beginning to outweigh the disadvantages. And, 
I still am moderately confident that that time will come in the case 
of China’s accession to the WTO. 

In that regard, I do think it is important that since the summer 
the tone of relations at the head-of-government level between our 
two countries has improved quite significantly. 

I do not pretend for a moment — and no Member of Congress 
would permit me to pretend for a moment — that it is up to the ex- 
ecutive branch alone to simply have a closed meeting, cut a deal, 
and be done with it. But, I do think that there is no substitute for 
aggressive leadership at the head-of-government level in both of 
countries, despite the differences of our political systems, in mak- 
ing possible the final resolution of difficult negotiations. 

This is not a substitute for substance; it is a guarantee, I think, 
that the forces of bureaucratic inertia can be, in some cases, pre- 
vented from exercising their paralyzing power. 

Ambassador Barshefsky was correct in not pretending to speak 
for China this morning in response to a question, and I will not ei- 
ther. We are all watching veiy carefully to see whether, as rela- 
tions seem to be improving at the head-of-government level and the 
near head-of-government level between the two countries, it will be 
possible for the Chinese Government to achieve a degree of coher- 
ence and forthcomingness in the WTO accession negotiations that 
unfortunately has not been as evident thus far as many of us 
would like to see. 

But I am hopeful on that score. And, if and when we do begin 
to see the ice floes breaking up, the logjam beginning to move, I 
hope and trust that Congress will be as interested as the executive 
branch in progress toward a constructive WTO resolution, whose 
benefits clearly outweigh the benefits of continued stalemate and 
China’s exclusion from the WTO. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF 
ROBERT A. KAPP. PRESIDENT 
US-CHINA BUSINESS COUNCIL 


Mr. Chairman, members of the Subcommittee; 

Thank you for inviting me to offer remarks before you today on behalf of the US-China Business 
Council. As many of you know, the US-China Business Council is the principal organization of 
American companies engaged In trade and investment activities with China. Founded at the dawn of 
modem U.S.-China relations in 1 973, the Council is currently supported by more than three hundred 
leading U.S. firms of all sizes. We maintain headquarters in Washington, and offices in Beijing and 
Hong Kong. We have been privileged to cooperate closely with Members and staff members of this 
Subcomminee on many occasions, and look forward to continuing our important contact with you in the 
future. ! hope diat all Members of the subcommittee wilt look upon the Council as a nonpartisan souice 
of responsible perspectives, and of accessible factual inf<mnation, on U.S.-China trade and economic 
relations as well as broader issues affecting our two great nations. 

We gather today to focus on the complex of issues surrounding China’s potential accession to the World 
Trade Organization. From virtually nothing in 1978, when China embarked on its historic path tow^d a 
muket economy and toward full engagement with the world economy, China’s foreign trade has risen to 
$280 billion in 1995, making China the eleventh-largest trading nation in the world. China’s foreign 
trade sector is a key driver of China’s remarkable economic growth, which has achieved so much in 
raising popular living standards in such a short time. China has also become a leading target of the 
world’s investment, standing second only to the United States in the level of incoming investment in 
1995. 

U.S.-China trade, as this subcommittee has heard so often, approached $60 billion (by U.S. calculations) 
in 1995, with U.S. exports up as much as 29% over the preceding year, and figures for early 1996 
suggest continuing robust expansion. The benefits of U.S.-China trade now extend into all comers of our 
country in the form of hundreds of thousands of jobs, enhanced business competitiveness, and affordable 
consumer products. In China, the presence of U.S. companies plays a modest but very significant role in 
the gigantic transformation of Chinese socie^ now underway, toward improved popular living standards 
and a wider range of personal freedom of choice. 

With China already established as one of the world’s major trading nations, its absence from the key 
institution of the global trading system, the WTO, seems increasingly anomalous and worrisome to many 
observers. The People’s Republic, since its decision to “Open to the Outside World” in 1978, has 
become an integral and generally responsible participant in many key global economic institutions, 
including the World Bank and the IMF, the other two legs of the three-legged global economic structure 
erected at the end of World War II. As China’s representatives, and many non-Chinese figures have 
observed, a World Trade Organization without China is incomplete on the face of it. 

The People’s Republic of China is a nation in profound economic and social transition, from a rigid, 
centrally-planned, highly autarkical Soviet-style economic system before the initiation of reforms in 
1978 to a much more heavily marketized and globally-integrated economy today. The instruments and 
practices of socialist planning have given way massively, but by no means entirely, to market-driven 
price mechanisms, profit incentives, nascent labor and factor markets, and a rapidly expanding array of 
commercial and economic laws. Much of the impetus behind this emergent rule of law, however 
incomplete it may be, has been the need to improve the Chines environment for foreign investment and 
business. While many aspects of China’s domestic and international economic system today arc a far cry 
from those that most Americans would want in a perfect world. China has already progressed far along 
the road to effective integration into the global marketplace. As more and more economic activity 
devolves into non-government hands, and as more and more PRC business people gain the linguistic and 
commercial fluency with which to operate in the international arena, China’s ability to work effectively 
with global business partners will continue to grow. 

China has Jong sought to become a full-fledged member of the global trade regime, first by “resuming” 
the seat in the GATT which the Chinese Nationalist government departed in the late 1 940s, and more 
recently by acceding as a new member to the World Trade Organization. To date, neither the plurilateral 
negotiations conducted by the WTO Working Party on China’s accession nor the bilateral negotiations 
between China and the U.S. or China and other trade partners have produced a workable agreement on 
the specific terms of China’s accession. China has claimed that, since it signed the 1994 Marrakesh 
Agreements concluding the Uruguay Round negotiations in its official capacity as an Observer to the 
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Round, it has already demonstrated to the world its willingness to live by the many important 
commitments required by the Round. China’s negotiators have urgently argued as well that admission to 
the WTO is the surest possible guarantee that China will continue its massive program of economic 
reform, since the government will be bound by solemn international agreements to behave in ways 
prescribed by the WTO. 

Many of China’s trade partners, on the other hand, including the U.S. negotiating team and many in the 
U.S. business world but also including authoritative spokespersons from such key WTO members as 
Japan and the European Union, have argued that in any Accession Protocol China must make explicit, 
and in detail, its commitments for “getting from here to there,” tlie “here” being its current economic and 
commercial practices and the “there” being a range of truly WTO>compatible practices. Although some 
progress has been made in repeated rounds of muhilatual and bilateral negotiations, to date no 
breakthrough has occurred that would permit the crafting of a final accession package. 

1 don't need to tell the Members of this Committee that in this country, the question of China’s WTO 
accession, at this time, is often entangled in a much wider range of interlocking and overlapping interests 
and policy concerns. To some extent, China issues in die United States are surrogates for the pursuit of 
other battles; my sense is that U.S. issues might at times play a similar role within the Chinese political 
system. 

In the U.S. today, most discussions of our relations with China raise seemingly baffling questions of 
precedence and causality •• what must happen in order that what else can happen in the minds of 
business people. Congress, the Administration, and other concerned Americans. Indeed, a pessimist 
might look at the cluttered landscape of U.S.-China relati<M)s today from 19S9 to today and conclude that 
every avenue of forward progress is blocked by some unconquerable political obstacle. 

Thus, let me take this occasion to observe that unless both the United States and China make continual 
efforts to prevent it, the U.S. and China today face what I might call “Gridlock By Default,” a paralyzing 
inability to break free of the negative status quo on virtually any front. This is particularly true because 
of the apparent tendency on both sides casually to mix all ^nts together. An example on the Chinese 
side would be the claim that U.S. resisunce to China’s WTO accession without detailed Chinese 
commitments is part and parcel of a ccmiprehensive U.S. strategy to "contain” China's legitimate 
development as a globally respected nation. On the U.S. side, it has unfortunately proven difficult since 
Tiananmen to avoid pouring all American discontents over Chinese behavior into a single cauldron, and 
then spreading die resulting mixture over any particular policy issue that comes along. 

Difficult as it may be, in the superiieated climate that pniodically surrounds the discussion of U.S.'China 
issues in either country, 1 believe that the greatest hope for overall progress toward more cooperative 
U.S. -China relations lies in the piece by piece addressing of separate — and separable - questions. One 
of these, though by no means (he only one, is the question of China’s WTO status. 

While I am on the subject of placing China's WTO accession in appropriate context, let me offer the 
following observation. The China WTO issue is not, and should not be allowed to become, a stalking 
horse for a renewed assault on America’s commitment to the WTO and the rules-based global trading 
system that the WTO embodies. Tbe members of my Council fully understand the vast benefits that they 
and the U.S. economy reap from the GATT-WTO system. They understand that the value of the WTO 
for the United Stales lies in the disciplines that it imposes on other trading nations' behavior and in the 
establishment of order where anarchy might otherwise prevail. They are profoundly aware of the 
damage that would result from a return to tit-for-tat unihueralism outside the framework of a set of 
globally-accepted commitments to trade liberalization. As players in the nation which has traditionally 
led the world in the commitment to open trade, they understand the importance to the United States of 
other nations’ movement in trade-opening directions, and of the vital role that the WTO institution plays 
in encouraging or even compelling other nations to do so. This subcommittee and its parent committee 
have distinguished themselves, under leadership of both parties, by their vision and courage in preserving 
America's role as a champion of an increasingly open world trade system founded on globally-effective 
commitments. As it approaches the discussion of China's participation in the WTO, it is important that 
the China issue be taken on its own merits, and not permitted either to drive or to be hostage to a 
renewed assault on the WTO-based trading system of which our nation is so important a component. 

Broadly speaking, the internationally active companies that support our Council are eager to see China 
admitted to the WTO. for the many obvious benefits that this wilt bring: multilateralization of China's 
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obligations in place of solely bilateral instruments of persuasion; progressively increased access to 
Chinese markets at lower tariffs in areas covered by the WTO acconis; greater transparency and 
consistency of China’s trade regime, including the naticmal* and sub-national policy and regulatory 
systems; expanded opportunities directly to conduct business in China; further protection of intellectual 
property rights, reduction and elimination of the still-pervasive non-tariff barriers confronting foreign 
business interests; standardization of treatment of foreign and Chinese products and business activities 
within China, and so on. Moreover, American businesses broadly speaking understand that a nation of 
China’s size and rapidly growing significance in the world economy in some ways deserves, by virtue of 
its size and significance, to be included in the world's ultimate association of trading nations. 

Furthermore, many American firms arc concerned that the longer China remains external to the WTO the 
greater the likelihood of damage to themselves and to the U.S. economy. It is Important always to 
remember that one of the great virtues of the GATT and the WTO is that they clarify a range of 
prohibited practices and provide for remedies against them. This factor suggests that a China of 
increasing economic power and global trade significance in the future, unfettered by the commitments 
embodied in WTO membership, might pose increasingly difficult challenges in die future. At least one 
expert has noted wryly that if China had been admitted to the GATT in the early days of its application, 
during the late 1 980s, the inevitable five-, eight-, or even ten-year phase-in periods it would have faced 
would by now in 1996 have expired, and China would already be fully obligated to compliance with 
WTO codes. 

It is also important to mention, however briefly, the domestic impact of WTO accession within the PRC- 
It is well known that powerful segments of Chinese official life are deeply concerned about the 
economically and socially destabilizing effects of a too-rapid liberalization of key sectors of the Chinese 
economy under the dictates of WTO accession protocol. Tlie implications for China's domestic 
economy of such a rapid-fire liberalization dwajf, I believe, the implications for the U.S. economy of the 
recent NAFTA and Uruguay Round Agreements, which caused so much political debate and conflict in 
our own country. The shaky economic condition of many of China’s unprofitable state-owned 
industries, which still provide a disproportionate share of overall industrial employment in the PRC, or of 
the state-owned banks, which labor under huge burdens of bad loans, leave many in China 
understandably nervous about what they perceive as the dangers of liberalization in too great a hurry. 

The US-China Business Council has long associated itself with the notion of WTO accession “on 
commercially acceptable terms,” asserting, in essence, that no WTO agreement would be better than a 
bad one. The concerns of various sectors of our corporate community largely mirror those expressed by 
U.S. negotiators directly to their Chinese counterparts and to the multilateral accession negotiators. The 
list is long: trading rights, national treatment, investment restrictions, transparency, non-tariff barriers, 
even tariffs themselves, and many others. 

Thus far, neither in the bilateral U.S.-China discussions nor in China’s discussions with the multilateral 
working party have China and its trading partners begun to close toward a package. Certainly, the 
negotiators must constantly look over their shoulders at their home-country monitors, lest they have their 
knuckles rapped for making excessive concessions. 

Ultimately, though, China’s WTO accession is a question of negotiation. The ten-year history of the 
Uruguay Round negotiations offers some grounds for optimism. Exactly when negotiating adversaries 
make their minds up -- to accept a package that offers less than total victory on each point, but whose 
adoption nevertheless promises greater benefits to all sides than would continued stalemate — is hard to 
pinpoint in advance. That moment, nevertheless, has been reached in other bitter and seemingly endless 
negotiations, and we believe that it can be reached in this one as well. Sometimes subtle changes of 
domestic political emphasis result in quiet modifications of frozen positions; sometimes changes in the 
actualities of trade conditions lend greater urgency to settlement or new emphasis to previously-slighted 
issues. Sometimes the entry' of third-party “neutral’* recommendations can help to break a seemingly 
impassable logjam. 

Mr. Chairman, the United Stales and China have passed through a very difficult period since Tiananmen. 
Annual MFN debates in this country have created a pulsating rhythm of criticism and retort, 
denunciation and response, and growing uneasiness in each country as to the other nation’s ultimate 
intentions. As Congress moved tow ard its decisive vote in support of continued normal economic 
relations with China earlier this year, voices on both sides of the aisle made clear that the annual MFN 
convulsion was an increasingly unproductive and misdirected exercise. 
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In the past several months, there have been promising signs of a re>thinking of options on both sides of 
the U.S.-China relationship. A number of specific initants to bilateral ties have been successfully 
removed, at least for the moment, from the list of each country’s grievances against the other. 
Representatives of the heads of the U.S. and Chinese governments have met, privately and intensively, in 
an apparently successful effort to re*direct the U.S.>China dialogue into more positive directions. The 
two sides have even suggested that reciprocal state visits » the absence of which has been one of the 
most regrettable signs of U.S.-China estrangement since 1989 -- might be scheduled in the not too distant 
future. 

The US-China Business Council hopes that this tentative but very promising detente at the highest levels 
of government will continue to expand. The progressive nonnalization of economic and trade relations 
between the U.S. and China can and should both propel that bilateral detente and be its beneficiary. We 
believe that it is not too much to hope that those ultimately responsible for finding a mutually 
satisfactory WTO accession arrangement, whether in China, in the U.S.. or in other WTO nations, will be 
emboldened to step forward with greater forthcomingness as the climate of U.S.-China relations 
continues to improve. No final WTO accession agreement is going to provide complete satisfaction on 
all issues to any negotiating party; no completed trade agreement — and certainly not NAFTA or the 
Uruguay Round agreements — ever does. In the end, b<^ the United States and China will give and take, 
adding time to a phase-in here and shortening the phase-in there, including certain practices here and 
excluding them there. These accommodations are not insignificant and should not be made in a cavalier 
fashion, but in the end they are the stuff of any tough trade negotiation. 

The U.S. has the benefit today, as it has had for so many years under many administrations, of tenacious, 
extremely knowledgeable, and sophisticated negotiators in dealing with China over WTO. We hope that 
satisfactory accords on China’s WTO accession will be reached at an early dale, and urge the Congress 
to lend not only its wisdom but also its support to the U.S. negotiating team. A satisfactory WTO 
accession will, in our view, contrib'jte strongly to the stability and predictability of U.S.-China economic 
relations which lie at the core of the overall global relationship of our two nations today. No business 
association, and certainly not the US-Cliina Business Council, should presume to speak for individual 
firms as to the specifics of their hopes and concerns on matters of this complexity. But I am confident 
that it is possible for China, the U.S., and the WTO Working Party to reach a set of understandings over 
the PRC’s accession to the WTO which would receive the broad support of the American business 
community. We hope (hat this time is coming sooner, rather than later. 

Again, thank you very much for the privilege of offering these observations. 



62 


Chairman Crane. Thank you, Mr. Kapp. And I know you have 
got to head to California, so you may excuse yourself 

Mr. Kapp. Thank you, sir. My apologies. 

Chairman Crane [continuing]. To catch your plane and have a 
safe flight. 

Mr. Kapp. Thanks. 

Chairman Crane. Mr. Murck. 

STATEMENT OF CHRISTIAN MURCK, PRESIDENT, AMERICAN 
CHAMBER OF COMMERCE IN TAIPEI 

Mr. Murck. Thank you, Mr. Chairman. It is my pleasure to tes- 
tify today representing the American Chamber of Commerce in 
Taipei. AmCham/Taipei comprises over 900 individuals working for 
about 500 companies doing business in Taiwan. Our goals are to 
inform our membership on business issues, to communicate the 
views of the American business community to the government in 
Taiwan and to our own government in Washington. 

At the outset, let me say that AmCham/Taipei strongly encour- 
ages United States support for prompt and orderly accession to 
WTO membership as soon as the few remaining issues in the Unit- 
ed States-Taiwan bilateral negotiations are satisfactorily resolved. 

We similarly favor support for PRC accession on the basis of an 
acceptable package of commitments to market opening, intellectual 
property rights protection, and a level playingfield in the Chinese 
market. 

These two important economies should be full participants in the 
international trade regime represented by the WTO, while meeting 
standards appropriate to their levels of economic development. 

AmCham/Taipei has been an active supporter of the United 
States-Taiwan bilateral negotiations on WTO accession, regularly 
providing input from over 20 subcommittees organized by industry 
to USTR and the American Institute in Taiwan and to their Tai- 
wan counterparts. I congratulate both sides on the work done so 
far. 

Significant commitments have been required by the United 
States and made by Taiwan on thousands of tariff lines. Major im- 
provements have already been made in the legal framework, in en- 
forcement of intellectual property rights, and further commitments 
will take effect on WTO accession. 

The process of deregulating the telecommunications monopoly 
and opening that industry to foreign investment has begun. 

Work is proceeding on a government procurement code. Taiwan 
has accepted that it will enter the WTO as a fully developed econ- 
omy and is prepared to make major changes accordingly. 

Why is this important to the United States? 

Some friends of Taiwan seem to consider WTO membership 
mainly in a political light, as recognizing Taiwan’s democratization 
or rewarding past friendship. Some critics of China perhaps sup- 
port Taiwan’s WTO membership to irritate or “punish” the PRC. 

I would argue that such political motivations should be put aside, 
because they distort the purpose and character of the WTO. I hope 
this Subcommittee will focus instead on the substantial economic 
interests of the United States at stake. 
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According to the U.S. Department of Commerce, Taiwan im- 
ported $19.3 billion in goods from the United States in 1995. It was 
the sixth largest market in the world for American exports and the 
fourth largest market for American agricultural exports. 

With only 21 million people, as compared to the 1.2 billion people 
in the PRC, Taiwan is approximately twice the size of the PRC as 
a market for United States goods. The United States, in turn, is 
Taiwan’s export market, leading to an American trade deficit of 
$9.7 billion in 1995. The Taiwan market is, therefore, large with 
significant existing United States interests to protect. 

There is also potential for future growth. Real GDP growth in 
Taiwan was 6.4 percent in 1995. The savings rate continued high 
at 29 percent, and per capita income was over $12,000, having 
increased by 86 times in the last 45 years. 

Taiwan’s remarkable economic progress was for many years 
export-driven, while major sectors of its domestic economy re- 
mained closed to foreign and in some cases to private participation. 
This means U.S. business has the opportunity to grow from an al- 
ready large base, benefiting from reduced tariffs and deregulation. 

The WTO accession package negotiated with Taiwan will signifi- 
cantly improve market access for United States products and firms. 
There are few past accession agreements so favorable as the one 
being negotiated with Taiwan. 

But, the commitments made will not take full effect until Taiwan 
becomes a WTO member. That is the reason Taiwan’s WTO acces- 
sion is an important economic interest of the United States. 

However, there are still a few crucial unresolved issues. In the 
view of AmCham/Taipei, the major ones are full access to the agri- 
cultural market, especially the rice market; privatization of the 
government liquor and tobacco monopoly, full access to that market 
and opening of that industry to foreign investment; opening of the 
automobile market in a way that does not disadvantage United 
States manufacturers; and finally regulations governing foreign 
lawyers, which maintain or improve existing access for American 
lawyers practicing in Taiwan today. 

Some of these are difficult for 'Taiwan for domestic political rea- 
sons. Others involve balancing United States interests against 
those of other countries. For example, Japan and Korea are inter- 
ested in the automobile market, and Australia is interested in the 
beef market. 

Notwithstanding the complications of conducting multiple bilat- 
eral negotiations, I am convinced Taiwan wishes to move ahead to 
complete its bilateral with the United States and will take the nec- 
essarily steps. 

Once the Taiwan-United States negotiation is completed, Taiwan 
must still conclude its talks with other nations, and a multilateral 
working group report must be issued to the WTO membership for 
a vote. 

Everyone is well aware that many countries would prefer to 
admit Taiwan and the PRC to the WTO together. I cannot speak 
with any authority about the politics of this large multilateral orga- 
nization, but there are three points which I think should determine 
U.S. policy. 



64 


First, it is important to maintain the integrity of the WTO as a 
trade organization, because we want to avoid political consider- 
ations dominating the WTO dispute resolution process in the 
future. 

Second, the WTO is an organization of separate customs terri- 
tories, as well as sovereignty nations, which accommodates Hong 
Kong, already a member in its own right, and Taiwan, already an 
observer. 

And third, WTO membership for Taiwan will be advantageous 
for the PRC and the region as a whole, as Hong Kong’s member- 
ship already is, due to the stronger economic growth and greater 
openness of the Taiwanese economy that will result. 

This is not a zero-sum game. The United States and Taiwan will 
benefit from Taiwan’s WTO accession, and so will Taiwan’s other 
important trading partners in the region, including the PRC. 

The same is true for PRC accession, if it is accomplished on the 
basis of adherence to WTO principles for developing economy mem- 
bers and recognition of the weight of the PRC’s position in world 
trade. 

At this juncture, AmCham/Taipei believes it would be helpful for 
the Subcommittee on Trade to affirm the Subcommittee’s support 
for Taiwan’s WTO accession as a developed nation on the condition 
that remaining issues are resolved in a manner appropriate to that 
status; to urge Taiwan to make the internal decisions necessary for 
the USTR to conduct another, hopefully final, round in our bilat- 
eral negotiations before the end of this year; and to reaffirm United 
States policy that our bilateral negotiations with Taiwan and the 
PRC are separate matters to be resolved on the basis of economic 
and trade issues. 

Thank you, Mr. Chairman, for inviting. me to participate in this 
hearing, and I will be happy to answer any questions you may 
have. 

[The prepared statement and attachments follow:] 
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Accession of China and Taiwan to tha World Trade Organization 


Testimony by 
Christian Murck, President 
American Chamber of Commerce in Taipei 

Subcommittee on Trade 
Ways and Means Committee 
US House of Hepresentativas 

September 19, 1996 


Mr. Chairman, Members of the Subcommittee on Trade, Ladies and Gentlemen: 

It is my pleasure to testify today representing the American Chamber of Commerce in 
Taipei. AmCham Taipei comprises over 900 individuals working for about 500 companies 
doing business in Taiwan. Our goals are to inform our membership on business issues 
In Taiwan, and to communicate the views of the American business community to the 
government in Taiwan and to our own government in Washington. 

At the outset, let me say that AmCham Taipei strongly encourages US support for prompt 
and orderly accession of Taiwan to WTO membership, as soon as the few remaining 
issues In the US-Talwan bilateral negotiations are satisfactorily resolved. We similarly 
favor support for PRC accession on the basis of an acceptable package of commitments 
to market opening, intellectual property rights protection, and a level playing field in the 
Chinese market. These two Important economies should be full participants in the 
international trade regime represented by the WTO. while meeting standards appropriate 
to their levels of economic development. 

AmCham Taipei has been an active supporter of the US-T aiwan bilateral negotl 2 iIions on 
WTO accession, regularly providing input from over 20 committees organized by industry 
to USTR and the American Institute In Taiwan, and to their Taiwan counterparts. 1 
congratulate both sides on the work done so far. Significant commitments have been 
requested by the US, and made by Taiwan, on thousands of tariff lines. Major 
improvements have already been made in the legal framework and enforcement of 
Intellectual property rights, and further commitments will take effect on WTO accession. 
The process of deregulating the telecommunications monopoly and opening the Industry 
to foreign Investment has begun. Work Is proceeding on a government procurement 
code. Taiwan has accepted that it will enter the WTO as a fully developed economy and 
is prepared to make m^or changes etccordingly. 

Why is this important to the United States? 

Some friends of Taiwan seem to consider WTO membership mainly In a political light as 
recognizing Taiwan's derrracratization or rewarding past friendship. Some critics of China 
perhaps support Taiwan's WTO membership to imtate or 'pttnish' the PRC. I would 
argue that such political motivations should be put aside, because they distort the 
purpose and character of the WTO. I hope this Subcommittee will focus instead on the 
substantial economic interests of the United States at stake. 

According to the U.S. Department of Commerce, Taiwan Imported $19.3 billion In goods 
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from the US In 1995. It was the sixth largest market In the world for American export 
overedl and the fourth largest market for American eigricultural exports. With only 21 
million people, as comp 2 ued to the 1.2 billion In the PRC, Taiwan Is approximately twice 
the size of the PRC as a market for US goods. The US, in turn. Is Taiwan's largest 
export market, leading to an American trade deficit of $9.7 billion. The Taiwan market 
is imge, witti significant existing US Interests to protect. 

There Is also potential fr>r future growth. Real GDP growth in Taiwan was 6.4% in 1995, 
the savings rate continued high at 29%, and per capita income was $12,439, having 
Increased 86 times in the last 45 years. Taiwan's remarkable economic progress was for 
many years export-driven, white major sectors of its domestic economy remained closed 
U) foreign and, in some cases, to private participation. This means US business has the 
opportunity to grow from a large base, benefiting from reduced tariffe and deregulation. 


The WTO accession package negotiated with Taiwan will significantly improve market 
access for US products and firms. There are few past accession agreements so great 
as the one being negotiated Taiwan. But the commifinents made will not take full effect 
unfri Taiwan becomes a WTO member. That Is the reason Taiwan's WTO accession is 
an Important economic Interest of the United States. 

However, there are still a few crucial unresolved issues. In the view of AmCham Taipei, 
the major ones are; 

a Full access to the agricultural market, especially the rice market; 

e Privatization of the government liquor and tobacco monopoly, full access to 
the market, and opening the Industries to foreign investment: 

a Opening of the automobile market in a way that does not disadvantage US 
manufacturers; and 

e Regulations governing foreign lawyers which maintain or improve 
existing access for American lawyers practicing in Taiwan. 

Some of these are difficult for Taiwan for domestic political reasons, others involve 
balancing US Interests against those of other countries. For example, Japan and Korea 
are Interested In the automobile market, and Australia is Interested in the beef market. 
Notwithstanding the complications of conducting multiple bilateral negotiations, I am 
convinced Taiwan wishes to move ahead to complete its bilateral with the US, and will 
take the necessary steps. 

Once the Taiwan-US negotiation is completed, Taiwan must still conclude its talks with 
other nations and a multilateral Working Group report must be issued to the WTO 
membership for a vote. Everyone is well aware that many countries would prefer to admit 
Taiwan and ttie PRC to the WTO together. I cannot speak with any authority dx>ut the 
politics of this large multilateral organization, but there are three points which I think 
should determine US policy: 

e It is important to maintain the integrity of the WTO as a trade organization, 
because we want to avoid politicai considerations dominating the WTO dispute 
resolution process in the future; 

e The WTO is an organization of 'separate customs territories', as well as 
sovereign nations which zKcommodates Hong Kong, already a member in its own 
right, and Taiwan, already an observer; and 


• WTO membership for Taiwan will be advantageous for the PRC and the 
region as a whole, as Hong Kong's membership ^ready is, due to the stronger 
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economic growth and greater openness of the T aiwanese economy that will result. 

This Is not a zero sum game. The US and Taiwan will benefit from Taiwan's WTO 
accession, and so will Taiwan's other important trade partners In the region, including the 
PRC. The same Is true for PRC accession. If it is accomplished on the basis of 
£Klherence to WTO principles for developing economy members and recognition of the 
weight of the PRC's position in world trade. 

At this juncture, AmCham Taipei believes it would be helpful for the Subcommittee on 
Trade to: 

• Affirm the Subcommittee's support for Taiwan's WTO accession as a 
developed nation, on the condition remaining issues are resolved in a manner 
appropriate to that status: 

e Urge Taiwan to make the Internal decisions necessary for the USTR to 
conduct another, hopefully final, round in our bilateral negotiations before the end 
of the year; and 

e Reaffirm US policy that our bilateral negotiations with Taiwan and the PRC 
are separate matters to be resolved on the bteis of economic and trade Issues. 

Thank you, Mr. Chairman, for inviting me to participate in today's Important 
hearing. 


### 
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"Living from day 

TO DAY IN A VERY BUSY 
PLACE, it’s easy TO 
FORGET THE 
EXTRAORDINARY 
STRUCTURAL 
TRANSFORMATION THAT 
HAS TAKEN PLACE IN 

Taiwan. In a 10- 
year PERSPECTIVE, IT 
BECOMES MORE 
OBVIOUS. " 


T his is an activt month for AmCbam Taipei. In Taiwan, September 
is AmCham month — a program of public events we hope will raise 
our profile and show the range of interests of the business commu- 
nity. In mid-September, some of us will be among those welcoming a Sub-Cabinet 
Economic Dialogue delegation headed by Lawrence Summers, Deputy Secretary 
of the Treasury. They will visit Taipei not for negotiations on specific trade 
disputes, but for a wide-ranging mutual consultation on international and bilateral 
economic developments. Regular visits of this sort have long been encouraged by 
AmCham. We beliew that familiarity, the personal feel that can be established 
only by visitingTaipei and talking at length with local officials and business people, 
makes it much easier to conduct negotiations over difficult issues in a way that leads 
to mutually beneficial solutions. For the same reason, we are encouraged by the 
recent resumption of more active dialogue between the United Sutes and the 
P.R.C. 

When the Summers delegation is in Taipei, I will be in Washington, D.C. 
with the AmCham Taipei Doorknock. This is an annual event in which the 
American bi sioess comirun-f/ ^ 75 mer-tings 

with elected and appointed U.S. officials. Delivering a report of conditioiu on the 
ground in Asia, we are always gratified by the interest shown in Washington and 
the accessibility of our government. 

Our general theme in Washington this year is Taiwan’s place in the world 
economy. Living from day to day in a very busy place, it’s easy to forget the 
extraordinary structural transformation that has taken place in Taiwan. In a 10- 
year perspective, it becomes more obvious. Let me demonstrate that by summa- 



rizing trade and in\'esiment 
flows in T ai wan in 1986 and 
in 1995. 

In 1986, exports and 
imporu totaled USS64 bil- 
lion and there was a US$16 
billion surplus. Forty-eight 


percent of exports went to the United States, 22.5 percent of imports, and T aiwan’s 





vade surplus with dte U.$. was US$13.5 billion. Although down from the peak 
of a few years earlier, the U.S. market was still the dominant source of Taiwan’s 
prosperity. The second largest trading partner was Japan, taking 1 1.4 percent of 
exports and providing 34 percent of imports, mostly capital goods. T aiwan’s trade 
deficit with Japan of US$3.7 billion was largely structural. If demand in the U.S. 
market increased, Taiwan required more inputs from Japan in order to produce 
more goods, thereby increasing both the surplus with the U.S. and the deficit with 
Japan. Interestingly. Hong Kong/P .R.C. (the two are not easily distinguished in 
Taiwan sutiscics) ranked third, taking 7.3 percent of exports and providing a 
US$2.5 billion surplus. 

In 1986, overseas capital investment by Taiwanese totaled US$57 million. 
The U.S. attracted 81 percent of this small amount; the next largest share was held 
by Thailand with 10 percent Hong Kong/P.R.C. was too small to break out. 

Ten years later, in 1995, exports and imports totaled US$215 billion, over 
three times larger, and the overall surplus was almost halved to US$8. 1 billion. The 
U.S. market bought only 23.6 percent of T aiwan’s products sold abroad; that is. 
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its share declined sharply even while the dollar amount rose from USS19 billion to 
US$26 billion. The trade surplus with the U.S. also declined to US$5.6 billion, as 
theU.S. retained a 20 percent share of Taiwan's imports, asatisfymg trend for U.S. 
trade negotiators. Japan was Taiwan’s third largest trading partner, taking 11 
percent of exports and pro\iding 29 percent of imports, almost unchanged from 
1986. In dollar terms, however, the trade deficit with Japan grew sharply from 
US$3.7 billion to US$17 billion. The remarkable change is in the Hong Kong/ 

P.R.C. numbers. HK/P.R.C. vaulted over Japan to become the second largest 
tradingpartner,taking23.4percent of exports, only a whiskerlessthan the U.S. But 
Taiwan purchased little from mainland China, leading to a US$24 billion trade 
surplus. Without the exports to Hong Kong and the mainland, Taiwan would have 
run a trade deficit of US$16 billion. 

We can understand what was driving these exports when we look at overseas 
investment. In 1995 it totaled US$2.5 billion, 43 times larger than in 1986. These 
figures are almost cenainly understated since they include only officially reg;isiered 
investments by T aiwan-domiciled companies and often omit investments made by 
overseas companic:; ^vned by Whcit-didiigo? Maiol^J x_.AUiia 

45 percent, the U.S. got 10 percent, and the rest was widely spread among other 
countries in Southeast Asia, the Americas, and Europe. Even 3 percent in dollar 
terms was more than Taiwan's total investment in 1986. This small stxiety of 21 
million people suddenly became a major capital exponer. 

The rapidity with w*hich an economic relationship of depth and scale 
developed between Taiwan and mainland China naturally causes some to worry 
about becoming ox’erly dependent on the mainland market. The opportunities 
ne\'enheless seem irresistible to both foreign and local investors based in Taiwan. 

The economic relationship, so full of promise and much lar^r than commonly 
realixed in other countries, is an incentive for both sides to manage their political 
rivalry carefully. But the stability provided by the United Sutes through its 
security role tinder the T ai wan Relations Act is still necessary, as was demonstrated 
last March, when P.R.C. missile tests were balanced by U.S. aircraft carrier battle 
groups sent to the vicinity of Taiwan. 

Although mainland China attracts the largest single share of this enormous 
capita] outflow, well o\'er half is scanered elsewhere in the world, especially in 
Thailand, Indonesia, Malaysia, Vietnam, and more recently the Philippines. I am occasionally asked how long Taiwan will 
be able to stay ahead of the development curve. After moving rapidly from agriculnare to labor intensive light manufacturing, 
then on to capital and technology intensive heavy industry, arui increasingly to services, wbai comes next^ What will prevent 
Taiwan’s mediiun tech industries, like computer monitor manufacturing, from being overtaken by new competitors just as 
iu garment industry was? The answer is that this has already happened. One of the major monitor makers has 18,000 
employees, of only whom 2,000 work in Taiwan. The rest are in planu in Malaysia, mainland China and Scotland, all areas 
where land and labor are more readily available than in Taiwan. The monitor industry in the next generation of competitor 
countries already exists. It is mainl y owned and managed by Taiwanese mulonationaJ corporations fiercely devoted to the 
optimum balance between low cost manufacturing and the best technology. 

Taiwan in 1986 was a prosperous, but provincial and distant appendage of the U.S. economy, with secondary ties to 
its former colonial ruler Japan. Taiwan in 1995 was well integrated in the regional economy, but ever more closely related 
to its natural partner, the mainland Chinese market. Today the growth treruis in investment and trade with mainland China 
ha\’e been blunted by political tensioiu and indecision on both sides. Most indicators of cross strait activity for the first half 
of 1996 are flat or down. My view is that this will eventually be seen as only a temporary pause in a relationship that will 
flourish to the benefit of both. 


" The rapidity miH 

WHICH AN ECONOMIC 
RELATIONSHIP OF DEPTH 
AND SCALE DEVELOPED 
BETWEEN Taiwan and 
MAINLAND ChINA 
NATURALLY CAUSES 
SOME TO WORRY ABOUT 
BECOMING OVERLY DE- 
PENDENT ON THE MAIN- 
LAND MARKET. The 
OPPORTUNITIES NEVER- 
THELESS SEEM IRRESIST- 
IBLE TO BOTH FOREIGN 
AND LOCAL INVESTORS 
BASED IN Taiwan. “ 
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Executive Director's Message 

“Tai'j;an and mainland China can he likened to Ginger Rogers and Fred Astaire. He re- 
ceived all the accolades and limelight however she was the one that accomplished the same 
routines, only wearing high heels and dancing backwards. ” 


eptember is the month thit 
AmCham Taipei 
celebrates its 45th year in 
business. September is also 
AmCham Month. Although weare 
not the eldest AmCham. we have a 
reputation for being one of t he most 
proaaive, not only in the Asia Pacific 
region, but globally. Hostinga core 
of activities centering on industry 
working committees and issues 
pertinent to US business interests in 
Taiwan, AmCham organizes 
any'where from 18-25 events in a 
given month. A recent introduction 
to our calendar of activities is the 
undertaking of a T ai wan Door knock 
to Washington D.C. Entering its third year, the Ooorknock 
is an experience that is both professionally and personally 
rewarding. This month a delegation of AmCham members 
travels to Washington and articulates US business issues and 
concerns surrounding their activities in Taiwan. 
Notwithnanding the hard work of our liaison representative 
in the capiiol, access to our administration officials and elected 
policy-makers is truly inspiring. 

Taiwan's unique status vis-a-vis US foreign policy 
offen many challenges. It was only a few short yean ago that 
the focus of our Doorknock delegation activities was to 
educate those in the administration and on the HUl about 
Taiwan’s prosperity and emerging democracy in an effort to 
place US-Tatwan business issues on the radar screen. It was 
also obvious three yean ago that given US's One China 
foreign policy and corporate home office’s preoccupation 
with the ‘widget theory,” 1.2 billion consumers in mainland 
China versus 21 million in Taiwan, America needed to find a 
balanced and measured approach when dealing with Taiwan- 
mainland China issues. Indeed, she did. But this is merely one 
of many aaivities taking place this month and there will be 
more to report when we return from Washington. 


Rather, I would like to turn 
your attention to a very useful 
document prepared by AmCham. 
It is the 1996 Taiwan White Paper 
which capstilizcs economic, political 
and industry trends and events. As 
advocates of US interests in Taiwan, 
we must also weigh the 
for future opportunity in our host 
nation. Included among the macro 
data is a ‘Rankings Profile” of 
Taiwan that offen immediate clarity 
towards validating Taiwan's level 
of global importance. Onlyrecently 
has support for elevating Taiwan's 
economic status been begrudging 
accepted by most world forum 
panicipanu. It was not always the case; Taiwan and mainland 
China can be likened to Ginger Rogers and Fred Astaire. He 
received all the accolades and limelight however she was the 
one that accomplished the same routines, only wearing high 
heels and dancing backwards. 

h is evident though that as Taiwan gains respea for its 
economic and democratic achievements, more visitors from 
the US and elsewhere are blazing a wider path to Taipei and 
adding it to their itinerary prior to trekking onward to 
mainland China. Among those, AmCham is honored to be 
hosting a number of VIPs: 

Aug. Deputy A%$L Seeretury Dan McLaughlin Department 

ofCommeixe;AmbauadorWiUiamBod/ie; SepLy-- Dr. Michael 
D.Lampton, Director, NatujnalCommitteeenUS-PRCR^tions 
Council: Former Secretary of Defense, A rthur ScMesinger; Sept. 
5 -’Mr. Dominic Tarantino Chairman,Price Waterhouse World 
Firm; Sept. V-Dr. Lawrence Summers, Under Secreury of 
Treasury: Sept. 23 - Ambassador Darryl Johnson Director, AIT 
Taiwan; Sept. 24 —Dr. Ken Brody, Osairman, Presidential 
CommissiononAsia ForeignAffairt. 
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1996 Ta I WA N White Paper 
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A Decisive Year For Taiwan politics 

TaTA-'AN’S efforts to define rrs role on the [NTERNAJIONAL stage sparked wcreasincly ag- 
gressive POSTURING FROM MAINLAND CHINA, WHICH REGARDS TaJWAN AS A RENEGADE PROVINCE 
SEPARATED FROM THE MOTHERLAND IN 1 949. A STEADY DECLINE IN CROSS-STRAIT RELATIONS BEGAN 

IN June 1995 vitien President Lee Teng-hui visited his alma mater, Cornell University, 

AND CULMINAIED IN THE WEEKS PRECEDING THE MaRCH 23, 1996 DIRECT PRESIDENTIAL ELECTION 
The ELECTION WAS A HISTORIC MOMENT, AS IT REPRESENTED THE FIRST POPULAR SELECTION OF A 
HEAD OF STATE IN OVER 5.000 YEARS OF CHINESE CULTUItt. 


June 1995 

President Lee made a private visit to Cornell 
University, from which he received a ixxtoral de- 
gree IN AGRICULTURAL ECONOMICS. 

Beijing announced that the United States had 
ACTED against ITS “OnE ChINa" POLICY BY GRANTING 
President Lee a visa. In protest, Beuing immediately 
RECALLED ITS ANfflASSADOR TO THE UNITED StaIES, BRING- 
ING SINO-AmERJCAN RELATIONS TO A 25 YEAR LOW. LaTER 
THAT MONTH, IT ANNOUNCED A SERIES OF MISSILE TESTS IN 

THE Taiwan Strait. 

Fall 1995 

China’s mtlitary tests and iNTiMiDAnoN continued 
INTO the fall, apparently IN AN EFFORT TO INFLUENCE 
THE OUTCOSffi OF THE DECEMBER 2 LEGISLATIVE ELECTIONS 
However, despite the saber-rattunc aimed at bol- 
STERINO THE PRO-UNTFICATION NeW PaRTY, THE LEGISLA- 
TIVE ELECTIONS AND SURBOUNDINC DEBATES WERE DOMI- 
NATED BY DOMESTIC POLICY ISSUES 


Recent Legislative Election Results 

1993 and ]9V5 
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Legislative Yuan j 

( 

Lk_tiC i iGNS 
December 2 , 1995 

Over 10 MILLION VOTERS WENT TO THE POLLS, i 
REPRESENTING ABOUT 68% OF THE TOTAL ELECTOR- j 
ATE. The ELECTION RESULTS REVEALED TaJWAN’S ! 
PROGRESS TOWARD A VIABLE, MULTIPARTY DEMOC- ' 
RACY. 

The Democratic Progressive Party <DPP) ^ 

ENGAGED M VOTE-SHARING Snu^BOIESM THE MORE | 
DIFFICULT DISTIUCT RACES. This increased CONCERN j 
WITH PARTY UHITY MARKED A BREAK FROM THE IN- | 
DMDUAL NATURE OF PREVIOUS ELECTION CAMPAIGNS. | 
The New Party (NP) FARED QUITE WELL, RAJS- | 
INC ITS REPRESENTATION IN THE LECISLATTVE YUAN | 
from7to21 SEATS. Mainland China’s Minister 
OF Foreign Affairs, Shen Guofang, QUicm.Y 
CLAIKED VICTORY FOR THE ELECTION RESULTS COM- 
MENT1NO TWff TAIWAN’S PEOPLE HAD VOTED FOR 
UNinCAnON, NOT IND9ENDENCC. 

Looking forward to the new legislature, 

POLITICAL ANALYSTS EXPRESSED SOME CONCSIN THAT 
A MORE FRAGMENTED LEOISUOTVE YuaN WOULD 
IMPEDE THE KMT’S EFFORTS TO ENACT IMPORTANT 
LEOISLAIION. THIS HAS RAlSroSKEFTTOSMOVSl THE 
success OF THE Asu Pacific Regional Opera- 
noFS Cdoer (APROC) plan, which has already 
BSN delayed BY LECISUJTVE LOG JAMS. 

Only eight cases of electton-relaied vio- 
lence WERF- REP0PTW>. 
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Presidential Election 
March 23, 1 996 

The uxect presikniial election of March 23. 1996 set in motion several poros of change within 
THE political LANDSCAK, MOCT NOTICEABLY A SKJT IN THE RULINO KMT. 

the INCStEASINO *TaIWAN 1Z>QT0N*‘ OF THE NiOlONAUST PARTY, REPRESENTED MOST VISIBLY BY TaIWAN-BORN 
Presssnt Lee IHno-hui, resuued in the maroinalizmvw of m hardline REUNiFiaaTON pactions. KMT 
Vice Chairman Un Yano-kano and Vice Prb^ Hau Pei^tsun broke from the party ranks in August 
1995 TO OPPOSE Lee's pREsnsKiiAL BID. 

The split OtE/OED an IDEOLOQICAL gap for voters WHO TRADinCMALLY HAD JUDGED CANDIDyOES UPON THEIR 
ETHNIC IDENTTTY. LEE yOTEMPTED TO DISTTNOUISH A 'NEW” KMT **ONLY A PEW YEARS OLD,** AND OPENED UP A 
lUSIANCE WITH THE AUIOClUaiC REGIME OF OLD. F(» EXAMPLE, THE PRESIDENT EJCIENISD AN OFFICIAL RECOGNI- 
TION AND APOLOGY FOR THE 20,000 OR SO INIELLECIUALS AND DISSIDENTS WHO DIED IN THE SUPPRESSION OF 
February 28, 1 947 and inauqur^oed the 2/28 Park in Tatpei as a remembrance. 


Election Results 



PREsireNT Lee was re-elected with 54 % of the 

POPULAR VOTE WTIH BETWQN 8- 1 3 % CROSSOVER VOTE 
FROM VOTERS NORMALLY AFFXLU^ED WITH THE DPP. 

PENO MINO-MIN OF THE PRO-INDEPENDENCE DEMO- 
CRXnC PROGRESSIVE PaRTY WON A LOWER THAN EX- 
PECTED 21%. Inkpendent candid/oe Lin Yang- 
KANO, REPRESENTINO THE KMT OlD OUARD, WON 1 5% 
WITH THE ENDORSEMENT OF THE New Party. Indepen> 
ENT Chen Li-an, running on a pl^jtorm of moral- 
ity AND INTEGRITY, WON 10%. 

Voter PAimcipyaioN was jc an impressive 76% or 
10.8 million OF THE 14.3 MILUON ELIGIBLE VOTERS. 

Significant was the pact thm* in the elections to 
THE hU^ONAL ASSEMBLY THE SAME DAY, THE KMT'S 
MAJORITY WAS REDUCED TO BELOW TWO-THIRDS FOR THE 


FIRST TIME. The RULINO PARTY WIU NOT EE ABLE TO 
PASS CONSTTTVnONAL AMENDMENTS BY ITSELF. A NEW 
ERA OF COALITION BUILD1NO HAS BEGUN, FOLLOWING THE 
TREND ALREADY EVIKNT IN THE LEOISD^TVE YUAN. 

Media coverage in Taiwan was intensified by 
China’s increasinoly visible and aggressive miu- 

TARY posturing IN THE STRAIT, EXPLICITLY MEANT TO 
DETER Taiwan’s db^iocsuoic and independent urges. 
To the CONTRARY, HOWEVER, THE INCREASED ATIEN- 
TTON SUPPORTED TaIWAN’S HOKT FOR KMOCRaCY AND 

gained Taiwan addiitonal intern>oional joteniton 

AND RESPECT. 

China’s military exercises had little effect on 

THE BECT10H RESULTS, MARGINALLY HELPING THE INCUM- 
BENT La AND WEAKENINC THE OPPOSITION. 
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g ECONOJVi 1 C 


Fall 1995 to Spring 1996 


^ Industrial output fell 4.2%, the manufacturing sector fell 5%, and construction fell 16% 

# The government authorized a NT$200 billion sTABiLiZAnoN fund to purchase an esttmated NTS70 

BILLION IN SHARES IN SUPPORT OF THE TaWAN StOCI: EXCHANGE THREATENED BY CROSS STRAIT TENSIONS. THE 

fund enrdyed large gains in the post-election stock market rally. 

Taiwan's thrs export processing zones (EPZs) witnessed a 15% fall in production value from 4Q 
1995 to IQ 1996. Officials blamed the drop on mainland China's live fire missile tests and seasonal 
fluctuations in export patterns. 

4c In March, the month of the presidential elbhion, E)Ox>rt orders totaled USS9.92 billion, a mere 

0.3% INCREASE OVER FEBRUARY. TWS WAS THE FIRST TIME IN EIGHT MONTHS THAI EXPORT ORKRS ENJOYED LESS 
THAN DOUBLE-DIGIT GROWTH. 


4c Although overseas Chinese investments in Taiwan grew 1 33%, foreign investments in the first quar- 
ter OF 1996 DECLINED 31®o. Ii.vEi'.r'^ins BY US coMPANnr dut'^'t r.c r*?i0D totaled an estimajed 
USS45. 1 million, a 77% decrease from the previous year. Among the four major foreign investors 
IN Tadl’an (Hong Kong, United States, Japan and Europe) only Japan registered an increase. 

4c Posting the world's third largest foreign exchange reserves for the last several years, Taiv^'an's 
RESERVES KIT AN ALL-TIME HIGH OF US$100.4 BILLiON IN JUNE 1995, BUT SLIPPED TO A THR£E-\'EaR LOW OF 
US$82.55 BILLION at the end OF March 1996 as the Central Bank successfully defended the NT 
Dollar AT NTS27.5;USS1 amid cross strait tensions. ReservesrecoveredtoUS$85.2billioninJune 
1996. 


Foreign investment was down, exports 
and imports experienced declines . . . 
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. . . and GDP growth suffered 
as a consequence, reaching an 
unusually low 4.86% in the 
fourth quarter of 1995, 


Real GDP GrowA 

I99J to ht Quaritr J996 
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Current Political Situation 

Although Tato'an has emerged as a fully democratic society, its political evolution 
IS continuing. 

Some issues to consider; 

# Possible amendments of the ROC coNSTmmoN to clajufy the division-of-power issues between the 

FIVE BRANCHES OF GOVERNMENT AND BETWEEN THE PRESIDENT AND THE PREMIER. 

sfc CONCENHU^C ON MULTIPARTY COOPERATION AND COMPROMISE TO IMPLEMENT IMPORTANT POLICIES SUCH AS 
THE STRATEGY TO BECOME AN AsIA PaCIRC REGIONAL OPERATIONS CENTER (APROC), >VTO ENTRY, AND 
IMPROVING CROSS^STRATT RELATIONS. 

# Improving government efficiency by reducing overlapping responsibiuties among government agen- 
cies AND REDUCING CORRUPTION AND MISMANAGEMENT. 

Improving the pace and qualhy of ucislajion by upgrading the quality of hearings, committee delib- 
er^oions and floor action, as well as improvinc the research backup on specific issues from lecisla- 

TTVE AIDS, THE LECISLAITVE LIBRARY, LOBBY GROUPS AND NON-GOVERNMENT ORGANIZATIONS. 

# FACtLITATINC ECONOMIC INFRASTRUCTURAL DEVELOPMENT, INCLUDING NCREASINC THE AMOUNT OF AVAILABLE 
INDUSTRIAL LAND AND ASSURING ADEQUATE SUPPLIES OF EUCTRICAL POWER AND WATER. 


Taiwan’s Gradual Democratization I 

1986 The AM UNOirom OFI«mON FAltlY, COMIESTS SBVBIM. SimiMENTAliy SEATS W 
THE Leoislauve Yuan AND THE Nahonal Assembly. 

1989 The DPP FORMALLY PAKIKIPaIES IN THE ELECTION AND WINS SEATS IN THE LEGISLAIIVE Yuan | 

AND SEVERAL COUNTY klAOISTRAJE AND CTTY MAYOR POSITIONS. 

1991 The KMT REDUNS A LAROEMARMITY IN THE National Assembly AND AMENDS THE ROC i 

CONSTnUnON to promote eemocrask reforao. j 

1992 The on> WINS MORE THAN 30% of the VOTE IN the Legislative Yuan election. i 

1993 Formaikn OF the New Party. | 

I 

1994 DM* CANDOiAiE Chen Shuf-bian B ELECTED AS THE mayor OF Taipei. I 

I 

1995 The KMT LOSES ITS SOLID RLUNOMARaiTY in THE Leoislauve Yuan. i 

1996 The KMT woe the FIRST PREsnsKTiAL ELECTION, but LOSES mRUUNOMARHurY IN THE National ! 

Assembly, CAPTURiNO S0% OF THE SEATS. The DPP WDo 30% AND THE New Party 15%. j 
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Economic Performance Remains Healthy Despite Cross strait Tensions 


^ DeSPHE HAVING ONLY 0.4% OF THE world’s PC»»U- 
LATioN, Taiwan accounts for 2.1% of the 
world’s trade. Taiwan's exports in 1995 
TOTALED USS 111.7 billion, A 20% INCREASE OVER 
1994 AND 14th IN THE WORLD. THE CoUNCQ. FOR 
Economic Planning and Development Exrecrs 

ANNUAL TWO-WAY FOREIGN TRADE TO REACH 

USS300 BILLION BY 2000. In its trade in serv- 
ices, Taiwan took the positton of 1 8th in the 

WORLD IN TERMS OF EXPORT VALUE, WHILE IMPORTS 
TOOK 1 ITH place 

GDP CONTINUED TO GROW AT A HEALTHY CLIP OF 
6.4% IN 1995. THE MALs cNCINEOr OkOWiTH COM- 
ING FROM EXPORT EXPANSION. THE 1995 GROWTH 
RATE REPRESENTS A MOCCST DECLINE FROM THE 1 994 
RATE OF 6.51%. The government attributes 

MOST OF THE DECREASE TO HEIGHTENED CROSS STRAIT 

TENSIONS. The average GDP gro>^th rate for 
THE LAST 15 ^•EARS HAS BEEN 7.5%. 

RmI GOP Growth % 



Per Capita GNP 1967-1995 (US$l 



♦ Taiwan had the I 8th highest level of GNP in 
THE WORLD, ITS ECONOMY HAVING PRODUCED A TO- 
TAL OF US$2S3.9 BILLION. Per capita income at 
YEAR-END 1 995 STOOD AT US$12,490, RANKING 
Taiwan 25th in the world. It has been the 
STATED goal OF THE GOVERNMENT TO RAISE PER 
CAPITA NCOME TO US$20,000 BY THE YEAR 2000 
Per CAPITA INCOME HAS INCREASED FROM US$ 145 
TO US$12,439 OR BY A FACTOR OF 86 TTMES OVER 
THE LAST 45 YEARS, AN INDIO^ON OF THE PROGRESS 
Taiwan has mam. However, unofficial esti- 
mates SUGGEST THAT THE REAL PER CAPITA INCOME 
IS CLOSER TO US$20,000, NOTTNO A LARGE AND 
oNDCK.iJI.tENrhD LNDERoUOU^^D ECONOMY. 

Unemployment rate topped 2.6% workers in 
June 1 996, the highest in a decade though still 
REMARKABLY LOW FOR A MATURING ECONOMY. 

Manufacturing and construction workers 
BORE the brunt OF THE LABOR CRUNCH UTTH AL- 


For»jgn Exchange RaaeiVM (US$ bil) 



Total Exporta »n6 Imports 
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MOST ONE-THIRD OF TAIWAN’S X>BLESS COMING 
FROM THESE TWO SECTORS. ACADEMICS HAVE 
STRESSED THAT THE RECENT UNEMPLOYMENT RATES 
SHOULD BE VIEWED AS SIGNS THAT TaJWAN HAS 
MATURED INTO AN ADVANCED ECONOMY, MUCH AKIN 

TO Japan and the United States. 

# Taiwan’s household SAVINGS RATE REMAINS HIGH 
AT 29.5%, although this nOURE IS DECREASING 
annually. The decrease, however, is a posi- 
tive SIGN THAT DOMESTIC DEMAND AND PRIVATE- 
SECTOR CONSUMPTION IS RAPIDLY INCREASING. 

Jjt In June 1996, Morgan Stanley announced 
ITS DECISION TO UST THE TaIWAN STOCK EXCHANGE 

ON ITS Emerging Markets Free (EMF) Index, 

SIGNALLING THE RISING IMPOFrANCE OF T ATV'AK’S 
ECONOMY TO INSTm/TlONAL INVESTORS. TaIWAN 
ACCOUNTS FOR 7.9% OF THE TOTAL STOCKS ON 
THE EMF INDEX, HIGHER TH-AN THE 5% AVERAGE 
PREDICTED BY DOMESTIC INSTTTUnONAL INVESTORS. 
Morgan Stanley credits Taiwan’s recent 
PROGRESS IN THE INTERNAnoNALlZAnON AND LIB- 
ERALIZATION OF rrs MARKETS AS MAJOR REASONS 
FOR THE LISTING. 



Inflation (CPI %) 



I Taiwan’s Rankings 

1st L4JtcEST ntODL'cnt or coMrtTUi momtoks in the 
I WORLD WITH A GLOBAL MARKET SHARE OF 37%. 

{ 3ro largest vduick exciu.sce reser^ts k the hvrlo. 

I ESTIMATED AT USS85.2 BILLION as OF June 1996. i 

3rR BGBBSr DirORT CROWm RATE AMONG Asu’s POUR DRAG- 
ONS, WITH EXTORTS RISING 20%, THE ISLAND'S BEST PERFCHLM* 
AHCE IN EIGKT YEARS. ToTAL EXPORT VALUE IN 1993 WAS 
USSin.6l BIUION. 

3RDM1HIWORLRE^THEni01>UCTIONOPPi>*PORMAllONTEai- 
NOLOCV (ID PRODUCTS. MANUFACTVRJNG USS19 67 BILLION 
WORTH Of HARDWARE IN 1993 (33% INCREASE FROM 1994) AND 
I ACCOUNTING FOR THE LARGEST COMPONENT OF TaIWAn's EX- 
I pcNtrs. Taiwan's companies produce 63% of the world's | 

! keyboards and MOTHERBOARDS, NEARLY 60% OF AU M0N1- 
i TORS, AND A LARGE PORTION OF THE GU»AL MARIST FOR DESK- ! 

. TOP r',JiSOI«-AL COK^^TERS. US .OPS, SCANNERS. MOUSES. AND 
\ WAFERCHIPS. 

! 4th LARGEST MARKET FOR U.S. ACRKUITURAL EXPORTS. 

4'ni BEST PROFIT OPFORTT^TTY THE WORLD. 

I (Business Environment Rjsk Intelucznce Co.) 

: 5th LARGEST ECONOMIC ENTITY THE ASU-PaCIFK REGION. , 

The Asia-Pacific area is currently the third largest eco- 

’ HOMIC BLOC IN THE WORLD, AFTER NORJH AMERICA AND THE i 

European Union. 

: 6th larcest mporttr of US goods in 1995. walued K 
] USS19.293 BILLION. 

7th largest exforter of goods to the us tn 1993, | 
I VALUED AT USS2t.973 BOXION. i 

' I 

^ 8th Largest daerall tradinc fartser of the US. Bilat- I 
I E3LAL trade GREW 10.2% TO U5S48. 2 BOXIOH IN 1993 

I 14tb largest exporter and ISth largest mporter in 
I THE WORLD IN 1995. 

16'ni MOST ECOSOMICALLS FREE COUNTRY IS 1995. (IWSTl- ! 
TUTE OF Public Affairs, Vancouver, Canada) | 

16tn uchest national credit RATTNC. I 

(Euromoney Magazole Sitrvey) j 

IItB D< OSTJLALL COMPETTTT^TNESS among the world’s I 
leadmc eco.nomies. 

(International Instttvte of Management Development) j 

ISth hkhcst CNF in the world in 1993 at a total value I 
I OT USS264.6 BILLION. 

I 25th richest per CAmA GNP level registering at 
1995. 
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Moving into High-technology anti Sermce 


In 1995, SP/tOFTHELABORFORCE WASEMPLOVED 
IN THE SERVICE SECTOR, AN INDICATION THAI THE 
SERVICE SECTOR IS INCREASINCLY SURPASSINC MANU- 
FACniRINO AS THE DOMINANI FORCE IN TAIWAN’S ♦ 
OVERALL ECONOMIC DEVELOPMENT. 

# Presently, the manufacturing sector contin- 
ues TO DRIVE the economy. In 1995, TOTAL EX- 
PORTS topped USS 1 1 0 BILUON, OF WHICH ROUGHLY 
US$50 BILLION WAS ACCOUNTED FOR BY THE MANU- * 
FACTURINC SECTOR. TAIWAN’S MANUFACTURINC IN- 
DUSTRY IS ANTlCIPArED TO GROW 6% PER ANNUM 
ASSURING THE GOVERNMENT’S PROJECTION OF 
US$120 BILLION FOR THE YEAR 2000 

♦ 

# Manufacturino of electronics, coupled with 

INFORMATION AND COMMUNICATION PRODUCTS, HAS 

BEEN Taiwan’s fastest growing export 
SUBSECTOR, WTTH ACGREGAIE EXPORTS OF US$2.92 
BILUON IN IQ 1996. Electronics accounted for 
US$1.47 BILLION, while INFORMATION AND TEL- 
ECOMMUNICATIONS SALES TOTALED US$1.45 BIL- 
LION DURING THE SAME PERIOD. 

♦ Taiwan is currenuy the world’s twrd larg- 
est PRODUCER of information TECHNOLOGY PROD- 
UCTS*, MANUFACTURINO USS 19.67 BIUON WORTH » 
ofhardwarein 1995 (33% INCREASE from 1994) 

* T*€lmal«g^ yuAru infhi* tlMtptiir ttm p t 

tjftttt it 0Htme$ $9mpe*t memirntr txpoft 

waimt by wan am aum i . 


Employmvnl ^ Mutinf 

Denm^/99S 
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AND ACCOUNTINO FOR THE LARGEST COMPONENT OF 
Taiwan’s exports. 

Chemical manufacturers enxiyed the highest 
MtOFTT MARGIN (9. 1 %) AMONG THE SUBSECTORS OF 
THE MANUFACTURING INDUSTRY, WHICH AS A WHOLE 
DD NOT FARE AS WELL (5.9%). PLASTICS ALSO EN- 
JOYED GOOD PERFORMANCE (8.7%). 

Electronics, information technology, tel- 
ecommunications, CHEMICALS, AND PLASTICS EX- 
PORTS ARE FORECAST TO CROW MORE THAN 1 0% IN 

1996 

Heavy industry, a subsector of manufactur- 
ing, CONTINUES to ACCOUNT FOR A LION’s SHARE 
OF MANUFACTURING OlTTPUr, REPRESENTING 66% OF 
MANUFACTURED EXPORTS FOR 1995. EXPORT 
GROWTH OF HEAVY INDUSTRIAL GOODS INCREASED 
30.3% OVER THE PREVIOUS YEAR. 

Non-chemical and agricultural product ex- 
ports CONTINUE to decline, AND PROCESSED AG- 
RICULTURAL product EXPORTS ARE EXPECTED TO 

Make up only 3. 5% of total exports for 1 996. 
Regulatory barriers continued to inhibit the 

FINANCIAL SECTOR AND DISCOURAGE DEVELOPMENT 
OF A FULLY FUNCTIONING INTERBANK MARKET CUR- 
RENCY CONTROLS REMAINED IN EFFECT. FOREIGN 
INVESTMENT IN THE STOCK MARKET CONTINUED TO 
CROW, BUT REMAINED SUBJECT TO DETAEED PROCE- 
DURAL RESTRICTIONS. PRIVATE BANKING AND MANY 
OTHER OFFSHORE INVESTMENT SERVICES REMAINED 
ILLEGAL. 

The CONSTRUCTION AND CONTRACTING INDUSTRIES 
ENDURED A POOR YEAR AND A NUMBER OF SCAN- 
DALS, PARTICULARLY IN GOVERNMENT PROCUREMENT. 

The FIRST LINE OF THE Taipei Mass Rapid Tran- 
sit System opened, but both the line and the 
Taipei Department of Rapid Transit Systems 
CONTINUE to face SERIOUS PROBLEMS. SEVERAL 
MAJOR FOREICN CONTRACTORS CLOSED THE® OFFICES 
and left Taiwan. 


40 


TOPICS, Stpnmbbr 1996 



79 


?^aiwan-OB "Economics ! 


# Analysts predict that in the long-term, US 
EXPORTS OF CONSUMER GOODS INTO TAIWAN WILL 
INCREASE AS TAIWAN CONTINUES TO OPEN ITS 
ECONOMY AND PREPARE TO ENTER THE WTO. 

The us retains its position as Taiwan’s larg- 
est EXPORT MARKET (USS33.I8 BILLION) WITH 
29% OF ALL EXPORTS DIRECTED TO THE US, A GAIN 
OF 8.5% FROM 1994. The US Department of 
Commerce reports that during 1993, Taiwan 
IMPORTED US$20.7 BILLION FROM THE US. TAI- 
WAN REMAINS THE 6TH LARGEST CUSTOMER FOR US 
EXPORTS. Taiwan’s trade with the US is ex- 
pected TO INCREASE ONCE IT OPENS A TRANSSHIP- 
MENT CENTER. 

4< The US TRADE DEnciT WITH Taiwan WAS REPORTED 

BY THE U S. Department of Commerce to be 
US$S.6 billion for hscal year 1995. By year’s 
END, Taiwan posted an overall trade surplus 
OF US$9.68 BILLION FOR 1995. Taiwan is the 
8th largest overall trading partner of the 
US. It is the 7th largest supplier of US im- 
ports AND THE US’s 6TH-LAR0EST EXPORT MAR- 
KET. 

# Bilateral trade between Taiwan and the US 
CREW 10.2% TO REACH US$48.2biluon IN 1995. 

# In LINE WITH THE GLOBAL TREND TOWARD ECONOMIC 
REGIONAUZAIION, TAIWAN CONTINUES TO PROMOTE 
FOREIGN INVESTMENT IN THE ROC THROUGH STRA- 
TEGIC ALLIANCES WITH MULTINXnONAL CORPORA- 
TIONS. From February 1993 to December 1995, 
Taiwan signed 38 Letters of Intent (LOIs) for 

THE FORMATION OF STRATEGIC ALLIANCES WITH 
MNCs, 23 OF WHICH WERE WITH US firms. The 
SCOPE OF OPERATION FOR STRATEGIC ALLIANCES GEN- 
ERALLY AIMS TO ACCELERATE TECHNICAL COOPERA- 
TION AND THE UPORADINO OF CAPITAL-INIENSIVE IN- 
DUSTRIES. Approved PRIVATE FOREIGN INVESTMENT 
IN 1995 TOTALLED US$2.9 BILLION. THE US AC- 
COUNTED FOR US$1 .3 BILLION, REPRESENTTNC 45% 
OF TOTAL NEW FOREIGN INVESTMENTS: AN INCREASE 
OF 157% FROM 1994. 


♦ Taiwanconsistenilyranks asoneoftheUnited 
States’ largest and most important markets, 
BUT trade and investment STATISTICS DO NOT 
CONVEY THE FULL EXTENT OR THE RICHNESS OF THIS 
ECONOMIC RELAnONSHIP, OR THE PROBLEMS THAI 
US COMPANIES FACE. MaNY US BUSINESSES HAVE 
BECOME HOUSEHOLD NAMES IN TAIWAN, ESTABLISH- 
ING REPUTAnONS FOR QUALITY THAT ARE SPREADING 
FROM Taiwan to mainland China and other 
PARTS OF Asia. On the other hand, many US 
INVESTMENTS FACE SERIOUS PROBLEMS. MaJOR US 
BUSIFESS SUCCESSES (AND POTENTIAL SUCCESSES ) IN 
Taiwan include the following: 

GE Wins Nuclear Power Plant Project 
At an estimaied US$6.5 billion, the island’s 
FOURTH NUCLEAR REACTOR IS ONE OF THE LARGEST 
DIFRASTRUCTURE PROTECTS IN TAIWAN. ABOUT 
US$2.7 BILLION OF THE FUNDS WILL BE FROM FOR- 
EIGN PROCUREMENT. The PROIECT BEGAN IN 1982, 
BEFORE FALLING TO PRESSURE FROM DISSENTING EN- 
VIRONMENTAL CROUPS. After a series of false 
STARTS FOR OVER 10 YEARS, THE TENDERS FOR BIDS 
WERE SCHEDULED FOR OCTOBER 1995, ONLY TO BE 
CANCELLED. Bids reopened in the spring 1996 
WITH THE PROJECT FINALLY BEING AWARDED TO GE 
wMay 1996. 

Boeing 777 Sales to China An and EVA 
Letters of intent were signed by EVA Airlines 
AND China airlines of a number of Boeing 
AIRCRAFTS Dl DECEMBER 1995. PRESSURE FROM 
COMPETITOR Airbus, which also signed a deal 
WITH THE PRC, HAS INCREASED THE URGENCY SUR- 
ROUNDING THE Chdia Airlines deal. The sale to 
China Airlines alone is estimaied to run be- 
tween US$l-3 billion. 

General Rahway Signal 
US$100 MILLION IS INVOLVED IN THIS CONTRACT 
TO PROVIDE SIGNAL AND CONTROL EQUIPMENT FOR 
THE Taipei METRO SYSTEM. Although all of the 
EQUIPMENT IS W PLACE, SOME HAS YET TO BE TRIAL 
TESTED. As A RESULT, GRS HAS ONLY BEEN PAID 
US$40 MILLION FOR ITS WORK. A CLAIM IS STILL 
PENDDIG ON THE REMAINING US$60 MILLION. 
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TI-Acer, the Hswchu Sclence Park-based wafer fab ciantt, invested US$1.35 billion to establish a 

NEW 8- INCH WAFER FABRICATION FACirTY. ACER HAS ALSO RECENTLY TEAMED UP WITH MICROSOFT IN AN EFFORT 
TO INCREASE ITS PARTldPATION IN THE RAPIDLY EXPANDING INTERNET, 

United Parcel Service (UPS) signed a Memorandum of Understanding with the Ministry of Trans- 

PORTAHON AND COMMUNICATIONS TO ESTABLISH UPS's MAIN ASIA PaCIFTC REGIONAL AIR CARGO HUB IN TAI- 
WAN. UPS’SINVESTMENTIS EXPECTED TOTOTAL BETWEEN US$380-410mILLION OVER THENEXT 15 MONTHS, 
INCLUDING NT$2.6 MILLION IN LAND RENT FOR NEW FACaiTlES CONSTRUCTED AT CKS INTERNATIONAL AIRPORT. 

The MOTC gave the nod to the world’s largest distribution company over US rival Federal Ex- 
press, WHICH had PRESENTED ITS APPLICATION FOR A REGIONAL TRANSSHIPMENT HUB AS EARLY AS 1988. 


MiJi.iiNATioNAi, Corporations Signing Lkth rs oi- Intlnt for the 


” Formai ion of STRATi Gic Ai.itancf:.s wn ii R.d.Cr(1995)* 


Company 


Scope of Opeialioiu 


Marelill 

Ce^iM aquipnaB; aatwecAng aaviea 


May SI 


Bay* AG 
(Garauay) 

JwnI 

Potynai . n'apaiL pradyoto. faaahh caa. 

Nonfaarn Talaua 
(C«»da) 

Ana 5 

SMicfang aamarkf, ■uibnadu. 

Uaiad D^om L P. 

(US) 

JimM 

Ameaad oo^at vcOiclaa 

B«elraa« Data SyitMi 

(US.) 

AtfyS 


AUimb Engnc C». 

(U.S.) 

July? 

Aaa^aca ad iaduMnat aqpHi 

AUi«4 Sifnal. Ibc. 

(US) 

Adyl) 

Aaa^aa. anaaotnn 

LodLhMd Mann C«(p 

(US.) 

My 12 

Aatwyaaa. alaMronia 

ytofthrop GnnMB 
iMonaUMM) 

(US) 

Ai^ IF 

Afalitay airaaR. aavaaidum 

^ 

Orav 

(Fw*) 

Au^ )• 

Avuiia (Falae Ja). dicaana^ 

SnIbMMnBcU 

iMBMacwl 

(US) 

S«fHaa»al9 


Ladin A Gyr C«p 
(Swilwtend) 

Oglab«24 

^*al payphoaa, aarad vaha oada, 
ctaaidly aatoa 

ChnaiaUCMBH 

N«v«h«27 


ITill ^ iiiiiiw ii n 

RaaaaA 

(US.) 

Dagaba 12 


LanRaMardi 

Cnporabae 

Daa^wlS 

' 


*Source: Stinistry of Economic Affairs 
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^ Taiwan is making headway in the first phase of its ambitioiis Asia Pacdtc Regional OPEiwnoNs Center 

Plan (APROC): lberalilaiion of financial markets and the establishment and upgrading of al- 
ready EXISTING transshipment FACILrnES. RECENT INCLUSION OF TAIWAN STOCKS INTO MORGAN STANLEY’S 
Emerging Markets Index and the Dow Jones World Index reflects increasing confidence in Tai- 
wan’s CAPITAL MARKETS. ThE CEPD EXPECTS KaOHSIUNG, TaIWAN’s SOUTHERNMOST MAJOR HARBOR, TO BE 
THE WORLD’S BUSIEST CONTAINER PORT BY 2000. 


APROC; The Plan to Make Taiwan into 
Six Regional Operations Centers 


1. MaMUEAC TURING 

A “SciE^iCE AKD Technology Island” 
WITH WELL^EQUIPPED SCIENCE PaJUCS 

2. Sea Transportation 

Transshipment Hub for East Asia 

3. Air Transportation 

Airport Hub with 3 International Airports 


4. Financial 

Cross-border Financial Services 

5. Telecommunications 

Asia-pacific SwncwNo Hub 
and Customer Service Cqiier 
Natonal Informahon Infrastructure 

6. Media 

High-tech Center for MediaProduction 


# Taiwan’s increasing unemployment may be a sign of a transition in Taiwan’s changing economy. 
Taiwan is experiencing structural change in rrs economy as ft gradually evolves into a woh-tech- 
nolooy center. 

# At the same time, pessimists raising concern over Taiwan's decreasing savings rate overlook the 
Fact that decreased savings translates into increased consumption, which is generally good for an 

ECONOMY AND FOLLOWS THE FMTERN OF MOST ADVANCED ECONOMIES. StILL, AI A HOUSEHOLD SAVINGS RATE OF 

29.5%, Taiwan has plenty of room for domestic investment, i.e. future growth. 


1996 Economic Forecasts 


F^oiected Economic Growth Rate 5.88% 

Projected Inflation Rate 3.28% 

Import & Export Trade Growth >1 2.00% 

Private Sector Spending Growth 6.34% 

Private investment 8.97% 

Economists expect upturn in 3rd quarter. 


APROC Timeline 


189610 1B97 

improM T«kMn‘« tMle EMnwMc 9 


1M7to2000 

M on to • Ftto-ocato A^iatonont of Econemie ~ 


2000 and Beyond 

FiaVw S h oigtotoi TtoMtoi's A etolon m ftitfowto Gptototam C 
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B|CRQSS-.3tRAIT fRE^-A-T^O^^^. j 


Political 

♦ UmiL July of 1995, the relahomship between Taiwan and mainland China was in a state of quasi- 
DETESTE. Yet, last summer BEUTNQ started STAGINQ MILnARY EXERCISES JUST NORTH OF TaIWAN’S SHORES 
This included missile tests, as well as naval maneuvers. The stated purpose of these tests were to 
PROTEST AGAINST ROC PRESIDENT LeE TENG-HUI’S VISIT TO CORNELL UNIVERSITY IN THE UNTIED STATES, AS 
WELL AS INTTMIDAnON TOWARDS THE PEOPLE OF THE ROC TO APFECT THE MaXCH ELECTIONS OF ] 996. 

^ Beijing’s aggression towards Taiwan helped, rather than obstructed President Lee Teng-hui’s elec- 
tion IN March 1996, Taiwan’s first direct presidential election 

♦ Mainland China’s show of force led the United Sxaies to send two aircraft carrier battle groups to 

THE AREA 

♦ US-PRC RELAHONS ARE INiPROVINO, BUT TaIWAN REMAINS A POTENTIAL IRRITANT TaIWAN-MAINLAND CHINA 
relations ARE LESS TENSE. BUT THERE IS NO SIGN OF A QUICK RESUMPTION OF CROSS-STR/JT NECOIIAnCNS 

Economic 

Jit China remains Taiwan’s second largest trading partner and Taiwan is also mainland China’s second 

LARGEST SOURCE OF FOREIGN INVESTMENT AT LEAST \ 0 % OF TaJWAN’S TOTAL EXPORTS OO TO MAINLAND ChINA 

Additionally, aggregate Taiwanese capital investment into mainland China was US$1. 1 billion for 
FISCAL YEAR 1 995. ThIS REPRESENIED 40% OF TOTAL 1995 OUTBOUND TaIWAN INVESTMENT OF US$2.9 BILLION 
(CEPD SiAnsncs) 

Jjt Despite the heightened political tensions between Taiwan and mainland China last year, documented 
WDIRECr trade between the TWO sides surpassed the US$20 BILLION MARX IN 1 995, recording an impres- 
sive 27, 1 % growth from the year before and accwnttno for 9.9% OF Taiwan’s total foreign trade 
last year Furthermore, according to Taiwan’s Board of Foreign Trade, Taiwan’s trade surplus, 
imports, exports and total trade Value with the mainland hit record hjohs for 1995. 


ROC Indirect Trade with PRC 



1995 (USSbillion) 

Growth from 1 994 

Expons to PRC 

17.89 

22.10% 

Imports from PRC 

3.0 

66.30% 

Trade Surplus 

14.81 

15.70% 

Total Trade Value 

20.99 

27.10% 


Source: Bo*rrrt of Fnnign Trade, ROC 
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* Electronic equipment and components made up 1 5. !•/• of Taiwan’s exports to the mainland, recorddjg 
A 62.9% increase over 1994; trailino were plastic products and raw m/cerials. Analysts suspect the 
increase in exports was due to local manufacturers' anticipaeon of the mainland’s plan to eliminate 
the preferential tax exemption to foreion-funded enterprises in mainland China. Semi-finished elec- 
tric products led imports from the mainland into Taiwan. 

Exports to and Imports from Hong Kong* 



1 • loSlo-) [ 

* Aftet ir*dt Unki wiih tncnasi^ytuing kMf 

tnJt /ipiffs !» «eetir«4t} g^ngt GrmMtr Clum iradir (CEFD) 

March 1996 

♦ Indirect trade saw a large decrease, mainly due to the cross strait poLmcAL tensions in March, 
ACCOMPANYING TAIWAN’S FIRST PRESIDENTIAL ELECTION. BEIJING’S REPEATED MILITARY DJTIMIDAIION OF TAI- 
WAN SCARED AWAY TAIWAN INVESTORS 

♦ Despite first quarter decreases in trade and capital flows, levels of commerce have returned to 

THEIR PREVIOUS NORMS 

Greater China Trade 

♦ Total tradebetweentheUSandthethreeCkineseeconomiesamouniedtoUS$130biujonfor 1W5, 
REPRESENTING 9.8% OF AU US FOREIGN TRADE EXPORTS TO THE THREE CHINESE ECONOMIES COMPRISED 7.8% 
OF TOTAL US EXPORTS. 


Greater China Trade with the United States 

1995 figures (USSbUlion) 



US exports to 

US imports from 

2 way trade 

Taiwan 

19.2 

28.975 

48.175 

Hong Kong 

14.22 

10.293 

24.513 

PRC 

11.748 

45.555 

57.303 

Total 

45.168 

84.823 

129.991 


Source: US Department of Commerce 
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A Prosperous, Modern Society 
Comes of Age 

^ Students: Each year some 40,000 students 
FROM TaH^’AN study IN THE UNITED StAIES, MAK- 
ING Taiwan the second largest suppler of for- 
eign students to the United States. 

^ Newspapers: Taiwan currently has 300 news- 
papers WITH A DAaV CIRCULAnON OF OVER SDC MIL- 
LION COPIES In addition, the magazine indus- 
try HAS FLOURISHED, 'ATTH 5096 MaGAZINF^ REG- 
ISTERED WTTH THE Go\-cRNM£NT iNFORMAliON OF- 
FICE AS OF Decenoer 1994. 

# Meou: 60% of Taiwan HOUSEHOLDS currently 
OWN cable television. This number is expected 
TO rise to 80% IN THE NEXT TWO YEARS, SUPPLIED 
BY 45 MAJOR PROGRAM DISTRIBUTION COMPANIES. 
202 RADIO STATONS ARE EXPECTED TO BE APPROVED 
BY THE GIO BY THE END OF 1996, 

♦ Autos: Household automobile ownership has 
INCREASED FROM 30% IN 1988 TO AN ESTWAm) 
65% IN 1995. Taiwan imported US$2.4 bil- 
lion worth of cars in 1994. 

« Socim: Tatwan'ssocialandculturalorcani- 
ZaTIONS are responding to the DEVELOPMENT OF 
MULTIPARTY reMOCRACY, FOR MCAECS, SOCIAL AND 
CULTURAL ORGANIZXnONS, LABOR UNIONS, AND EDU- 
CAJTONAL INSTTTimONS AT ALL LEVELS WERE MICRO- 
MANAGED BY THE GOVERNMENT. ToDAY, MOST OF 
THE PRE-1988 CONTROLS ARE GONE. 

^ Human Rights: The severe human rights 

ABUSES OF EARLIER DECADES ARE NO LONGER SEEN. 

Freedom of speech, press, and association are 

GUARANTEED AND GENERALLY RESPECTED. SoME 
COMPLAINTS PERSIST CONCERNING GOVERNMENT 
CONTROL OF THE THREE MAJOR TELEVISION NET- 
WORKS, WOMEN AND CHILDREN’S RIGHTS, AND RE- 


STRICTIONS OF LABOR’S RIGHT TO STRIKE. No SERI- 
OUS HUMAN RIGHTS VIOLATIONS HAVE BEEN REPORTED 
IN YEARS. 

^ NGOs: Non-government organizations ha\e 
HELPED BRING GREATER PUBLIC AND GOVERNMENT 
ATTENnON TO SPECIFIC SOCIAL TOPICS SUCH AS PUB- 
LIC HEALTH (POLLUTION, DRUG ABUSE) AND EDUCA- 
TIONAL REFORM. 

But, Taiwan faces the 

QUALITY-OF-UFE ISSUES OF 
AN ADVANCED NATION 

^ Taiwan'spopulaiionaitheendof 1995w.as2) 3 
MILLION, WTTH A GROWTH RATE OF 0.0848% ThE 
LOW GROWTH IS AmiBUTED TO THE HIGHEST DEATH 
RATE IN YEARS AND A LARGE NUMBER OF EMIGRANTS 

At the same time, Taiwan’s population density 
IS THE second highest AMONG NATIONS WITH OVER 
10 MILLION PEOPLE, AVERAGING 590 PEOPLE PER 
SQUARE WLOMETER 

^ The current minimum wage is NT$14,880 per 
MONTH. Monthly spending accounted for 
NTS 1 4,892, OR 42% of IKE average monthly 
WAGE OF ABOUT NT$35,000. FoOD HAD THE BIO- 
OEFT SHARE AT 32%, FOLLOWED BY HOUSING AT 3 1 % 


Quick Statistics 

LnBiACY rail: rose to 94.02%. 
iJEEEXrecTANcy: male 72.02, femau 77.42 
Higher EoucxnoN Rate; 2.S miluon people, 

OR 13.1% OF THE POPULATION 

Demographics 

( 

Age Percent of Population i 

Under 14 25.4 ! 

15-64 67.6 I 

Over 65 7 
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US BUSINESSES WANT TO BUILD ON TTS PAST SUCCESSES 
AND CONTINUE TO OROW AND PROSPER IN TAIWAN. THE 
American Chamber of Commerce has identified the 
FOLLOWINO ISSUES AS IMPORTANT TO THE US’S PRESENT 
AND FUTURE ECONOMIC INTERESTS IN TAIWAN. 

Page 
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Plethora of ! 

“Me-Too” Products 

OngiD«i R«|icria( 

Numb« of 'M^Too* 1 
Prodici ProAicu R«gia««d ! 

CodUBOQ Nim* Pnor Auttiacimai fron 
Origmai RegiiQ«i( 

Dupcot 

M«4>acDyl 54 

1 

Baonyl 33 | 

FMC 

C«baAv« 49 

CabeaitfB 2 

MCDMBtO 

(HyfhoMU 32 

AffloicM CyauBud 

Fboni* 12 

Terbufoi 9 

DewEbnee 

CUarp)Tifoc 74 

Thcycluolt 6 


1. Agricultural-Chemicals 

Products 

1. 1 Amend the Pesticide Control Law. Exist- 
ing ROC REGULATIONS ON REOISTRAEON OF PES- 
ECIDE COPY PRODUCTS (SO-CALLED “Me-Too" 
products) allows registrants LAIER ACCESS 
TO TEST DATA SUBMTTTED BY ORIGINAL REGIS- 
TRANTS WITHOUT THEIR PRIOR APPROVAL. ThIS 
PRACTICE IS INCONSISTENT WITH MIERNATIONAL 
STANDARDS AND INFRINOE ON THE INTELLECTUAL 
PROPERTY RIGHTS OF THE ORIGINAL APPLICANTS 
WHO ARE USUALLY MULTINATIONAL COMPANIES. 

1.2 Verify ALL DOCUMENTS SUBMITTED FOR FUTURE 
"Me-Too” product REOisiRAnoNS, validaie 
ALL ETGSTINO REGISTRAHONS AND PROSECUTE ANY 
FORGER IN VIOLAnON OF THE LAW. LENIENT AP- 
PROVAL OF "Me-Too” products and toler- 
ance OF FORGERY HAVE LED TO A FLOOD OF "ME- 
TOO”S, SERIOUSLY UNDERMININO THE INTERESTS 

OF American and other hums which have 

BORNE SIONmCANI RESEARCH EXPENSES. 

1.3 Prevent misconduct by local trading 

AGENTS and REACH A CONSENSUS BETWEEN THE 

Council of Agriculture and the Judicial 
System m the interpretation of existing 
regulations. Inconsistencies not only en- 
courage MISCONDUCT, BUT ALSO FAIL TO PRO- 
VIDE FAIRNESS TO LAW-ABIDINC COMPANIES. 

2. Banking & Capital Markets 

2. 1 onshore and offshore markets at 

A FASTER PACE TO LEVERAGE TaIWAN’s LARGE 
DOMESTIC MARKET AND POOL OF SAVINGS AND 
DEVELOP Taiwan as a regional operahons 
CENTER. 

2.2 Permit direct cross-strait financial deal- 
ings. 

2.3 Privatize government-owned banks. 


TOPfCS, September 1996 


47 





86 


2.4 Develop an effective interest rate swap 

MARKET AND OTHERWISE EXPAND IffiRJVAnVES. 

2.5 Further OPEN CAPITAL MARKETS BY REMOVING 
REMAINING LIMITS ON FOREIGN OWNERSHIP OF 
LISTED SHARES AND REMOVING BUREAUCRATIC 
OBSTACLES TO CAPITAL FLOWS. 

2.6 Replace ceilings on banks' foreign ex> 

CHANGE LIABILITIES WITH RESS^VE REQUIREMENTS 
SO AS TO HELP THE INTERBANK MARKET MATURE 
AND IMPROVE FOREIGN BANKS’ ACCESS TO FUNDS. 

2.7 Allow product innovation without prior 
APPROVAL. 

2.8 Increase foreign access to Taiwan’s capi* 
TAL POOL BY; 

(a) Permitting mak*'.jting (includino media ad- 

VERHSING AND DISTRIBUTION) OF FOREIGN MU* 
TUaL funds BY BANKS, SECURITIES ADVISORS, 
SECURITIES HOUSES, AND INSURANCE COMPANIES. 

(B) PERMITTINC SECURITIES HOUSES TO BROKER AND 
DEAL IN ALL FOREIGN LISTED SECURITIES AND IN* 
VESTMENT PRODUCTS. 

(c) Permitting BANKS TOENGAGE IN INTERNATIONAL 
private ADVISORY AND PORTFOLIO MANAGEMENT 
SERVICES (l.E. PRIVATE BANKING) AND THE PRO* 
MOTION AND FAdLTTAJlON OF OFFSHORE DEPOS- 
IR AND OTHER INVESTMENTS; AND 

(D) PERMITTINC UCENSED SECURITIES ADVISORS TO 
ADVISE ON ALL DOMESTIC AND FOREIGN SECURi* 
TIES AND INVESTMENT PRODUCTS AND ENCAGE IN 
PORTFOUO MANAGEMENT. 

2.9 Amend the Labor Standards Law to free 
THE BANKING INDUSTRY FROM WHAT IT PERCEIVES 
TO BE NON-APPUCABIE AND UNREASONABLE COH- 

mam. 

2 . 10 Improve quality of legislaitve and reoula* 
TORY drafting AND EXPAND PRE*ENACTMENT 
CONSULTATION WITH THE INDUSTRY. 

3. Environmental Protection 

3. 1 The U.S. should encourage substantive par* 
TICIPymON BY TaFA'aN in meaningful interna* 


Participation of Foraign Banks in Taiwan 

'' X Deposits 



1M1 ma 



Partlclpalion of Foraign Banka in Taiwan 

Loans 



TIONAL SCIENTTFIC ENVIRONMENTAL STANDARDS 
AND POLICY DEVELOPMENT. TaJWAN SHOULD 
CONTRIBUTE TO THE IMPROVEMENT OF INTERNA* 
TIONAL STANDARDS THAT AFFECT IT, 
REGARDLESS OF ISSUES OF POLITICAL STATUS. 

3.2 One of the most important issues for US 

MANUFACTURINO COMPANIES INVESTTNC IN TAI- 
WAN IS THE NEED TO DEVELOP LEGAL AND ENVI- 
RONMENTALLY SOUND DISPOSAL METHODS FOR 
INDUSTRIAL AND HAZARDOUS WASTE. CREATING 
(^(MCTUNITTES FOR PRTiMELY OWNED AND OP- 
ER>OED FACmnES AS HCOELS OF US ENVIRON- 
MENTAL MANAGEMENT EXPERTISE IS STRONGLY 
ADVISED. 

3.3 Taiwan nsds time to allow the local po- 
litical PROCPtS TO DEVELOP ITS OWN ENVIRON- 
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ME>frAL PRIORTTIES AND PLANS. INCREASED FOR- 
eON PRESSURE AT THE MOMDTT WILL OtHY AL- 
IENATE P<»W.AIt ENVmONMENTAL SUPPORT AND 
DISCREDIT THE ENVIRONMENTAL LEADERSHIP. 

4. Government Contracting 

4. 1 The pending accession of Taiwan into the 
World Trais ORGANuyaioN b appuuded. 

1>SEi« ASIE MANY PRINCIPIES OF THE WTO THAT 
RUN COUNTER TO THE PRACnCES OF THE LOCAL 

encineerinc construction marxet which 

CONSTITUIES THE LARGEST PART OF GOVERNMENT 
CONTRACTING. 

4.2 Rsjuire the opening of Taiwan’s construc- 

TKIN MARKET. THIS INCLUl^ OPEN TENDERING 
FOR PROSCTS ABOVE A FIXED THRESHOLD \^U£. 

Provision should be made so that contracts 

CANNOT BE SUBDIVIDED SO AS TO CIRCUMVENT 
THIS REQUIREMENT. 

4.3 ADOTT ores, CLEAR, AND COMPETmVE BOOING 
PROCEDURES FOR PUBLIC WORKS 05NTRACTS. 

This wul provide fair competition for lo- 
cal AND INTERNATIONAL FIRXIS BIDDING ON MA- 
JOR PUBLIC WORKS PROJECTS. 


4 4 Adopt reasonable terms and conditions in 
ALL contracts. SPECIAL CONCERNS INCLUDE 
EXCESSIVELY HIGH PERFORMANCE BONDS, INEF- 


I 

Taiwan’s Commitment to 
Environmental Protection 

1 

1 T*i«> 

USA. i 
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FICIENT AND UNFAIR CHANGE ORE^R PROCEDURES, 
UNREASONABLE LIMTIS ON LIABILITY AJO CON- 
SEQUENTIAL DAMAGES, EXCESSIVE LK2UIDAIED 
DAMAGES SCPOSURE, UNWARRANTED THIRD PARTY 
LIABILITY EXPOSURE, NEED FOR HTICIENT ARBI- 
TRATION AND DISPUTE RESOLUHON PROCEDURES, 
AND UNREASONABLE WARRANTY PROVISIONS FOR 
EQUIPMENT AND COMPLETED CONTRACT WORK. 

4.S Remove restricti<»b that make it inordi- 
nately DimcULT FOR INTERNATIONAL FIRMS TO 
CARRY OUT THEIR CONTRACTUAL RESPONSmurTY, 

Fully implement the procedures for for- 
eign INVESTMENT IN LOCAL CLASS A CONSTRUC- 
TION COMPANIES. Allow for m<»£ foreign 
PARTICIPA nON IN THE MARKET. 

5. Independent Business 

5.1 CEOTHALIZE THE JumSDICnoN ova WOUt PER- 
MITS. 

5.2 Enforce Section 48 op the ESA (Employ- 
ment SavicEs Act), guaranteeing a person 
married to an roc spouse the right to ob- 
tain A work permit. 

5.3 Create ONE COHERENT LAW WHICH SPEC1PICAU.Y 
addresses THE CIRCUMSTANCES UNDa WnCK A 
WORK PERMH is NECaSARY. 

5.4 Abolish the exit and re-entry permits, al- 
lowing FOR ALIEN RESIDENT caTTPICAIE TO RE- 
PLACE SAID DOCUMENTS. 

5. 5 Extend the right to convert a visitor sta- 
tus visa to a resident visa for employees of 
non-FIA (Foreign Investment Approval) 

COMPANIES. 

5.6 Change the capital requbement for Tai- 
wan branches. 

5.7 Allow representaiive offices to obtain a 
WORK permit without a PRIOR CONTRACT IN 
Taiwan 

5.8 Revise long and complicated raocEDURES 

NECESSARY IN aTABUSHDIC A BRANCH OFFICE IN 

Taiwan. 
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6 Insurance accession wat bwng to us products and 

SERVICES THAT RELY ON INTELLECTUAL PROPERTY. 


6.1 The MOST PROMINENT CONCERN IS THE RESTRIC- 
TION ON FOREIGN OWNERSHIP OF REAL ESTATE IN 

Taiwan for investment purposes. Local com- 
panies ARE ALLOWED TO PURCHASE TaJWAN REAL 
ESTATE WriHOUT LIMITATION, AND THERETORE CAN 
INVEST THEIR ASSETS MORE EFFECTIVELY. 

(a) Revise THE Land Law and Company Law so 
THAT Foreign insurers receive treatment 
EQUAL TO local INSURANCE COMPANIES, 

6.2 International INSURANCE FIRMS ARE INCREAS- 

INOLY USING GLOBAL RESOURCES FOR TRAINING 
AND development OF STAFF TO MEET GROWING 
LOCAL AND INTERNATIONAL COMPETmON. EX- 
CHANGING SKILIS AND EXPERTISE IS IN THE IN- 
TEREST OF ALL COMPANIES IN THE ROC. At THE 
MOMENT, OBTAINING WORX PERMITS AND VISAS 
IS A BURDENSOME TASK IN THE R.O.C. 

(a) Approve work permits WITH longer TIME um- 
rrs for foreigners with key skills and ex- 
pertise AND streamline THE PROCESS FOR OB- 
TAININC SUCH PERMITS, In ADDITION, THE NEWLY 
ADDED REQUIREMENT OF A HEALTH EXAM FOR 
INSURANCE EXECUTIVES IS UNNECESSARY AND 
UNNECESSARILY STRICT. IT THEREFORE SHOULD 
BE ELIMINAJED. 

7. Intellectual Property 

7. 1 Tawan was recently downgraded to “Spe- 
cial Menhon” status on ttie United States 
Section 30 1 watchlist. This marks the first 9.3 
time Taiwan has not been on the 301 list 
since it was enacted in 1988. 

7.2 We support passage of LEOISLAnoN amend- 
INO THE COPYIUOHT LaW TO OIVE 50 YEARS OF 
retroactive protection FOR COPYRICHTED 
WORKS AND ORANIINO PATENT PRIORITY FUNO 
RIGHTS. Once these laws are enacted, we 
SUPPORT deletion of Taiwan’s name from the 
301 WAICHUST COMPLETELY. 

7.3 Support Taiwan's immediate accession to 
THE WTO so THAI US BUSINESSES CAN BENEFIT 
FROM THE INCREASED PROTECTION TAIWAN’S 


8. Labor Issues 

8. 1 The current Labor Standards Law is out- 
dated. More specifically, issues related to 
OVERTIME PAY AND WORKING RESTRICTIONS ON 
WOMEN HAVING BEEN BASED ON THE OLD TAI- 
WAN Factory Law and is not suhable for 
SERVICE INDUSTRIES, PARTICULARLY WHITE COL- 
LAR INDUSTRIES SUCH AS BANKING. Therefore, 
THE GOVERNMENT SHOULD SUSPEND EXTENSION 
OF THIS LAW UKm, THE LAW ITSELF HAS BEEN 
THOROUGHLY REVIEWED, WITH PUBLIC AND IN- 
DUSTRY PARTICIPATION, AND ALTERED TO MORE 
CLOSELY FIT THE NORMS OF DEVELOPED ECONO- 
MIES, On^VRV1«T Tin' COULD LEAD TO A DE- 
CREASE IN FOREIGN INVESTMENT AS WEa AS SUB- 
STANTIAL HARM TO Taiwan’s attempt to be- 
come AN Asia Pacific Regional Operations 
Center by the year 2000. 

9. Marketing & Distribution 

9. 1 Increase transparency in available market 

DATA AVAILABLE (ADVERTISING, PROMOTIONAL, 
AND CONSUMER SPENDING, PRODUCT TESTING, 
ETC.) 

9.2 Increase GOVERNMENT-RELATED ASSOCIATIONS 
AND INDUSTRIES TO SET INDUSTRY-WIDE STAND- 
ARDS IN the roc in ORDER TO IMPROVE QUAL- 

rry standards. 

Taiwan’s system of muttary and civilian 

COMMISSARIES UNFAIRLY DISTORTS THE RETAIL 
BUSINESS ENVRONI4ENT IN TAIWAN BECAUSE THE 
CURRENT oreR^OlNC AND BIDDING PROCEDURES 
OF THE MDJTARY PXs AND CIVILIAN COMMISSARY 
ORCAN1ZAI10N5 HARM BOTH MANUFACTURBtS AND 
PRIVATE RETAILEXS. THE PX/COMMISSARY SYS- 
TEM NSD5 TO RETURN TO ITS ORIGINAL FUNC- 
TION OF reOVIDING LOW COST NECESSITIES TO 
GOVERNMENT WORKERS. 

9.4 Restrict ACCESS OF UNAUTHORIZED raxsoNNEL 
TO COMMISSARY RETAIL OUTLET STORES, AND 
LIMIT THE AMOUNT OF GOODS AN AUTHORIZED 
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INDIVIDUAL MAY PURCHASE. 

9. 5 Establish a fair and transparent price set- 
ting PROCEDURE THAT REFLECTS MANUFACTUR- 
ERS' SAVINGS BASED ON THE VOLUME SOLO TO 
COMMISSARIES. 

9.6 Establish and publish a new procurement 
AND PRODUCT LISTING GUIDELINE THAT REFLECTS 
CURRENT MARKET DYNAMICS AND REDUCES DIF- 
FICULTY N OBTAININC NEW LISTINGS. 

10. Medical Devices 

]0.1 The RECENT introduction of the N/OTOHAL 
HEALTH INSURANCE SYSTEM IS A STEP FORWARD 
FOR THE PROVISION OF HEALTH CARE SERVICE IN 

Taiwan. However, in order to further in- 
crease EFFICIENCY AND LOWER COSTS FOR PA- 
TENTS, rr IS IMPERATTVE TO ESTABLISH A REIM- 
BURSEMENT SYSTEM TH>J IS MARKET BASED AND 
NOT GOVERNMENT DRIVEN. 

10.2 Allow clinical practitioners to decim 
WHETHER NEW TECHNOLOGIES SHOULD BE 
adopted, a government BOARD IS NOT KNOWL- 
EDGEABLE ENOUGH ABOUT PATENT NEEDS, AND 
THEREFORE SHOULD INCLUDE A HIGH REPRESEN- 
TAnON OF CLINICAL PRACTTTIONERS. 

10.3 Establish clear and organized guidelines 
FOR MEDICAL DEVICE REIMBURSEMENT AND 
SHORTEN REIMBURSEMENT APPUCAHC^I PROCESS- 
ING TIMES. Also, establish an appeal system 

FOR UNREASONABLE OR UNFAIR REIMBURSEMENT. 

This is necessary in order to insure market 

ACCESS AND A REASONABLE PRICE FOR MANUFAC- 
TURERS, LEADING TO INNOVtflON IN THE INDUS- 
TRY AND ALLOWING MANUFACTURERS TO INTRO- 
DUCE PRODUCTS WITH ORE/OER EASE. 

10.4 End UNREASONABLE DB4ANDS BY HOSPIKMS FOR 
PROPRIETARY INFORMtflON SUCH AS IMPORT AND 
MANUFACTURING COSTS. 

10.5 Eliminate FINISHED PRODUCT TESTING REQUIRE- 
MENn FOR PRODUCTS WHOSE MANUFACTURER 
CAN ALREADY PROVIDE CERTIRCATION TO QUAL- 
ITY STANDARDS AND ELlMINArE CLINICAL TRIAL 
REQUIREMENTS FOR PRODUCTS SUCH AS CONTACT 


LENSES. A CHANCE IN THE MANUFACTURING SITE 
OR A SLIGHT MODIFICATION TO THE PRODUCT 
SHOULD NOT REQUIRE RE-TESTING. UNNECESSARY 
TESTS ARE NOT ONLY INEFFICIENT BUT COSTLY TO 
THER/GTENT. 

10.6 Simplify the registration process for new 

MEDICAL ESVICES AND FOLLOW STRICT DE JURE 
GUIDELINES. DISCONTINUE DISCRIMINATION 
AGAINST FOREIGN MANUFACTURERS. 


1 1 . Pharmaceutical Industry 

11.1 Foster A MARKET ENVIRONMENT THAI FACOJ- 
TAIES THE INTRODUCTION OF NEW PRODUCTS, AS 
WELL AS ALLOWS FOR THE CONTINUED AVAILABIL- 
ITY Of QUALITY ivu UL.-i-. Ti> S VtLl HEL? RE- 
DUCE COSTS AND IMPROVE THE QUALITY OF 
HEALTH CARE BY ELIMINATING COSTLY SURGICAL 
OPERAnONS. 

1 1.2 Change the pricing standard ton pharma- 

CEUnCALS SUCH THAT PRICES OF GENERIC BRANDS 
ARE FRACTIONALLY BASED ON THE PRICE OF THE 
BRAND NAME AND NOT VICE-VERSA. 

11.3 DECREASEADMlNlSTRAnVEINTERVENnONlNTHE 
INDUSTRY. Such intervenhon reduces the 
DEGREE OF PROFESSIONAL FREEDOM AND IN- 
FRINGES UPON THE QUALITY OF HEALTH CARE. 

11.4 Provide patent protection in line with in- 
ternational STANDARDS. ThIS WILL ENHANCE 
EARLY AVAILABILirY OF INNOVATIVE PRODUCTS. 

11.5 Abolish IMPORT TARIFFS, REDUCE RECISTRiGION 
APPROVAL TIMINO, AND RELAX RESTRICnONS ON 
REOIS iRAHON AND MARXETINC OF CSCIAIN OVSt- 
THE-COUNTER MEDIONBS. WIDER SELECTION OF 
PRODUCTS fS MORE COMPEITITVE PRICES WILL 
HELP IMPROVE HEALTH CARE QUALITY AND RE- 
LIEVE THE STRAIN W THE NMTONAL H^TH IN- 
SURANCE BUDGET. 

12. Telecommunications and 
Information Technology 

12.1 Tamtt and profit reoulaiion shouuj be 
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HANDLED WITH A LUSSEZ~FA1R£ APPROACH. 

12.2 Request that the actual vali^ in the in- 
terconnect FORMULA FOR WTERCONNECnON 
RATES AND THE DATA SUPPORTING THEM BE 
MADE AVAILABLE FOR REVIEW BY BIDDERS. 

12.3 Chung-Hwa Telecommunications Corp., 

THE BOARD OVERLOOIUNG THE PRIVATIZATION 

OF Taiwan’s telecommunications market, 
should strictly enforce a law AGAINST 

CROSS-SUBSIDIZATION TO PROMOTE FAIR AND 
FULL COMPETITION. 

12.4 Promote full coMPErmoN for all Cus- 
tomer Premises Equipment. 

12.5 Provide for the interconnection agree- 
ment NbCESSARY FOR A PRIVATE CELLULAR 
SERVICE PROVIDER TO OPERATE A NETWORK. 

12.6 Provide for the allocation of sicndicant 

FREQUENCIES TO FUTURE PRIVATE PROVIDERS OF 
cellular SERVICES. 


13. Transportation Issues 

13. 1 Airports and harbors need to be cost and 
regulatory efficient in comparison V.^TH 
other Transportation Centers in Asia. 
Operate all ports on a commercial basis 
without arbitrary rate hikes. 

13.2 Open UP Direct Air and Sea LINKS WITH THE 

MAINLAND. 

13.3 Revise Article 306 of the Criminal Law to 
MAKE IT illegal TO TRESPASS ON AN AIRPLANE. 

13.4 Allow SELF-HANDLING AND COMPETITIVE HAN- 
DLING OPERATIONS AT ALL AIRPORTS AND 
HARBORS 

13.5 Streamline CUSTOMS procedures AND EXPAND 
TO 24 HOURS OF OPERATION. 


Worldwide High-tech 
Hardware Production Value 

(in USSmillion) 
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^ Taiwan's 1995 Share of Worldwide Computer Markets 


1 — 

Worldwide Share 


Mouses 

72.00®^ 


Motherboards 

65.00% 


Keyboards 

65.00% 


Scanners 

64.00% 


Monitors 

57.00% 


Networlc Cards 

38.00% 


Power Supplies 

35.00% 


Video Cards 

35.00% 

II 

Graphics Cards 

32.00% 

II 

Terminals 

27.00% 

II 

Portables 

27.00% 


Router 

22.00% 


SuLutd Ca^'ds 



CD-ROM 

1 1 .00% 


Desktops 

10.00% 


Survey of International 
Transportation Companies 


Whac Ckunget Afe Needed to Make Taiwan 
Your Company's Regions] Operations Center? 
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Chairman Crane. Thank you, Mr. Murck. 

Ambassador Samuels. 

STATEMENT OF HON. MICHAEL A SAMUELS, PRESIDENT, 

SAMUELS INTERNATIONAL ASSOCIATES, INC.; ON BEHALF 

OF NATIONAL FOREIGN TRADE COUNCIL, INC.; AND 

FORMER U.S. AMBASSADOR TO GATT AND DEPUTY U.S. 

TRADE REPRESENTATIVE 

Mr. Samuels. Mr. Chairman, good afternoon. I am pleased to 
testify on behalf of the National Forei^ Trade Council on the very 
important topic of the accession of China and Taiwan to the WTO. 

The NFTC believes that as important as the accession of any 
single economy may be, the general subject of WTO accession is 
even more important, and I would like to make three points in this 
regard. 

First, accession is a major challenge for the WTO. Applications 
to join the WTO are at an all-time high. The challenge is to ensure 
that all countries are encouraged to join, but that each accession 
preserves the basic integrity of the WTO rules and principles and 
achieves commercially viable and acceptable protocols. Deadlines 
and political pressures should not be the guiding force behind the 
accession process. The guiding force should be to strengthen the 
WTO’s foundation for open global trade and investment and there- 
by enhance worldwide economic growth. 

WTO membership requires obligations just as it confers rights. 
It is not universal or automatic. The United States should not 
allow an economy to accede to membership in the WTO unless it 
is confident that that country can fulfill all its obligations. My own 
experience in Geneva tells me that some ignore this distinction. 

Second, it is in our interest to have as many economies in the 
WTO as possible. No economy should be denied entry for nontrade 
reasons. 

WTO accession is an essential vehicle for normalizing and im- 
proving commercial relations with non-WTO members, especially 
for integrating them into the world economy on responsible and 
constructive terms. 

Accession also offers significant leverage to WTO members to re- 
solve outstanding commercial problems in a multilateral fashion 
that avoids bilateral disputes that can harm broader relationships. 
This is especially true for China. 

It is in our strong interest that China become a member of the 
WTO. China is the fastest growing economy in the world and is 
strategically important to United States exports, jobs, and overall 
competitiveness. 

Since the late seventies, the Chinese economy has undergone sig- 
nificant market-oriented economic reform, but it still has much fur- 
ther to go. It remains extremely difficult for many foreign firms to 
conduct business and trade with China. 

The United States has led the way, through bilateral negotiation 
and trade brinkmanship, to address many of these difficulties. In 
most of our bilateral trade concerns, such as tariffs, intellectual 
property rights, investment restrictions, general lack of trans- 
parency in regulations and directives, or the discriminatory treat- 
ment accorded to foreign companies, WTO membership would help 
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resolve them. It will, for example, require the central government 
to enforce WTO obligations throughout China. 

China, too, has much to gain from WTO membership. It will help 
lock in and promote the ongoing economic reform process that has 
been key to China’s recent impressive economic growth. Adherence 
to WTO rules will also demonstrate China’s willingness to be a 
responsible global economic player. 

But, China’s negotiators need to show a clearer willingness to 
undertake WTO commitments and obligations in order to move its 
accession process more quickly. 

With respect to most-favored-nation status, the NFTC remains 
firmly behind granting permanent MFN for China. This would put 
an end to the counterproductive annual debate on MFN for China, 
and it is worth noting that MFN is one of the guiding principles 
of the GATT and WTO. 

Third, the accession process takes time, and each accession 
should proceed at its own pace. It is a detailed negotiating process, 
and there are basic requirements that must be met. Minimal 
requirements from the NFTC’s perspective should include the 
following: 

First, full and effective adoption of all basic rules and principles; 

Second, meaningful and substantial market access commitments; 

Third, effectively addressing distortive nonmarket economy prac- 
tices relating to State enterprises and restrictive trading rights; 

Forth, adherence to short transition periods; 

Finally, a standstill commitment on new trade and investment 
restrictions. 

These should be reaffirmed at the WTO ministerial meeting in 
Singapore in December. 

Recent accession terms, Mr. Chairman, for Mongolia, Bulgaria, 
and Panama meet these basic objectives. Immediately upon acces- 
sion, these countries will adopt the WTO agreement on intellectual 
property without any transition period, and they will have no 
quantitative restrictions on investment restrictions banned by the 
TRIMS a^eement. 

The tariff packages reportedly also offer very favorable terms to 
other WTO members. There is also agreement to negotiate acces- 
sion to key WTO plurilateral agreements, including the Govern- 
ment Procurement Agreement, an area of major importance to the 
United States. 

If such countries as Mongolia, Bulgaria, and Panama could reach 
such terms and make such commitments, why cannot China and 
Taiwan? 

I believe they can. They should. And I believe with good negotia- 
tions they will. 

In sum, there are no shortcuts to minimal accession require- 
ments. 

Thank you for the opportunity to testify. 

[The prepared statement and attachment follow:] 
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Testimony of Michael A. Samuels 
President of Samuels International Associates, Inc. 

on behalf of the 

National Foreign Trade Council, Inc. 

Before the 

Subcommittee on Trade 
Committee on Ways and Means 
U S. House of Representative 

September 19, 1996 


Mr. Chairman, Members of the Subcommittee, I am Michael Samuels, President of 
Samuels International Associates. Prior to establishing my own international consulting firm, I 
was Deputy USTR and U.S. Ambassador to the GATT. Subsequently, I chaired the National 
Foreign Trade Council’s Trade and Investment Committee for five years. I am very pleased to 
testify today on behalf of the National Foreign Trade Council on the very important topic of the 
accession of China and Taiwan to the World Trade Organization (WTO). The NFTC has over 
590 U.S. companies engaged in international trade and investment, and its membership is drawn 
from all sectors of the U.S. economy, including basic manufacturing, financial services, energy, 
high technology and agriculture. 

The National Foreign Trade Council testified before your subcommittee earlier this year 
on the WTO and highlighted the issue of WTO accession as a key issue that should be addressed 
during the upcoming WTO Ministerial Conference in Singapore. More recently, in a letter to 
Ambassador Charlene Barshefsky, the NFTC recommended in greater detail the importance of 
raising this issue in a formal way at the Singapore Ministerial as one of seven overall objectives 
to focus on. I have attached a copy of the letter to our written testimony and ask that il be 
included in the hearing record. 

The NFTC believes that, as important as the accession of any single economy may be, the 
general subject of WTO accession is even more important. Therefore, I would like to focus my 
remarks on the generic aspects of WTO accession, which apply to the accession of China and 
Taiwan, as well as the many other countries that are seeking to join the WTO. In this regard, 
there are three fundamental points the NFTC views as worthy of serious consideration. 

The first point is that accession is one of the major challenges facing the WTO. 
Applications to join the WTO are at an all time high with over 30 countries seeking to accede to 
the already 1 22-member strong organization. This is not only a testament to the strength and 
importance of the WTO in promoting a vibrant multilateral trading system; it also presents a 
significant challenge to WTO members. That challenge is to ensure that all countries are 
welcomed and encouraged to join, but that accession is achieved in a manner that builds on the 
WTO in a progressive and credible way. That means preserving the basic integrity of the WTO 
rules and principles and achieving commercially viable and acceptable protocols. The fact that 
many of the countries that have applied to join the WTO are economies in transition from 
centrally-planned economies to market-oriented economies makes meeting (his challenge 
particularly critical. 

Deadlines and political pressure should not be the guiding force behind the accession 
process. Rather, the guiding force should be to improve and make stronger the WTO’s 
foundation for open global trade and investment, and, thereby, enhance the WTO’s enormous 
contribution to worldwide economic growth. The GATT and WTO's foundation is essentially 
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built on three pillars: I ) elimination and reduction of tariff and non-tariff barriers to international 
economic activity; 2) establishment of predictable, equitable and uniform rules that are designed 
to promote strong market economies; and 3) creation of mechanisms to ensure that basic 
obligations are met and rights are fully respected. It is critical to keep these pillars in mind 
during the WTO accession process. 

In this context, it is worth noting that the WTO differs from many international 
organizations. Its membership is neither automatic nor universal. Membership requires 
obligations, just as it confers certain rights. The United States should not allow an economy to 
accede to membership in the WTO unless it is confident that country can fulfill all its 
obligations. My own experience in Geneva tells me that some forget this distinction for political 
reasons. The United States should not allow the WTO to become automatically universal. 

A second point the NFTC would like to emphasis is that it is in the strong interest of 
both WTO members and non-members to have as many economies in the WTO as possible. 

This is particularly true for large growing economies and fast-emerging economies that remain 
outside the WTO, such as China, Russia, Taiwan and Vietnam, to name a few. WTO accession 
clearly offers major benefits to WTO members and those in the process of becoming Wl'O 
members. It is an essential vehicle for normalizing and improving commercial relations with 
non- WTO members, as well as integrating transitioning economies into the world economy on 
responsible and constructive terms. Moreover, the process of accession offers significant 
leverage to the United States and other WTO members to resolve outstanding bilateral trade and 
other commercial problems in a multilateral fashion that avoids disruptive, saber rattling bilateral 
disputes that can cause ill will and harm to broader relationships. 

This is especially true for China. It is in our best mutual interest that China become a 
member of the WTO. As members of the subcommittee well understand, China is the fastest- 
growing economy in the world and is predicted by some to become the world’s largest economy 
by the year 2000. The U.S.-China commercial relationship has grown substantially in recent 
years and China is strategically important to U.S. exports, jobs, and overall competitiveness, 
particularly throughout the entire Asia-Pacific region. And it will only grow in magnitude and 
importance over the coming years. 

Since the late 1970s, the Chinese economy has undergone significant market-oriented 
economic reform, but it still has much further to go. It remains extremely difficult for many 
foreign firms to conduct business and trade with China. The United States has led the way 
through bilateral negotiations with China to address many of the difficulties faced in establishing 
a mutually beneficial trade and investment relationship with China. Both the 1992 Market 
Access Memorandum of Understanding and the more recent agreements on intellectual property 
rights between our two countries are examples of our bilateral efforts. We have had to use very 
strong trade brinkmanship time and again to gain these and other various trade agreements. 

In key respects, WTO accession offers a belter approach for addressing our various 
bilateral concerns with China. In most of our concerns, whether they be in the area of tariffs, 
intellectual property rights, trade-related investment restrictions, general luck of transparency in 
regulations and directives, or the discriminatory treatment accorded to foreign companies, \\ TO 
membership offers an effective and efficient way in which to address them. It will, for example, 
require the central government to enforce WTO obligations throughout the country. 

China has much to gain as well from WTO membership. It will help lock in and promote 
the ongoing economic reform process that has been key to China’s impressive economic growth 
over the past several years. It will also be the best demonstration of China’s willingness to be a 
responsible global economic player by adhering to the WTO rules of the game. WTO 
membership will integrate China into the global economy and be a significant step toward 
normalizing and stabilizing its commercial relations with the United States and the rest of the 
world. Frankly, we would like to see a clearer demonstration of China’s willingness to undertake 
the various commitments and obligations that are necessary in order to move more quickly its 
accession process in a forward and positive direction. While China’s negotiators sometimes have 
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acted constructively and pragmatically, recently they seem to have reflected a more closed 
attitude toward the many issues that are part of the negotiation. 

With respect to most-favored-nation (MFN) statu; for China, the NFTC remains finiily 
behind granting permanent MFN for China. ITiis would put an end to the coiinlcrproduclive and 
ineffective annual debate on MFN for China. Of course, it's worth noting that MFN is u 
cornerstone and founding principle of the GATT/WTO. 

A third general area on which the NFTC would like to comment is the need to recognize 
that the accession process takes time. It is a detailed negotiating process and there are basic 
requirements that must be met. Such minimal requirements should include the following: I) full 
and effective adoption of all basic rules and principles; 2) meaningful and substantial market 
access commitments; 3) effectively addressing distortive non-market economy practices relating 
to state enterprises and restrictive trading rights; 4) adherence to short transition periods, as 
appropriate; and 5) a standstill commitment on new trade and investment restrictions during the 
accession process and after accession. 

Recent accession packages on Mongolia, Bulgaria and Panama are very promising In 
meeting all these basic objectives. It is our understanding, for example, that these countries will 
fully adopt immediately upon accession the WTO TRIPS agreement on intellectual property 
without any transition period and that they will have no quantitative restrictions or investment 
restrictions that are banned by the TRIMS agreement. The tariff packages reportedly also offer 
very favorable terms to other WTO members. They include, among other provisions, some 
adherence to the taritT reduction and harmonization agreement on chemical products. There is 
also agreement to negotiate accession to key WTO plurilaicrai agreements, including the 
Government Procurement Agreement — an area of major importance to the United Stales. In 
significant ways these accession packages are models for others to follow. 

The NFTC believes that no economy should be denied entry to the WTO for non-trade 
reasons. I'he accession of each economy should proceed at its own pace. When an accession 
negotiation has led to the satisfaction of all parties, an economy should be permitted to accede. 

At the same lime, we recognize that the United States and other WTO members may need to be 
sensitive to the unique relationship between China and Taiwan with respect to timing of 
accession. 

The Singapore Ministerial offers a major opportunity to focus on the critical issue of 
WTO accession by formally recognizing (he importance of bringing all economies into the WTO. 
While welcoming and encouraging non- WTO members to formally join the premier multilateral 
trade regime, (he Singapore Ministerial should also present a united front on the basic elements 
of the terms of entry for these countries, h should be made clear that accession terms must be in 
the best economic and commercial interests of WTO members and that they strengthen and 
preserve the integrity of the WTO. Finally, while each accession will be negotiated on its own 
terms, recognition should be given to (he fact that (here are no short-cuts to minimal accession 
requirements along the lines of those mentioned above. 

Thank you for the opportunity to testify. 
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NATIONAL FOREIGN TRADE COUNCIL, INC. 

1825 K STREET, N.W., WASHINGTON, DC 20006-1604 
Tel: (202) 687-0278 <52-8160 

August 29, 1996 


The Honorable Charlene Barshefsky 
Acting United States Trade Representative 
The Office of the United States Trade Representative 
60C ’.7th Street, N.W. 

Washington. D.C. 20508 

Dear Ambassador Barshefsky: 

On behalf of the 500 member companies of the National Foreign Trade Council (NFTC), 

1 would like to provide the NFTC’s views regarding the Singapore Ministerial. The NFTC 
believes that this first ministerial meeting of the World Trade Organization (WnTO) is critically 
important to the United States and that we should approach it with ambitious, yet realistic 
expectations. More specifically stated below are the NFTC’s overall recommendations for the 
Singapore Ministerial. 

0 Reaffirm the Importance of the WTO - The Singapore Ministerial offers the United 
States and its major trading partners the opportunity to reaffirm their commitment to the WTO in 
three important ways by: 1 ) recognizing its central role in promoting an open and equitable 
multilateral trading system; 2) demonstrating its major economic benefits; and 3) supporting it as 
a dynamic institution that must evolve in a progressive direction and timely manner to remain 
relevant. The WTO's biennial ministerial conferences provide a built-in mechanism for 
consolidating and advancing global trade and investment liberalization, and the NFTC urges 
continued strong U.S. leadership to assure such forward momentum at the Singapore Ministerial. 

O Assess WrrO Implementation - Ensuring that all WTO members are implementing 
their WTO obligations is the most basic requirement for the WTO to reach its full potential and 
operate effectively. The Singapore Ministerial should frankly assess the record on 
implementation, address problems where they might exist, and renew member countries’ 
commitment to abide by the rules. Panicular attention should be given to examining the dispute 
settlement system to determine how well it is working to resolve disputes in a timely and 
meaningful marmer. Just as important is the goal of encouraging accelerated implementation of 
key agreements, such as those relating to intellectual property rights. 

O .Achieve Near-Term A dditional Liberalization .- One of the strongest endorsements in 
support of a dynamic WTO would be gaining greater market access liberalization during the 
Singapore Ministerial. This would build confidence in the WTO’s new structure and capacity to 
advance open global trade without resorting to the past GATT practice of launching new 
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“rounds" of negotiations eveiy several years. It would also give a positive impetus to the WTO’s 
longer-term negotiating agenda. A Singapore Ministerial “down payment” on trade liberalization 
should at least include toiff elimination on high-tech products under the Information Technology 
Agreement (ITA). It should also include other products, such as wood and chemicals, which are 
covered under the Administration’s existing residual tariff-cutting authority. The NFTC 
encourages continued U.S. focus at the WTO and in regional fora to secure a tariff package 
agreement as a major objective of the ministerial meeting. 

O Lay Groundwork-far Future Liberalization Arou n d An Expanded Built-In Agenda - 
Unlike past GATT Rounds, the Uruguay Round Agreements contain a fall agenda of ongoing 
aaion items, including specific dates for launching negotiations on services, agriculture and 
government procurement. This “built-in” agenda provides the main vehicle for future 
multilateral trade liberalization and for ensuring the WTO is relevant and up-to-date. One of the 
Singapore Ministerial’s highest priorities should be agreement on the necessary work plan and 
other preparatory decisions to accomplish the ambitious goals set out in the built-in agenda. In 
addition to accomplishing this critical objective, the NFTC strongly supports encompassing other 
issues in the WTO’s ongoing negotiating agenda. These issues should include farther industrial 
tariff negotiations, as well as improvement of existing agreements, such as the one relating to 
preshipment inspection. The NFTC also endorses the Administration's efforts to reach 
agreement on an Interim Arrangement to establish greater transparency and due process in 
government procurement markets for ail WTO members. It is an important step in itself and will 
promote broader adherence to the plurilateral Government Procurement Agreement. Finally, we 
recommend building on the WTO’s limited investment rules by starting a process of discussion 
about appropriate next steps among WTO members, while at the same time concluding a 
comprehensive investment agreement at the OECD. 

O Recognize the Vital Importance of In cluding all Major Economies in the WTO on 
Solid Accession Terms.- At least 30 countries or territories are seeking to join the already 121- 
member strong WTO. Many of these countries, such as China, Russia and Vietnam, represent 
major emerging markets that will have a significant impact on the future direction and credibility 
of the WTO. While it is critically important that these countries become fall fledged members, it 
is essential that accession terms be in the best economic and commercial interest of the United 
States, and that they strengthen and preserve the integrity of the WTO. The Singapore 
Ministerial should present a united front on the basic elements of the terms of entry for these 
countries by making clear that there are no short-cuts to the following minimal accession 
requirements: I ) fall and effective adoption of all basic rales and principles; 2) meaningful and 
substantial market access commitments; 3) effectively addressing distortive non-market economy 
issues such as state trading rights; 4) adherence to short transition periods, as appropriate; and 5) 
a standstill commitment on new trade and investment restrictions during the accession process 
and after accession. In return, the United States should make clear that we are prepared to revise 
relevant U.S. trade laws in order to maintain a formal WTO relationship with, and grant 
permament MFN status to. all future WTO members. 



O Prevent Major Jjew Issues from Ove nvheiming More Important Agenda Items - 
While there is ongoing discussion of a variety of “new issues” that might be addressed at the 
Singapore Ministerial, including competition policy, the environment and labor, we should not 
expend limited resources and political capital on issues that are highly controversial and not 
sufficiently well-developed for the WTO. Moving in this direction will serve to the detriment of 
realizing more ambitious results in more traditional areas of trade, including quicker 
implementation of existing agreements and additional tariff cuts. The WTO, moreover, should 
not be burdened with issues that do not have clear trade links and are more appropriately 
addressed in other existing organizations. In that regard, the NFTC is particularly concerned 
about broadening the WTO agenda to include a “social clause,” and believes the International 
Labor Organization (ILO) is the more relevant organization for dealing with labor standards and 
conditions. With respect to the WTO’s Committee on Trade and the Environment (CTE), we 
urge the Administration to consult closely with the business conununity on any U.S. positions 
regarding the CTE’s activities and to apply strict criteria to any linkages between the 
environment and WTO rules. 

0 Commit to Seeking New II S. Fas t-Track Authority Next Year. - As a clear signal of 
our strong commitment to advancing the WTO’s agenda in a meaningful fashion, the United 
St ‘"s should make clear to WTO members that one of its highest priorities in 1997 will be to 
secure new fast-track authority. This is not only critical to accomplishing an ambitious future 
trade negotiating agenda, but it is central to continued U.S. global economic leadership. While 
we strongly support new fast-track authority, the NFTC remains opposed to encompassing labor 
and environmental issues within that authority. 

Before concluding, I would like to express the sincere appreciation of the NFTC for your 
leadership and dedication to a strong and vibrant WTO. We are confident that your ongoing 
efforts and those of your excellent negotiating team will bring about a successful ministerial 
meeting of the WTO in December. The NFTC and its member companies hope our comments 
ate helpful as you and your staff approach the final phases of preparation for the ministerial, and 
we would be pleased to assist you in any way to assure a positive outcome. 



cc; Deputy USTR Jeffiey Lang 

Assistant USTR Dorothy Dwoskin 
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Chairman CRANE. Thank you, Mr. Ambassador. 

Mr. Mastel. 

STATEMENT OF GREG MASTEL, VICE PRESIDENT, POLICY 

PLANNING ADMINISTRATION, ECONOMIC STRATEGY 

INSTITUTE 

Mr. Mastel. Good afternoon, Mr. Chairman. It is a pleasure to 
be here. I would also like to commend the Subcommittee for 
hearings on this important topic. 

For the record, I provided the Subcommittee with an article that 
I recently authored that analyzes the issues associated with 
China’s WTO accession. I would like to just spend a few minutes 
today highlighting some of the most important points. 

The WTO accession negotiation with China has the potential to 
be the most significant trade negotiation in the next 10 years. 
Through these talks, the world’s largest nonmarket economy is at- 
tempting to join the market trading system, a task of potentially 
historical significance. 

The direct economic stakes in these talks are also significant. 
Consider a few statistics. 

The Chinese economy is now growing at a pace that will make 
it the world’s largest economy by early in the next century. China’s 
exports have grown at more than three times the world’s average 
rate for almost 2 decades. 

In 1995 China’s exports totaled about $150 billion, making it one 
of the world’s top 10 exporters. Also in 1995, $38 billion in foreign 
direct investment flowed into China, making it the world’s largest 
recipient of FDI after only the United States. 

Unfortunately, despite this success, China has pursued a decid- 
edly mercantilist policy. As a result of these constraints, with 
China’s application to join the WTO, three different sets of issues 
need to be addressed. 

First, traditional trade barriers. China maintains an array of for- 
mal tariff and nontariff barriers ranging from tariffs to import li- 
censes to subsidies. China now maintains more WTO-inconsistent 
barriers than any other major trading country. 

One set of such special formal trade barriers that deserve special 
attention are investment performance requirements. These are pri- 
marily requirements imposed upon foreign joint ventures compel- 
ling them to export most or all of their production from China and 
to transfer production technology to China. 

On the scale that China is pursuing these performance require- 
ments, they threaten seriously to distort world trade and skew 
comparative advantage. 

As Ambassador Barshefsky said earlier, China has made some 
progress to reduce its formal trade barriers in recent years, but at 
the same time other barriers have been raised. The net effect is 
difficult to determine. 

A second set of issues to consider arises from China’s lack of an 
established rule of law. The recent dispute between the United 
States and China on intellectual property highlights this problem. 
China has had world class intellectual property laws on the books 
since 1992. Unfortunately, it also has had little effect on the bur- 
geoning Chinese intellectual property piracy industry. In this case 
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and in others, Chinese officials seem either unwilling or unable to 
enforce international agreements and their own laws. 

In recent years, China has either failed to enforce or has violated 
trade agreements on topics ranging from market access, trans- 
shipment of textiles, to intellectual property protection. The viola- 
tions are serious enough to raise questions about the wisdom of 
negotiating trade agreements with China. 

Finally, a number of serious problems are tied to the holdover of 
the Communist system in China. China has undertaken dramatic 
economic reforms in the last 2 decades. But, the Chinese economy 
still has one foot in communism. State-owned enterprises account 
for about one-third of China’s GNP. China still issues traditional 
5-year economic and central plans. 

Import demand is set through consultations among three 
Chinese ministries, not the marketplace. And to import and export 
from China, approval or trading rights must be granted by the 
government. 

This high degree of government involvement in the economy 
poses a serious barrier to establishing a normal trade relationship 
with China. 

It is possible to address these concerns in a WTO accession 
agreement, but such agreement must require at least three things: 

First and foremost, the Chinese Government must commit to real 
economic reform by a certain date. That should include accepting 
all WTO disciplines, perhaps after a phase-in period. 

Second, all sides must examine innovative solutions to integrat- 
ing into the WTO. Previous accession agreements with nonmarket 
economies, Poland and Romania, provide some useful models for 
use here. 

Finally, given China’s poor record of abiding by trade agree- 
ments, particular emphasis should be placed on enforcement and 
oversight. 

WTO accession negotiations with China provide a unique oppor- 
tunity to further the cause of reform in China and to make China 
a more reliable trading partner. It is an opportunity that the 
United States cannot aiflford to squander. 

I look forward to your questions. 

[The following was subsequently received:] 
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Chairman CRANE. Thank you, Mr. Mastel. 

Mr. Lardy. 

STATEMENT OF NICHOLAS R. LARDY, SENIOR FELLOW, 
BROOKINGS INSTITUTE 

Mr. Lardy. Yes, thank you. Chairman Crane, for inviting me to 
appear before the Subcommittee today. I have submitted a state- 
ment for the record, and I would like to just summarize very briefly 
some of the points that I think are the most important. 

Everybody that has appeared before the Subcommittee so far 
today has agreed that it is in the United States interest that China 
become a member of the WTO. People have pointed out a number 
of advantages that will help us to deal with China more success- 
fully on a multilateral basis on trade frictions rather than dealing 
with them exclusively on a bilateral basis. It may reinforce an im- 
petus toward further economic reform within China. And most im- 
portantly, it has at least the potential for getting China on a time- 
specific schedule of reforms that brings them into compliance with 
the WTO standards. 

I think virtually everybody has said that China must be a mem- 
ber of the WTO on a so-called commercially viable basis or some 
similar phrase. 

The question we really have not adequately addressed, in my 
opinion, is whether or not this should be as a precondition for 
membership or whether China can achieve this status of coming 
into compliance with world standards over time. 

The analogy that I use on this question is: It is like buying a 
house. We want China to buy the house, to agree to the structure 
of the international system and the principles that are in it. If we 
require China to come into complete compliance with all the spe- 
cific provisions of this house, as a precondition for buying the 
house, I think they will remain outside the WTO indefinitely. 

Rather what we should be offering them is a deal that has a 
downpayment that meets certain minimal requirements and then 
a period of time in which they come into compliance with all the 
rest of the provisions that everybody has addressed so far today. 

But, I think the problem that we have had to date is that the 
preconditions have been too great. And why do I say that? 

Quite simply, there are very few benefits now for China becom- 
ing a member of the WTO. They already have the single greatest 
benefit of the WTO, which is most-favored nation, permanent MFN 
status, in every country in the world except the United States. 
And, we have provided them with MFN status on a year-by-year 
basis for more than 15 years. 

So, quite frankly, the world system and all the countries in it 
have already given away the biggest prize we have to offer for 
complying with the WTO standards. 

So from China’s point of view, on a cost/benefit analysis, they are 
not going to come in, in my opinion, to the WTO if they have to 
meet all of these preconditions. 

As many witnesses have already indicated, there are significant 
portions of this economy which have not been transformed. The 
current political leadership, I believe, will not undertake to open up 
their economy fully to international competition on a very com- 
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pressed time basis. It would cause massive unemployment in 
China’s major cities. 

One has to keep in mind that even though this economy has 
transformed in many dimensions, two-thirds of all workers in cities 
in China depend on the state for jobs. Many of these state enter- 
prises are not going to be viable in the long run, and China, from 
the point of view of political assessment believes it needs more time 
to undertake the kind of restructuring that will make it possible 
to move workers from sectors that may not be viable to those that 
will be, after China is subject to international competition. 

So, I think we have a real dilemma. It is in our interest to get 
China in. We have already given away the main prize; that is, we, 
the United States, along with most other countries in the world. 
And the benefits to China from coming in now are quite small, rel- 
ative to the real restructuring costs that they will have to under- 
take and the political risks that that represents for the regime. 

Now the argument that is made on the gradualistic approach is, 
How do we really know that they will live up to an accession proto- 
col that calls for them to take very specific reforms by very time- 
specific dates, that they may stand for for a number of years? 

And, of course, at the end of the day there is no way we can be 
sure. But, we have to recognize that we do have some very power- 
ful instruments at our disposal. 

First of all, of course, we do have available all the tools provided 
for in United States trade law even after China becomes a member 
of WTO. We can use section 301 of the trade act; we can use sanc- 
tions under our IPR laws and so forth. 

In addition, as several people have indicated, there can be a safe- 
guard clause that is relatively strict that allows foreign govern- 
ments, including the United States, to place quotas on products 
that are subject to surges of flows of commodities into our country. 

Second, the protocol governing accession can be written to em- 
body very tight reviews of the progress that they make. Charlene 
Barshefsky this morning was alluding to this trade policy review 
mechanism, which is set forth in the Uruguay round treaty, which 
can also be supplemented by further measures that make it more 
likely that there will be compliance. 

I think finally we should take some note of the fact that China 
has come into international standards with respect to other inter- 
national organizations. 

For example after many years of consultation with the inter- 
national monetary fund — it has come into compliance with article 
VIII of the IMF charter, which does not allow members to impose 
restrictions on making payments for current account transactions. 
It took them a number of years, but they worked closely with the 
IMF — many, many steps — and they are now in compliance. So, I 
think they do have a record. 

So, I think what we should really be looking for is an agreement 
that calls for China to come into compliance with WTO. But, I 
think one has to be realistic and say, If this process is frontloaded 
and requires most of the change to be made either as a pre- 
condition or immediately after entry, China will probably choose to 
remain outside the WTO. And, I think that would be a tremendous 
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loss for the United States and for the international trading commu- 
nity for a couple of reasons. 

First of all, this is the first time in the history of the WTO or 
the GATT that 1 of the 10 largest trading countries in the world 
has remained outside the disciplines of the WTO. 

And, I also remind everybody that all the while the clock is run- 
ning, we could have gotten — if we hold out for a perfect agreement, 
China will never come in. They will continue to have complete dis- 
cretion on when they undertake reforms. And they have under- 
taken many reforms, as a number of people have indicated, but it 
has been purely on a discretionary basis with no time certainty. 

If we had let China in on the kind of agreement that I am talk- 
ing about 5 years ago, many of the phase-ins already would have 
been finished. They would have had to come into compliance. 

Instead, where are we? 

We are still talking about how the long list of things they must 
do is a precondition for entry. And, I think we would have been 
better served to get an agreement that calls for these things to 
happen over time, and we would have been further along today if 
we had embarked on this kind of a process a number of years ago. 

In other words, what I am saying is: The clock does not really 
start running until we get an agreement that calls for all these 
time-specific reforms to be undertaken. I think it is very much in 
our interest that we begin that process. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF NICHOLAS R. LARDY 
SENIOR FELLOW 
THE BROOKINGS INSTITUTE 


It is very much in the long term in^^st of the United States, as well as important to 
the world trading system, that China soon become a member of the World Trade Organization 
(WTO). China, already the 10th largest producer of export goods, is the largest trading 
country in the world that is not already subject to the disciplines of the WTO. Indeed, never 
before in the history of the WTO or its predecessor, the General Agreement on Tariffs and 
Trade (GATT), has such an important trading country not been a member of the principal 
international body governing relations among trading nations. 

There are at least two reasons China's membership in the WTO would serve US 
interests. First, the protocol governing China's accession to the WTO would not only 
provide for an elimination of non-tari^ trade barriers and a very substantial reduction in 
tariffs but would also delineate the further systemic economic reforms to bring China into 
compliance with WTO standards. Some have described such a protocol as bringing China 
into the world trading system on a “commercially viable basis." Most Importantly, the 
protocol would require that such steps be taken on a time specific schedule. China has 
reduced tariff and nontariff barriers significantly in recent years, but the timing of these steps 
has been entirely at China's discretion. 

Second, bringing China into the WTO will provide a way for the United States to 
address inevitable trade frictions with China on a more multilateral rather than purely a 
bilateral basis. Recent history suggests that multilateral negotiations within an agreed 
international framework provide a structure that is more productive than bilateral negotiations 
followed by unilateral pressures and sanctions. The new dispute resolution procedures of the 
WTO, to which the United States contributed so much, are particularly important in this 
regard. 

While such a protocol is in our interest, the history of negotiations over the past ten 
years shows that an agreement can not be achieved simply by offering China membership in 
the WTO. The process of China becoming a member of the WTO is already the most 
extended on record. China first formally indicated its desire to become a contracting part of 
the General Agreement on Tariffs and Trade (GATT), the predecessor to the WTO, in July 
1986. Seven months later it submitted a memorandum describing its foreign trade regime, a 
key step in the accession process. A GATT Working Party was appointed in June 1987 and 
the first meeting of the Working Party took place in February 1988. Since that time the 
Working Party has met formally almost two dozen times, and China also has conducted 
extensive bilateral negotiations on the WTO with its main trading partners. Thus the 
accession process started more than a decade ago and formal talks on China's accession to the 
GATT/WTO have been going on for nine years. 

Negotiations for China’s accession have been of record length for two closely 
interrelated reasons. First, as a transition economy there are some features of its trading 
system that are not compatible with the GATT/WTO system, which was created to facilitate 
trade among market economies. Although China has transformed dramatically many aspects 
of its domestic economic system, this transformation has been protracted. China has found it 
particularly difficult to dismantle the barriers that continue to protect significant portions of a 
state-owned industrial sector that grew up during a period of relative autarky, when 
international cost competitiveness was irrelevant. CM the other hand, the United States, 

Europe, and Japan insist that China dismantle these barriers as a precondition for membership 
in WTO. 

The second reason for China’s protracted entry into the WTO is that the benefits China 
would attain through WTO membership are relatively modest. China’s size and geopolitical 
influence are both sufficiently large that the single most important economic benefit associated 
with membership in the WTO— permanent most-favored-nation (MFN) trading status in the 
markets of member countries— was bestowed by all countries, except the United States, in 
advance of even any indication on China’s part that it was interested in participating in the 
GATT system. And the United States has provided MFN status for China on a year-by year 
basis for more than fifteen years. With the principal benefit of membership already in hand, 
what is the incentive for China to incur the considerable costs of domestic restructuring and 
adjustment that would inevitably accompany the dismantling of their remaining import 
barriers? In short, the costs of confonning to expectations of the West on openne^ to trade 



Ill 


are relatively high for China while the gains from membership in the GATT/WTO are 
relatively small. 

What is the solution to this apparent standolT, reflected in the lack of progress 
achieved in the most recent meetings of the Working Party? The central issue is not whether 
China becomes a member of the WTO on “commercially viable terms" but rather the length 
of time that China is given for meeting such terms. Some have argued that China must meet 
such terms as a precondition for mem^rship. I believe that approach will result in China 
remaining outside the WTO indefinitely. 

The appropriate analogy is buying a house. We want China to buy the “house," i.e. to 
come into compliance with the expectations of the established international trading system. 

We should not lower the price of the house, i.e. allow China to be a member on 
concessionary terms. In particular the international community should not agree to China 
joining the WTO as a "developing country," a status that automatically would provide it with 
the longest possible time periods for coming into compliance with some standards and would 
exempt China entirely from a few standards. What we should do is lower the down payment 
on the house to a level that is politically affordable to China. That means coming into 
compliance with many but not all WTO standards as a precondition for membership. And it 
means a "mortgage" of sufficient duration to allow China to come into compliance with those 
criteria that it is unable to meet at the outset. 

Specifically, China should be allowed in a few cases relatively long phase-in periods 
for the dismantling the barriers protecting it's most sensitive industries. Long phase-in 
periods for some sectors would allow China to spread the very substantial costs of adjusting 
to international competition over a longer period of time, thus making them politically more 
manageable. The international community however, should insist on more rapid reduction of 
trade barriers in less sensitive sectors and immediate reforms with respect to transparency, 
trading rights, and other systemic features of China's trading system. The latter reforms 
would be of considerable immediate benefit to firms that seek to trade with or invest in 
China. In short, the down payment should be reduced but it should still be substantial. 

The main criticism of this approach is that it runs the risk that once China is a member 
it may not fulfill its obligations under the protocol and would in effect be given a free ride. 
This perspective overlooks three elements. First, the US govenunent will still have available 
all of the tools provided for in US trade law. The US government will still be able to 
investigate Chinese trade practices under the provisions of Section 301 of the US Trade Act 
and impose sanctions, if warranted. Disagreements over intellectual property rights can also 
be addressed unilaterally, if conditions warrant. In addition, surges in exports of Chinese 
goods to the United States that either cause or threaten to cause serious injury to the US 
industry can be addressed under the Agreement on Safeguards of the Uruguay Round Treaty. 
That agreement allows countries to impose quantitative restrictions on imports under certain 
conditions. 

Second, the protocol governing Chinese accession can be written to embody very tight 
reviews of the progress China makes over time in coming into full compliance with the time 
specific commitments set forth in the protocol. These periodic reviews could be conducted 
under the provisions of the Trade Policy Review Mechanism set forth in the Final Act of the 
Uruguay Round, supplemented or modified as specified in the protocol in order to provide 
more assurance of compliance. 

Third, China's record in its participation in international organizations provides some 
basis for confidence that China would meet the obligations specified in any protocol it signed. 
One example is China’s relationship with the International Monetary Fund (IMF). When 
China joined the IMF in 1980 its foreign exchange system was extremely distorted. The 
value of the domestic currency was highly overvalued and China was nowhere close to 
meeting its obligations under Title VIII of the IMF Charter, which limits the ability of 
members to “impose restrictions on the making of payments and transfers for current 
international transactions." 

Over the next 1 5 years China undertook a series of important reforms of its foreign 
exchange system. These steps included several major devaluations, the introduction of a 
secondary swap market for some types of foreign exchange transactions, increased access to 
foreign exchange for Chinese with approval to travel abroad, the unification of the foreign 
exchange market at the beginning of 1994, and the introduction of convertibility for trade 
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transactions (also at the beginning of 1994). The culmination of this process was earlier this 
year when China announced that by allowing foreign firms access to the interbank market to 
purchase foreign exchange for in order to be able to remit profits, it would achieve 
convertibility on all current account transactions. At almost every step the role of the IMF in 
providing guidance and advice was critical. This example suggests that China has established 
a credible record in meeting the obligations inherent in membership in major international 
economic organizations. 

In addition to allowing China longer phase in periods to meet WTO standards, the 
United States should take the lead in insuring that the economic benefits that China would 
receive from membership in the World Trade Organization are at least somewhat proportional 
to the very real costs that still will be associated with coming into compliance with WTO 
standards over time. Two possibilities seem mo^ obvious. The first would be for the United 
States to provide China, upon its entry into the WTO, with the benefits of the phase-out of 
the Multifiber Agreement (MFA) specified in the Uruguay Round Trade Agreement. 

Assuming that the United States will invoke Article XIll (Non-Application of Multilateral 
Trade Agreements between Particular Members) of the WTO, unless there is a separate 
provision to that effect, China will not be eligible for the phase out of the MFA in the US 
market. 

Second, the United States should pledge to repeal, at a specific point in the future, the 
Jackson-Vanik Amendment, as it applies to China, so that Chinese goods would be eligible 
for most-favored-nation treatment in the US market. This repeal should be made conditional 
on China’s living up to the specific provisions agreed to in the protocol governing its 
membership in the WTO. 

In summary China’s membership in the WTO would serve US interests. But China’s 
trading partners have already conveyed the principal benefit associated with WTO 
membership and the domestic economic costs to China of coming into compliance with 
international trade standards will be high. Given this unfavorable benefit to cost ratio, China 
is not likely to agree to membership under a formula that requires them to meet all 
international trade standards as precondition. Thus the United States should take the lead both 
in drafting a protocol that provides long phase-in periods to mitigate the costs China will face 
in restructuring its domestic industries to meet the full force of international competition and 
in taking other steps that would increase the benefits China would receive in exchange for 
agreeing to an acceptable WTO protocol 
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Chairman Crane. Thank you, Mr. Lardy. 

Mr. Murck, how long would you estimate it will take for the gov- 
ernment in Taiwan to implement the concessions necessary for 
WTO entry? 

Mr. Murck. I think that can be done relatively fast. Most of the 
legislative framework is in place. There is a domestic political con- 
sensus that WTO entry is in the long-term economic and political 
interests of Taiwan. 

And, I think that although some further legislation will be 
required that this can be done, say within a 6-month timeframe. 

Chairman Crane. Let me throw another question out to any and 
all of you and that is. If Taiwan came into WTO as — ^well, what is 
the designation? — a customs territory like Hong Kong? — ^would that 
make them go ballistic on the mainland? 

Mr. Murck. I will defer to my colleagues. And, I obviously cannot 
speak for the mainland’s attitudes. I think that will depend par- 
tially on the extent to which Taiwan’s entry is politicized, and that 
is one reason why I do not advise friends of Taiwan to link 
Taiwan’s WTO accession to a measure which would seem to criti- 
cize, punish, or in other ways impinge on the PRC’s process. 

Chairman CRANE. Do any of you have thoughts on that? 

Mr. Samuels. The government of the PRC has made noises as 
if to indicate that it would, indeed, in your words, “go ballistic” if 
that happened. 

But good negotiating, not just with the United States involved, 
but perhaps even with the encouragement between the authorities 
and the authorities in Beijing, could bring about the kind of focus 
on the kind of substantive issues that the WTO should be con- 
cerned about and depoliticize this. 

I do not believe it is out of the question that that could happen, 
but right now the emotions are greater than the substance. 

Mr. Mastel. I think it is important to keep in mind that the 
United States last year exported almost twice as much to Taiwan 
as to China. And so, we have a commercial interest in getting a 
good, strong accession a^eement with Taiwan in place. It could 
mean additional opportunities for the United States. 

It is certainly true the Chinese are likely to have — ^well, they 
have great political sensitivity about Taiwan’s accession, to say the 
very least — ^but I am not sure that the United States has really 
tested the limits yet on that issue. For many years, they have been 
under pressure to look into moving Taiwan’s application forward. 
I am not sure we have worked as hard as we might in terms of 
lining up alliances and other trading powers to try to move the ap- 
plication forward. 

Chairman Crane. Do you have any thoughts, Mr. Lardy? 

Mr. Lardy. Yes, I do. I think the prospect you are talking about 
is probably largely theoretical. I think that China — I do not think 
there will be a consensus in the working party to move the Taiwan 
accession forward, even if Taiwan does all the things that are 
necessary, you know, immediately. 

And the reason is quite simple. I think that China has made it 
clear to the members of the working party that it is very much op- 
posed to Taiwan’s accession prior to its own. And, I do not think 
that the Europeans and other countries in the working party are 
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going to support Taiwan’s accession in advance of China’s. And, I 
do not think there is very much we can do about that, for the rea- 
son that Charlene Barshefsky was hinting at when she said. Really 
the accession process, getting an accession out of the working 
party, is very much a consensual process. 

We might, as Mr. Mastel suggests, be able to bring about a few 
people to a point of view of supporting Taiwan on the merits, but 
I think the numbers of countries that will take that position will 
be, in the end, extremely small. 

Chairman CRANE. Ambassador Samuels, do you believe our trad- 
ing partners in the WTO, such as Japan and the European Union, 
are cooperating adequately with us in the China working party? 

Mr. Samuels. I think that one of the unfortunate developments 
over the last few years has been that the United States has found 
itself in the leadership and much more vocal on some of these is- 
sues than commercially should have been allowed to have taken 
place. And, I think that that is partially the fault of U.S. nego- 
tiators themselves. 

I do think now, however, that there is a widespread view within 
the working party amongst most of the trading nations that China 
needs to do quite a bit more and take more seriously the negotiat- 
ing process. 

It might appear in the press as if the United States is really in 
the forefront and taking all the feedback on this. But, I do not be- 
lieve in the working party that that is actually what is taking 
place. I do believe that at this point in time none of the countries, 
particularly the major trading partners, have satisfied themselves 
of China’s commitments to the kinds of things they are interested 
in. 

And as a result, because of the lack of apparent political commit- 
ment on the part of the Chinese officials, no country has reached 
an agreement, and negotiations are not really going very far right 
now. 

Chairman Crane. And a final question for any or all of you: Are 
you comfortable with the economic reforms that have taken place 
on the mainland and feel reasonably confident there will not be any 
backsliding in the future? 

Mr. Mastel. Well, I am not sure anyone could be comfortable 
about that. I mean, given the political situation in China, there is 
no way to really predict the future. China has made some impor- 
tant steps forward. 

I think it is important to recognize that there still are many 
steps left to go, and maybe the WTO process can help us to move 
China down that path if we do it correctly. 

But, it is very difficult to have great confidence in the future. 
China has made a lot of steps. But, there are still within the Chi- 
nese Government competing factions who have different views 
about how to proceed. 

So, I guess we will have to sit back and watch and see what 
happens. 

Mr. Samuels. I would agree with those comments, but I would 
also note that one of the advantages to both Chinese and non- 
Chinese of participation as a member in the WTO is that that is 
a way to freeze policies and move them forward to avoid back- 
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sliding, that the external obligation that comes from WTO member- 
ship serves a very useful purpose for both the reformers in China 
and for those on the outside who want to see China behave in the 
way that most countries behave in the trading system today. 

Mr. Murck. Mr. Chairman, I would just add that I think the 
business community, both in the United States and internationally, 
has made it very clear with its investment dollars that they per- 
ceive a favorable long-term environment in China and that this 
process is irreversible. 

From the point of view of the Chinese business community in 
Taiwan, their cumulative investment in the People’s Ifepublic now 
exceeds 25 billion United States dollars, and I do not believe that 
those investments would have been made if a significant number 
of them thought that the Chinese process was likely to be reversed. 

Mr. Lardy. I will just add a supplement to what I said earlier. 
One of the reasons that I think that China will not come in unless 
it is ^ven some phase-in periods in certain very sensitive indus- 
tries is that I think it is not as far along the path of reform as 
perhaps we have judged. 

I think the State-owned sector in particular is proving to be a 
much more difficult problem for China than it had anticipated only 
a few years ago. They thought they would be able to finesse this 
by having a rapidly growing non-State sector. That has not pro- 
vided a long-term solution for the problems in the State sector that 
I have alluded to, the fact that it still employs the bulk of the peo- 
ple in urban areas, the fact that some portions — significant por- 
tions — of this sector appear to be relatively economically inefficient. 
They are losing money; they cannot repay their bank loans. 

Similarly I would point out that keeping too much of the State 
sector going has had very adverse effects on their banking system. 
So, they are facing a major problem in terms of not just in restruc- 
turing State-owned firms, but also restructuring their entire finan- 
cial system. 

I think these are going to be two enormous challenges for them, 
and I think they want to have some control over the time period 
in which they undertake these adjustments. That is why I have 
suggested that I do not think they are going to come into the WTO 
if we require them to undertake to fully open their economy to 
international competition early in the process. Certainly, some sec- 
tors can be opened right away. But, they will have to be provided 
with some fairly long phase-in periods for other sectors. Otherwise 
I believe their jud^ent will be that they are better off outside the 
WTO rather than inside. 

So, my views are closely correlated. The reason I think we will 
have to offer fairly long phase-ins on some sectors in order to get 
them to agree to a commercially viable protocol is my assessment 
that some of these sectors are extremely large and extremely weak. 

Chairman Crane. Well, I want to thank you all for your testi- 
mony today and urge you please to stay in contact with us. As I 
stated at the outset, this is our last hearing of this session of 
Congress. But, this whole debate will be going on with the recon- 
vening of the next Congress. 

So keep us abreast, and thank you so much. 
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Our next and final panel is made up of representatives in the 
textile and semiconductor industries. 

Oh, wait a second, gentlemen. We are about to have the final 
vote over there, so we will recess momentarily. You can get com- 
fortable in your chairs up here or wherever, and as soon as this 
vote is over, we will reconvene. 

[Recess.] 

Chairman Crane. Our next and final panel includes Mark 
Anderson, director of the AFL-CIO Task Force on Trade; Daryl 
Hatano, vice president of International Trade for the Semiconduc- 
tor Industry Association; Robert Hall, vice president and 
International Trade Counsel for the National Retail Federation; 
and Charles Bremer, director of the International Trade Division 
for the American Textile Manufacturers Institute. 

And I apologize, gentlemen. I do not control that activity on the 
floor, and I thank you for your patience and waiting, and we will 
proceed in the order I introduced you. 

STATEMENT OF MARK A. ANDERSON, DIRECTOR, TASK FORCE 
ON TRADE, AFL-CIO 

Mr. Anderson. Good afternoon, Mr. Chairman. Thank you very 
much. 

The AFL-CIO appreciates this opportunity to present its views 
on the possible accession of the People’s Republic of China to the 
World Trade Organization. 

The importance of these hearings cannot be overstated, and con- 
tinued congressional oversight and involvement is necessary to 
ensure that the interests of the United States are protected. 

In this regard, Mr. Chairman, the AFL-CIO strongly supports 
proposals requiring congressional approval before the President 
supports admission of the PRC into the World Trade Organization. 
The terms of an accession agreement must be carefully examined 
and weighed alongside U.S. interest, and a public debate and vote 
will ensure that such an examination takes place. 

The negotiations that are currently taking place that hope to es- 
tablish the conditions under which the PRC may join the World 
Trade Organization need to address the basic contradiction of 
marrying the PRC’s undemocratic political structure and command 
economy with an institution that presumably is designed to pro- 
mote and serve democratic political institutions and market- 
oriented economies. 

Without substantial and far-reaching change on the part of the 
Chinese, such a marriage is doomed to failure and can only result 
in continued harm to United States workers. 

Over the 12 years. United States merchandise trade with China 
has deteriorated from a rough balance to a deficit that reached $34 
billion last year. It continues to grow in 1996. 

United States investment in China has soared with committed 
investment now reported to be an almost unbelievable $25 billion. 

These shifts in trade and investment reflect an explicit Chinese 
policy of export-led growth supported by an economic regime that 
is discriminatory and nonreciprocal, a labor market that prohibits 
free and independent trade unions, and a political and military 
structure that oppresses its citizens on a huge scale. 
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Because of these practices, accession negotiations will be 
extremely difficult. 

If the PRC is to achieve WTO membership, a variety of elements 
must be made part of any agreement. Let me touch on a few. 

First, the United States must be allowed to continue conditional 
most-favored-nation treatment for Chinese goods and services with 
the provisions of Jackson-Vanick remaining in force. We believe 
that this is particularly important because of the current nondemo- 
cratic, nonmarket character of the Chinese Government and 
economy. 

In this regard we believe that it is inappropriate to change the 
term “most-favored nation” to one that connotes normalcy. We are 
of the view that there is nothing normal about the United States- 
China trade and investment relationship. 

Second, China, as one of the world’s largest trading economies, 
must join as a developed nation, undertaking completely all of the 
obligations of the World Trade Organization. 

Third, China’s unacceptably high tariff barriers must be fully dis- 
mantled and bound at levels commensurate with United States lev- 
els. For example, tariff levels at 100 percent for autos cannot be 
tolerated. 

Fourth, and very importantly, all discriminatory trade-related in- 
vestment measures, including foreign exchange requirements, trade 
balancing requirements, local content requirements, export require- 
ments, tech transfer requirements, domestic sales restrictions — the 
list goes on and on — must be expressly eliminated in an agreement. 
These requirements have been particularly harmful to U.S. work- 
ers in the auto, aircraft, electronics, and telecommunications 
industries. 

And, finally we believe that it is essential for the United States 
Government to continue to seek an agreement with China to, at 
the very least, support the establishment of a working party on 
worker rights in the World Trade Organization. 

Mr. Chairman, the AFL-CIO does not seek the isolation of China 
or the elimination of trade and investment. Rather we seek a rela- 
tionship that will benefit working Americans and where the rules 
of trade are fair and equitable. 

This, sadly, is currently not the case, and any accession agree- 
ment must ensure change by the Chinese to remedy the harm 
currently being done to United States workers. 

Thank you very much. 

[The prepared statement follows:] 



118 


Statement of Mark A. Anderson, Director, Task Force on Trade 
American Federation of Labor and Congress of Industrial Organizations 
Before the Subcommittee on Trade 
Committee on Ways & Means 
U.S. House of Representatives 
on 

The Possible Accession of the People’s Republic of China to the WTO 
September 19, 1996 


Mr. Chainnan, members of the Committee, the AFL-CIO appreciates this opportunity 
to present its views on the possible accession of the People’s Republic of China (PRC) to the 
World Trade Organization (WTO). The importance of these hearings cannot be overstated, and 
continued congressional oversight and involvement is necessary to ensure that the interests of 
the United States are protected. In this regard, the AFL-CIO supports proposals requiring 
congressional approval before the President supports the admission of the PRC into the WTO. 
The terms of an accession agreement must be carefully examined and weighed alongside U.S. 
interest. A public debate and vote will ensure that such an examination take place. 

The negotiations currently taking place that hope to establish the conditions under which 
the PRC may join the WTO need to address the basic contradiction of marrying the PRC's 
undemocratic political structure and command economy with an instimtion that is presumably 
designed to promote and serve democratic political institutions and market oriented economies. 
Without substantial and far-reaching change on the part of the Chinese, such a marriage is 
doomed to failure, and can only result in continued h^ to U.S. workers. 

These negotiations also pose a series of more fundamental questions: 

What are the conditions under which the United States trades with the world? Are there 
any standards or rules that should be observed? Ate certain narrow commercial interests 
identical to the interests of the nation as a whole? The talks with China put those questions and 
others in sharp relief, and how they are answered will tell us a lot about this country's adherence 
to basic principles and whether or not the growing internationalization of the economy can be 
structured to benefit and not harm working Americans. 

In 1994, the World Bank described China’s trade strategy as ’mercantilist, motivated by 
achieving export growth for the sake of generating foreign exchange without sufficient regard 
to costs, and linked with attempts to contain import growth.’ In many respects, this approach 
has been quite successful for China, but detrimental for the United Slates. 

International trade now accounts for 40 percent of China’s total economy, with hard 
currency reserves reaching $73 billion. In recent years, Chinese exports have grown at three 
times the average world rate, making China one of the world’s ten largest exporters. As a result 
of this strong export growth, together with restrictions on imports, China enjoyed an overall 
trade surplus of $20 billion in 1993, while the U.S. recorded an overall deficit of $160 billion. 

Over the last dozen years, U.S. merchandise trade with China has deteriorated from 
rough balance to a deficit that reached $34 billion in 1995. While U.S. exports amounted to $12 
billion, imports reached $46 billion and represented 31 percent of China’s worldwide exports. 
In contrast, U.S. exports to China were only 2 percent of total U.S. exports. 

U.S. investment in China has also soared with committed investment now reported to be 
an almost unbelievable $25 billion. 

These shifts in trade and investment reflect an explicit Chinese policy of export led 
growth, supported by an economic regime that is discriminatoiy and nonreciprocal, a labor 
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market that prohibits free and independent trade unions, and a political/militaiy structure that 
oppresses its citizens on a huge scale. 

Because of these practices, accession negotiations will be extremely difficult. 

If the PRC is to achieve WTO membership, the following elements must be made part 
of any agreement: 

* The U.S. must be allowed to continue conditional MFN treatment for Chinese 
goods and services. The provisions of lackson- Vanik must remain in force, and 
the U.S. must be able to utilize Sec. 301 of the trade act. 

* China, as one of the world’s largest trade economies, must join as 
a developed nation, undertaking completely all the obligations of 
the WTO. In addition, adherence to at least the Civil Aircraft 
Agreement, the Govenunent Procurement Code, and any fumre 
multilateral steel agreement must be required. Discipline in these 
areas is particularly important beuuse of the pervasive 
involvement of the Chinese military in commercial activity. 

* China's unacceptably high tariff barriers must be fully dismantled 
and bound at levels commensurate with U.S. levels. For example, 
tariff levels of 100 percent for autos canitot be tolerated. 

* All nontariff barriers and import licensing requirements must be 
eliminated prior to WTO membership. 

* All discriminatory trade related investment measures, including 
foreign exchange requirements, trade balancing requirements, local 
content requirements, export requirements, technology transfer 
requirements, and domestic sales restrictions must be expressly 
eliminated in an agreement. These requirements have been 
particularly harmful to the U.S. auto, aircraft, electronic, and 
telecommunications industries. 

* Full transparency of laws and regulations affecting trade and 
investment must be achieved. 

* Immediate application of WTO rules on intellectual property 
protection, as well as the elimination of controls on audio-visual 
imports are essential. 

■* The specific inclusion in an agreement of the right of WTO 
members to take special safeguard actions against Chinese goods 
that are being imported in such quantities as to cause harm to 
domestic production is vital. Such a provision is needed in order 
to address the non-market character of the Chinese economy. 

* Finally, an agreement with the ChitKse government to support the 
establishment of a working patty on worker rights in the WTO 
should be sought. 

Mr. Chairman, the AFL-CIO does not seek the isolation of China, or the elimination of 
trade and investment. We seek a relationship that will benefit working Americans; a relationship 
that puts the U.S. on the side of the oppress^, not the oppressors; a relationship where the rules 
of trade ate fair and equitable; and a relationship that u^erstands that this country has interests 
that are more important than the balance sheet of an individual corporation. 
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Chairman Crane. Thank you, Mr. Anderson. 

And our next witness is Mr. Hatano. 

STATEMENT OF DARYL HATANO, VICE PRESIDENT, 

INTERNATIONAL TRADE AND GOVERNMENT AFFAIRS, 

SEMICONDUCTOR INDUSTRY ASSOCIATION 

Mr. Hatano. Thank you, Mr. Chairman. Thank you for this op- 
portunity to present the views of the U.S. semiconductor industry. 

The SLA supports China’s accession to the WTO, but only if it is 
done on a sound commercial basis. U.S. semiconductor makers em- 
ploy 260,000 people in the United States. Our products are the ena- 
bling technology behind the nearly $400 billion U.S. electronics 
industry, which provides jobs for 2.5 million Americans. 

Half of our industry’s revenues are outside the United States, 
making open markets essential for our continued growth and 
success. 

The Chinese semiconductor market currently is estimated to be 
nearly $3 billion, and it is growing at a rapid rate. Demand for 
semiconductors in China has grown about 24 percent annually over 
the last 10 years, and China has the potential to become one of the 
world’s largest semiconductor markets over the next 10 years. 

Presently, Chinese producers can only supply about a quarter to 
one-third of China’s semiconductor needs, and these are often low- 
end devices used primarily in consumer appliances. 

Virtually all sophisticated semiconductors needed by Chinese 
electronics firms must be imported, creating a major commercial 
opportunity for United States producers. 

Today I would like to highlight four items which we believe must 
be key United States negotiating objectives for China’s WTO acces- 
sion. They are: Discouraging Government pressure to transfer tech- 
nology; protecting intellectual property; providing trading rights; 
and, finally, eliminating tariffs. 

First, with regard to technology transfer, the Chinese Govern- 
ment is seeking to develop its domestic chip industry by persuading 
foreign firms to invest in China and transfer their technology to 
Chinese firms through joint ventures and other partnership 
arrangements. 

In return, it is suggested that increased market access will be 
available to those firms willing to share their technology. Discour- 
aging such practices must be a primary objective of our U.S. 
negotiators. 

Other investment restrictions in China also may force United 
States firms to transfer technology to Chinese firms. For example, 
if a company wishes to establish a manufacturing plant in China, 
it is expected to export a certain percentage of its production. But, 
there are no uniform rules. Each arrangement is negotiated on a 
project-specific basis, and the percentage to be exported can be 
lower if the foreign firm transfers technology. These investment re- 
strictions must be eliminated. 

In fact, I believe that China’s development will be faster if Unit- 
ed States firms are encouraged to transfer technolo^ on the basis 
of commercial considerations rather than on the basis of such gov- 
ernment pressure. 
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Second, last year the U.S. chip industry invested $6 billion in 
R&D, so intellectual property protection is critical. 

China’s current level of technological development does not per- 
mit it to illegally use advanced United States products. However, 
China’s capabilities in the semiconductor sector are rapidly advanc- 
ing, so it is essential that China commit to full implementation of 
all WTO intellectual property obligations as soon as possible, as 
Ambassador Barshefsky said earlier today. 

This is in China’s interest, as it will encourage investments in 
China and investments from outside of China. 

Third is the more general issue of reform of China’s trade regime 
including elimination of existing restrictions on trading rights for 
foreign firms. 

In response to Representative Houghton^ questions. Ambassador 
Barshefsky explained about the trading rights issue, so at this 
point I would only like to say that if United States companies lack 
the right to import and export goods and to sell and service their 
products in the Chinese market, it will be very difficult to ensure 
that any other reforms will produce a truly open market. 

Finally, on the issue of tariffs, China has already made some 
progress. Earlier this year, China lowered its semiconductor tariffs 
from as high as 20 percent to a maximum of 12 percent, and 6 per- 
cent for most integrated circuits. But, these tariffs are still high 
compared to America’s zero tariffs. And, China recently reimposed 
tariffs as high as 35 percent on semiconductor manufacturing 
equipment, adding a significant burden to United States companies 
seeking to invest in that country. 

The elimination of China’s chip and equipment tariffs serve the 
interests of both United States producers and their Chinese cus- 
tomers. 

I am pleased to say that USTR is working very hard to ensure 
that China obtains membership in the WTO only after making 
these essential reforms. We support continuing that approach. 

Mr. Chairman, thank you for this opportunity to present the 
views of the Semiconductor Industry Association, and I will be 
pleased to answer any questions. 

[The prepared statement follows:] 
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STATEMENT OF DARYL HATANO 
VICE PRESIDENT, INTERNATIONAL TRADE 
AND GOVERNMENT AFFAIRS 
SEMICONDUCTOR INDUSTRY ASSOCIATION 

HEARING ON ACCESSION OF CHINA AND TAIWAN 
TO THE WORLD TRADE ORGANIZATION 

SEPTEMBER 19, 1996 


I appreciate this opportunity to appear before the Subcommittee on Trade of the 
Committee on Ways and Means to present the views of the Semiconductor Industry' Association 
(SIA) on the accession of China and Taiwan to the World Trade Organization (WTO). 

Before discussing the SlA's position on these important issues, I would like to lake a 
minute to give some background on the U.S. semiconductor industry, 

The U.S. Semiconductor Industn 


Semiconductors are an increasingly pervasive aspect of e\ eryda> life, enabling the creation 
of the information superhighway and the functioning of everything from automobiles to modern 
defense systems. 

U.S. semiconductor makers employ 260,000 people nationwide. Their products are the 
enabling technology behind the nearl\ $400 billion U.S. electronics jndusir>, which p^o^ ide5 
employment for 2.5 million Americans. 

The U.S. semiconductor industry is currently the world market share leader, with 1995 
world sales reaching $59 billion, representing almost 4 1 percent of the $144 billion vvorld market. 
Moreover, the world semiconductor market is expected to double b\ the >ear 2000. \n ith projected 
sales of over $300 billion. 

U.S. semiconductor producers are highly committed to maintaining their lead in both 
semiconductor manufacturing and technology. The U.S. semiconductor industry de\oies on 
average 20 percent of its revenues to capital spending and another 1 1 percent to research and 
development — among the hicltest of any U.S. industry . 

While investing heaxily in the industry's future compeiiii\'eness and technological 
capabilities, SIA members also have always actively sought to secure foreign market access for 
U.S. products. Because the semiconductor industry is so global in nature •• roughly half of the 
U S. industry’s revenues are derived from overseas sales — the SlA has been dedicated since its 
inception to promoting free trade and opening world markets. 

For example, the U.S. industry has been in the forefront of efforts to eliminate tariffs on 
semiconductors and related products worldwide. At the Sl.A's urging, both the United States and 
Japan eliminated their semiconductor tariffs in the mid-1980s. Today, the SI.-\ is pushing for 
other nations to eliminate their semiconductor tariffs, ilirouch such means as the proposed 
Information Technology Agreement. 

GiNen China's polenti.i! to become the largest single market for semiconductors in the 
world within a few decades and Taiwan’s growing domestic semiconductor manufacturing 
capability, the SIA belie\es it is essential that the United Stales ensure that China and Taiwan 
accede to llte WTO on a commercially sound basis. Because the focus of the Sl.A's efforts in 
recent years w iih respect to \\'TO accession has been on China, the focus of nn tesiimon> ioda> 
will be on tlie question of China's accession to the WTO. 

Semiconductors in China 


U.S. semiconductor llrms are making substantial conunitments to expand their market 
presence in the Peoples' Republic of China. At the same lime. China is seeking to foster its own 
electronics industry, with a particular empliasis on microelectronics, and is rapidh nio> ing to 
integrate its econom)’ more fully imo the world trading system. .As pan of this process, tlie 
Chinese Government and its electronics industry are inviting closer contacts wiili the I'.S. 
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semiconductor industry, and significant of^xHtunitics and challenges have already become evident. 
In response to these developments, the SIA determined several years ago that an examination was 
needed of the issues confronting the U.S. semiconductor industry as a result of its growing 
presence in China and China’s emergence as a major trading power with a rapidly emerging 
electronics sector. 

The result was an SIA study on China released in February 1 995 entitled "Semiconductors 
in China; Defining American Interests.” The study was intended to be a contribution to the 
infonnation base ttecessary to support a constructive dialogue on issues of mutual interest and 
concern as commefclal and technological tics grow between the U.S. and Chinese industries. The 
following information ts based on that study and updated information gathered through a series 
of annual trips to China undertaken by the SIA to foster a better understanding of the Chinese 
market and to explain to Chinese officials U.S. semiconductor industry concerns regarding 
China’s trade and economic regime. 

While statistical data on Chinese ^miconductor demand and output are limited, the market 
currently is estimated to be nearly $3 billion and it is growing at a rapid rate. From 1985 to 
1995, the average growth rate in semicondiK:tor demand in China has been about 24 percent per 
year. A number of observers believe that in light of China’s growing domestic demand for 
electronics products, China will become the world’s largest semiconductor market in 1 0- 1 5 years. 

Presently local production can only supply about 25 to 33 percent of China’s semiconduc- 
tor needs, and these represent primarily low-end devices used in consumer electronics products 
like refrigerators, washing machines, radios, and televisions. Virtually all sophisticated 
semiconductors needed by Chinese electronics firms must be imported, a pattern that will not 
change significantly over the short run. This continuing shortfall creates a major commercial 
opportunity for U.S. producers. 

At the same time, the Chinese Government, through its Ministry of Electronics Industry, 
is undertaking a significant effort to develop a competitive domestic Chinese semiconductor 
industry. While most semiconductor technology in China is currently at the 1 .2 micron level, the 
Chinese Government is undertaking a number of projects designed to obtain cutting edge 
manufacturing technology at 0.35-0.50 micron level, which would allow the Chinese industry to 
compete with the U.S. industry and other key world semiconductor producers. 

The focus of this Chinese Government plan to develop its own industry is an effort to 
persuade foreign firms to Invest in China and share their technology with Chinese firms through 
joint ventures and other partnership arrangements. In return, suggestions arc made that increased 
market access may be made available to those firms willing to transfer technology. Reform of 
such practices must be at the heart of any agreement to admit China to the WTO. 

Policy Issues Relating to Chin«*s Accession to the WTO 

The SIA supports China’s bid to join the WTO, but oniy if that accession is accomplished 
on a commercially sound basis. In this regard, the SIA has a number of concerns with regard 
to trade and investment in China, including: (1) Chinese targeting of particular sectors, including 
microelectronics in general and the semiconductor industry in particular; (2) intellectual property 
protection; (3) China’s trade regime, especially with regard to limitations on trading rights; (4) 
China’s tariffs on semiconductors; and (5) investment restrictions in China, including those related 
to government pressure to transfer technology. These particular concerns arc outlined below: 

I - Targeting of certain industrial sectors may restrict U.S. market opportunities . The 
Chinese Government has designated four "pillar" industries for targeting as essential to the 
nation’s long-run economic future: Automobiles, electronics, machinery and peiro- 

leum/petrochemicals. Within electronics, emphasis has been placed on microelectronics. 
Promotional measures are typical of those previously undertaken by many countries: 

• Creation of several large national champions through consolidation of enterprises 
and the channeling of funds on a preferential basis to the favored entities. 

* Acquisition of advanced technology from foreign companies, most commonly 
through joint ventures. 
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• Establishment of numerous Chinese versions of "Silicon Valley," encouraging 
clusters of high technology development within designated zones through a 
combination of tax preferences, trading and other commercial privileges, soft 
loans, and infrastructural assistance. 

• Mobilization of the nation’s research institutes toward specific commercially- 
oriented tasks. 

To date, the auto industry is the only one of the four pillar industries currently operating 
under a formal policy. However, that policy has a number of provisions which violate WTO 
rules. 


There are recent reports that the Chinese Ministry of Electronics Industry also has drafted 
an electronics industrial policy which is now being circulated to other Chinese Government 
ministries for comment. A final policy plan may be issued sometime in the latter half of 1996. 
While no details are currently available, earlier reports indicated that this plan might follow the 
approach of the auto policy and could proscribe foreign majority ownership of semiconductor 
firms, e.stablish export performance requirements for Sino-foreign joint ventures, and provide the 
basis for eventual displacement of foreign semiconductors in the Chinese market by domestically- 
made devices. Of particular concern to the U.S. semiconductor industry are policies to pressure 
foreign firms to transfer advanced technology. If such policies were adopted, the SIA believes 
that they would prove counterproductive over the long run because they would discourage the 
foreign investment necessary to promote China’s technological, economic and market 
development. 

The 1992 U.S. -China Memorandum of Understanding (MOU) on Market Access provides 
that China will eliminate the use of import substitution policies and measures. However, a 
number of the elements outlined above are arguably inconsistent with this commitment. WTO 
rules also limit China’s ability to establish local content requirements. The SIA believes that any 
future policies governing China’s economic development should adhere to the provisions of the 
1 992 MOU and WTO rules. The negotiation of China's accession to the WTO provides the 
appropriate forum for obtaining commitments by China to make the necessary reforms. 

2. Intellectual property protection is inadequate . China has enacted patent, copyright, and 
trademark laws, but their credibility requires strengthened enforcement. While there has been no 
piracy of semiconductor intellectual property to date, the primary constraint at present on misap- 
propriation of U S. semiconductor designs is China’s level of technological development, which 
does not yet permit it to manufacture advanced U.S. products. However, China's capabilities in 
the semiconductor sector are rapidly advancing. Therefore, the SlA lakes very seriously all issues 
relating to intellectual property protection in China and strongly supports the efforts of the U.S. 
Trade Representative over the last few years to negotiate agreements with China to ensure 
increased enforcement of Chinese patent, copyright and trademark laws. 

Of particular concern to the semiconductor industry at present is the fact that compulsory 
licensing remains authorized under Chinese patent law whenever "necessitated by the public 
interest." The WTO Agreement on Trade-Related Aspects of Intellectual Property Rights (TRJPs) 
- to which China is not yet a signatory — prohibits the compulsory licensing of semiconductor 
technology except in certain limited circumstances. China must revise its law to bring it into 
conformity with the TRIPs Agreement as part of its accession to the WTO. 

Accession to the WTO would also require China to enact specific legislation extending 
intellectual property protection to semiconductor layout designs (maskworks). The SIA has been 
told that a draft maskwork protection law has been prepared by the Ministry of Electronics 
Industry and is now under review by the Chinese Patent Office. This is a positive development 
and every effort should be made to encourage the Chinese Government to continue to move 
forward on this front as expeditiously as possible. 

The SIA believes that China’s Protocol of Accession to the WTO should commit China 
to abide by the obligations of the TRIPs Agreement without any significant transition period — 
certainly no longer than a year. This is in China’s interest as it will encourage the high 
technology foreign investment it seeks as part of its effort to promote the development of its 
economy. 
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3. China’s trade repime needs restrucluring and does not currently conform to WTO 
requirements . China’s foreign trade regime is a complex system with many anomalies which 
hamper the operations of U.S. firms in China; 

• "Trading rights," (e.g., the ability to import and export from China), are limited 
to designated enterprises, including foreign-invested firms, which can trade 
products they manufacture in China. U.S. firms doing business in China that lack 
such rights must conduct their business through firms that hold such privileges. 
Moreover, a foreign company generally cannot sell or service end products not 
made in China. This includes the impor^tion of spare parts. These limitations 
are significant impediments to U.S. firms’ ability to access the Chinese market, 
and, if not eliminated, may undermine the benefit of other trade liberalization 
measures agreed to by China. 

• Transparency is inadequate. Rules and procedures are frequently not published, 
and are subject to varying "interpretations" by individual officials. The Chinese 
Government is struggling to eliminate corruption. Many products are imported 
through Hong Kong by Hong Kong-based uading companies using a variety of 
complex and circuitous channels. Smuggling is a major problem. 

• Foreign firms are charged more than domestic firms for a variety of business 
expenses in China. Although this practice reportedly is being eliminated, 
advertising costs, hotels rates, airfare, and office rental rates, for example, all can 
run from 20 to 100 percent higher than the rates charged domestic firms. Local 
employees must also be hired through designated foreign employment services 
companies, which may collect as much as half the salary paid for the employee’s 
services. 

• While foreign exchange controls were substantially liberalized in July 1996, the 
continued non-convertibility the local Chinese currency injects an element of 
uncertainty in business operations for many U.S. firms. 

China must commit to a broad range of reforms to its trade regime as outlined in the next 
section of ray testimony as part of its Protocol of Accession to the WTO. These reforms should 
include: Uniform administration of its regime, elimination of limitations on trading rights for 
foreign firms, increased transparency of its trade regulations and tariffs through full publication 
with a period for public comment prior to implementation of any new rules or regulations, 
provision of an opportunity for independent judicial review, and non-discriminatory imposition 
of import and export licensing requirements and elimination of such requirements by a date 
certain. 


4. China’s tariffs on semiconductors must be reduced . China’s desire to enter the WTO 
as a "developing country" reflects, in substantial part, its desire to use high tariffs to protect its 
targeted industries, notably electronics. While China has made suides in the right direction, 
lowering its semiconductor tariffs from as high as 20 percent to a maximum of 1 2 percent in the 
last year, these tariffs are still high compared to the zero tariffs imposed on semiconductors by 
the United States, Japan, Canada and Mexico. These tariffs tend to be higher on low-end 
semiconductors which China can make domestically, and lower on complex devices which must 
be imported. 

A related problem concerns the very high tariffs — up to 35 percent — recently reimposed 
by China on semiconductor manufacturing equipment and other capital equipment imported into 
China. At the end of December 1995, China’s State Council announced that as part of a series 
of major reforms in its import tax regime it would eliminate previously existing tariff and value 
added tax (VAT) exemptions for imports of o^iital equipment for foreign enterprises, effective 
April 1, 1996. Until this change, foreign-owned companies in China and Sino-foreign joint 
ventures did not have pay a VAT or duty on capital equipment imports. Now these companies 
must pay an import duly plus a VAT of 17% assessed on the value of the equipment plus the 
customs duty. Given that tariffs on capital equipment continue to be relatively high, this 
combination significantly raises the cost of capital imports. 
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The SIA believes China's best interests would be served by eliminating tariffs on 
semiconductors, semiconductor manufacturing equipment, and personal computers. The SIA 
believes that elimination of these duties would spur development of a competitive microelec- 
tronics industry in China, as it has in other nations. 

5. Investment restrictions in China limit U.S. market opportunities and mav force U.S. 
firms to transfer technology to Chinese firms . While Chinese officials, especially at the local and 
provincial level, are quite interested in promoting foreign direct investment in China, a number 
of complex and negotiable requirements exist for forcign-owned ventures. These rules place a 
number of restrictions on foreign investment in various sectors; 

• 100 percent foreign ownership of manufacturing facilities is permitted in China, 
but as a general rule, it appears that, under an unpublished policy applicable to the 
electronics industry, 100 percent of such a facility's output must normally be 
exported. A 70/30 foreign majority-owned joint venture is generally required 
under the same policy to export 70 percent of its production, but there are no 
unifonn rules; each arrangement is negotiated on a project-specific basis. For 
instance, one U.S. company reportedly has negotiated the export requirement out 
of its contract, but agreed instead to reinvest ail profits earned from domestic 
sales. 

• Despite the absence of any explicit legal obligations to meet specific export 
percentages (except for purposes of obtaining preferential tax treatment or 
qualifying to establish a wholly foreign-owned enterprise) many U.S. companies 
have been pressed by the Chinese approval authorities to agree to export targets. 
Although such rules are not always enforced, a company can legally be held 
accountable for non-compliance at a future date. 

• There are localization requirements for parts and materials for products made in 
China which are not technically legal requirements, yet firms must file localization 
plans with their foreign investment application. Furthcrrnorc. the Chinese 
Government audits foreign firms to <fetermine local content and what constitutes 
local content can be subject to many definitions. For example, importation via a 
Chinese distributor can qualify a part as "local.” Chinese industrial policies, such 
as the auto industrial policy, ^$o contain local content requirements. 

Such requirements may be imposed not only as ^ict legal obligations, but also as a quid- 
pro-quo for preferential treatment by individual officials at the national or sub-national level. 
These measures are often used as levers to obtain transfer of technology from foreign firms. 
Elimination of these investment restrictions would benefit China as well as its trading partners 
by encouraging greater investment in China and thereby speeding the development of China's 
capabilities in high technology manufacturing. 

Terms of China^s WTO Accession 


Reform of the above areas must be part of the WTO accession negotiations for China if 
it is to enter the WTO on a commercially sound basis. The SIA recommends that the following 
specific reforms be included in China’s Protocol of Accession to the WTO: 

Technology Transfer . Every effort should be made to ensure that the Protocol includes 
commitments by China not to impose de jure or de facto requirements to transfer technology on 
foreign firms seeking market access or the right to establish and operate facilities in China. Such 
requirements may be imposed not only as strict legal obligations, but also as a quid-pro-quo for 
preferential treatment by individual officials at (he national or sub-national level. Therefore, it 
is essential that the broadest possible conception of principles of non-discrimination and national 
treatment be established in the Protocol. Furthermore, this must be done not only in the sections 
of the Protocol concerning non-discrimination, but also in the sections relating to uniform 
administration of the trade and tariff regimes, trading rights, non-tariff measures, import and 
export licensing, and trade-related investment measures. These measures are often used as levers 
to obtain transfer of technology from foreign firms. 
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Intellectual Property Protection . China must commit in the Protocol to full implementa- 
tion of the obligations of the Agreement on Trade-Related Aspects of Intellectual Property Rights 
(TRIPs) and should agree to meet these obligations as soon as possible — certainly no later than 
within one year of its entry into the WTO. China should also enact a maskwork protection law, 
as specified in the TRIPs Agreement, as soon as possible. 

Reform of Trade Regime . China must commit to a broad range of reforms to its trade 
regime. These reforms should include: 

• Elimination of existing restrictions on trading rights for foreign firms. If foreign 
enterprises lack the right to import and export goods, and sell and service their 
products in the domestic market, it will be very difficult to ensure that other 
proposed trade and economic reforms produce a truly open market in China for 
U.S. firms. 

• Full observation of the principle of national treatment. This requires a commit- 
ment by China not to condition governmental actions, approvals or contracts, 
including the offer of preferential treatment under China's trade and investment 
regime, upon commitments by foreign firms to meet certain performance 
requirements, including in particular the transfer of technology. National treatment 
should be specified to mean that no preferential arrangements shall be established 
that are linked in any way to requirements relating to investment restrictions, 
technology-transfer, local content, export performance or limitations on domestic 
sales. Reform of these practices should be a central aspect of reform China's trade 
regime. 

• Uniform administration of its trade and investment regime. Uniform application 
should be specified to mean that no preferential arrangements shall be established 
that arc linked in any way to requirements relating to investment restrictions, 
performance requirements of any kind, including in particular transfer of 
technology, local content, export performance, limitations on domestic sales, or on 
the nationality or nature of the enterprise. 

• Increased transparency of its trade regulations through publication with a period 
for public comment prior to implementation of any new rules or regulations. 

• Provision of an opportunity for independent judicial review, especially in areas 
such as intellectual property protection where legal enforcement measures are 
critical. 

« Elimination of existing import and export licensing requirements. 

Tariffs . China must also commit in the maxiie! access negotiations first to bind all its 
semiconductor tarilTs, and then to reduce progressively to zero these tariffs over a set period of 
time, not to exceed ten years. The Republic of Korea committed in the Uruguay Round to 
eliminate its semiconductor tariffs over five years; China should do the same. 

Investment Restrictions . As noted above, all forms of investment restrictions, including 
export performance requirements, local content requirements, and limitations on domestic sales, 
should be prohibited to the fullest extent possible in accordance with WTO rules. 

The SIA strongly supports the efforts of USTR and those of everyone in the Administra- 
tion to ensure that China obtains membership in the WTO only after making the economic 
reforms necessary to ensure that its market access commitments are not nullified and impaired 
by a non-transparent and non-uniform trade regime. 

Taiwan 


Taiwan is becoming a significant manufacturer of DRAM memory chips and electronics 
products like personal computers, although it still imports the vast majority of the semiconductors 
used in its electronics industry. Taiwan is unlikely to shift its reliance on foreign semiconductor 
products in the near future; some experts have predicted that the import market will grow at 15- 
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20 percent per year until the turn of the century. Such demand means that there will be 
significant opportunities for SIA member companies in that nation. However, there are also a 
number of issues that should be considered as Taiwan seeks accession to the WTO: 

• Tariff elimination : Taiwan maintains semiconductor tariffs of about 1 percent, 
which it has said it will eliminate if permitted to enter the WTO. Obtaining this 
tariff elimination would be an important step toward the SIA's goal of tariff>fiee 
trade for semiconductors worldwide. 

• Intellectual property : Taiwan adopted its own maskwork protection law in July 
199S. The enforcement of this law should be reviewed and monitored on an 
active basis. 

• Tareetinp : The Taiwan Government's efforts to promote continued technological 
improvements and increases in the capacity of Taiwanese chip producers should 
be reviewed to ensure their consistency with WTO rules. 

As with China, every effort should be made to ensure that Taiwan enters the WTO on a 
commercially sound basis. 

Conclusion 


The Chinese and Taiwanese semiconductor markets represent major opportunities for the 
U.S. industry, but there are significant risks and hurdles to be addressed as well, especially with 
regard to the rapidly growing Chinese market. 

In microelectronics, China could become orte of the world's leading producers, and. as 
such, it warrants continued monitoring. Ongoing bilateral and multilateral negotiations with 
China over the terms of its full integration into the world trading system can be utilized to 
address those aspects of the Chinese system which are problematic from the perspective of the 
U.S. semiconductor industry. 

The U.S. Government is actively pursuing resolution of U.S. industry issues of concern 
in the negotiations concerning China's accession to the WTO and the SIA strongly supports the 
efforts of USTR and other U.S. Government agencies in this regard. Meanwhile, in meetings 
with (he SIA, officials of the Chinese Government and its electronics industry have demonstrated 
receptivity to many of the U.S. industry issues of concern outlined above. The SIA believes that 
the potential exists for a productive joint effort to address these issues in the context of China’s 
accession to the WTO. 
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Chairman Crane. Thank you, Mr. Hatano. 

Mr. Hall. 

STATEMENT OF ROBERT HALL, VICE PRESmENT AND 

INTERNATIONAL TRADE COUNSEL, NATIONAL RETAIL 

FEDERATION 

Mr. Hall. Thank you, Mr. Chairman, good afternoon. I am Rob- 
ert Hall, vice president and international trade counsel of the Na- 
tional Retail Federation, the nation’s largest trade association rep- 
resenting the American retail industry, and we thank you and the 
Members of the Subcommittee for scheduling this very important 
hearing on the accession of China and Taiwan to the WTO. 

I feel confident that your Subcommittee’s work can lead to a bet- 
ter, more coordinated United States Government approach to deal- 
ing with two of our most important trading partners, China and 
Taiwan. 

The United States retail industry urges caution to both Congress 
and the administration as you proceed in WTO accession talks with 
China and Taiwan. We should negotiate tough, but fair, accession 
protocols that serve not only the Chinese and 'Taiwanese interests, 
but also the interests of all segments of American industry and 
American families. We urge that United States negotiators to not 
bow to domestic protectionist sentiments, but rather to treat China 
as the important trading partner it is, both as a growing United 
States export market and a significant source of products that 
American families buy every day. 

The Federation supports the earliest possible admission of China 
and Taiwan to the WTO as part of a broad administration policy 
of engagement and cooperative trade relations with these two very 
important economies. The longer they are not bound by inter- 
national trading rules that help to make trade more stable, the 
more difficult it is to trade and invest with them. Our opportunities 
to export to them, import from them, and invest in them are se- 
verely restricted by both uncertainty regarding the stability of the 
relationships on the one hand, and by specific tangible barriers to 
trade and investment on the other. 

The Clinton administration has recently embarked on an impor- 
tant initiative to stabilize the political and economic relationship 
with China. This relationship has suffered greatly and unneces- 
sarily over the last year. Important United States trade and invest- 
ment opportunities in China were lost in the process. 

It is indeed time to make a concerted effort to build a stronger 
relationship on a platform of cooperation and mutual respect. This 
is a direction in which we are both now headed and thankfully in 
time to have a positive effect on bringing China and consequently 
Taiwan into the WTO. 

It is in this spirit that the Federation strongly supports exten- 
sion of permanent most-favored-nation tariff treatment to China. It 
is in the interest of American families to do so. 

The annual renewal ritual increases uncertainty, making it very 
difficult for retailers, who typically place orders with China 18 
months ahead of delivery to source from China, yet it is China that 
offers American consumers value-priced goods, as well as goods like 
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silk apparel that are simply not available from other manufactur- 
ers, even those in the United States. 

The uncertainty of continued MFN forces retailers to gamble. 
Should we pay more to buy the goods we could have gotten from 
China from other suppliers, so that we can know for sure what 
price we will pay for them and pass that higher price on to consum- 
ers, or should we risk against the uncertainty of sourcing from 
China, hoping that MFN will continue so we can pass the cost 
savings on to American families? 

The dramatic drop recently in imports of apparel from China, 
which was 31 percent, shows you how significant an impact this 
uncertainty can have. In many instances, retailers and importers 
opted to source goods from countries other than China, countries 
where continued MFN was assured and where retaliation of 
perceived wrongs was not likely. 

The Federation also strongly suggests that Congress and the ad- 
ministration not permit textile trade issues to become stumbling 
blocks that set us back from our broader goals. 

Unfortunately our dealings with China on textile issues so far 
threaten to do just that. Just last week, while lacking the evidence 
to bring criminal or civil charges, the Office of the U.S. Trade 
Representative nevertheless punished China by reducing its quota 
for instances of transshipment of certain apparel products, and 
China has reacted with concern at this action. 

More important, we are approaching the expiration of the bilat- 
eral textile agreement with China. Renewal of that agreement is of 
paramount importance to retailers and American families. 

We would prefer the renewal to include some improvements to 
the pact, improvements we have already suggested to USTR. How- 
ever, if opening the agreement threatens a host of disputes and fur- 
ther restrictions on United States textile and apparel imports from 
China, then retailers would simply prefer a rollover of the existing 
agreement. 

Again, our aim is to preserve the United States-China relation- 
ship to improve the terms of the dialog and to foster the mutual 
respect that will ultimately bring China into the WTO as soon as 
possible. A long and contentious negotiation over the contents of a 
new, more protectionist United States-China textile agreement 
should not be permitted to threaten that ultimate goal. 

With the introduction of the textile bill by Congressman Spratt 
recently, the United States textile and apparel industries have al- 
ready laid a proposal on the table to severely restrict China’s ac- 
cess to United States textile and apparel markets as part of the 
price China would have to pay for United States support to join the 
WTO. 

But, how can we hope to gain greater access to China’s textile 
and apparel markets when we are so quick to close ours to them? 

Remember the ATC, the Agreement on Textiles and Clothing, as 
part of the GATT, does very little to liberalize United States tariffs 
on Chinese imports, just quotas. If we put off quota liberalization 
as the textile industry requests why should not China and Taiwan 
put off their textile trade liberalization to the disadvantage of Unit- 
ed States exporters, including United States textile manufacturers 
and United States cotton producers? 
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In trade with China, we have crossed the bar of intrasectoral 
trade battles. As we learned from the IPR debate earlier this year, 
the United States retaliation list had very little to do with the 
items being pirated by some of the businesses in China. Similarly, 
the Chinese counterretaliation list had even less in common with 
the United States list. The United States targeted textile and ap- 
parel imports, toys, consumer electronics, while the Chinese Gov- 
ernment listed United States agricultural products, telecommuni- 
cations equipment, and heavy machinery, among others, as its tar- 
gets for prohibitive tariffs. 

Our two-way trade is more linked now than ever. We should not 
play protectionist politics with China in the hopes we can contain 
the collateral damage within a single sector that we could sustain 
in em unnecessary trade war. 

Our trading relationship has grown far more complicated. And as 
we set out to improve our trading relations with China, we should 
never forget these strategic issues. 

Mr. Chairman, America’s retailers stand ready to assist you and 
other Members of this Subcommittee in your efforts to ensure that 
the United States negotiates a tough, but fair, protocol with the 
Chinese Government and, in turn, the Taiwanese Government, and 
we thank you for allowing us to testify. 

[The prepared statement follows;] 
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Testimony OP Robert Hall 
National Retail Federatiih* 


I. Introduction 

Good afternoon, I am Robert Hall, Vice President and International Trade 
Counsel at the National Retail Federation ("the Federation”), the nation's largest 
trade association representing the American retail industry. Our membership 
includes the leading department, specialty, discount, mass merchandise and 
independent stores, as well as 32 national associations and 50 state associations. 
Our members represent an industry that encompasses over 1.4 million retail 
establishments, employs more than 20 million people, 1 in 5 American workers, and 
registered 1995 sales in excess of $1.3 trillion. 

Mr. Chairman, the American retail industry thanks you and members of this 
subcommittee for scheduling this important hearing on the accession of China and 
Taiwan to the World Trade Organization (WTO). I feel confident that your 
committee’s work can lead to a better, more coordinated U.S. government approach 
to dealing with two of our most significant trading partners, China and Taiwan. 

The U.S. retail industry urges caution to both Congress and the 
Administration as you proceed in WTO accession talks with China and Taiwan. We 
should negotiate tough, but fair, accession protocols that serve not only Chinese and 
Taiwanese interests, but also the interests of all segments of American industry 
and American families. We urge the U.S. negotiators not to bow to domestic 
protectionist sentiments, but rather to treat China as the important trading partner 
it is, both as a growing U.S. export market and a siginificant source of products that 
American families buy every day. 


II. U.S. Support for the Membership of China and Taiwan in the WTO Should 

Flow from the Effort to Broad en and Strengthen the U.S.-China Relatjonshin 

The Federation supports the earhest possible admission of China and Taiwan 
to WTO as part of a broad Administration policy of engagement and cooperative 
trade relations with these two very important economies. The longer they are not 
bound by international trading rules that help to make trade more stable, the more 
difficult it is to trade and invest with them. Our opportunities to export to them, 
import fi-om them and invest in them are severely restricted, by both uncertainty 
regarding the stability of the relationships, on the one hand, and by specific, 
tangible barriers to trade wd investment on the other. 
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The Clinton administration has recently embarked on an important initiatiye 
to stabilize the political and economic relationship with China. This relationship 
has suffered greatly and unnecessarily over the l^t year. Important U.S. trade and 
investment opportunities in China were lost in the process. It is indeed time to 
make a concerted effort to build a stronger relationsbip on a platform of cooperation 
and mutual respect. This is the direction in which we are now headed, and 
thankfully in time to have a positive effect on bringing China, and consequently 
Taiwan, into the WTO. 

It is in this spirit that the Federation strongly supports the extension of 
permanent most-favored-nation (MFN) tariff treatment to China. It is in the 
interests of American families to do so. The annual renewal ritual increases 
uncertainty, making it very difficult for retailers, who typically place orders with 
China 18 months ahead of delivery, to source from China. Yet it is China that 
offers American consumers value-priced goods, as well as goods like silk apparel, 
that are simply not available firom other manufacturers, even in the United States. 
The imcertainty of continued MFN forces retailers to gamble: should we pay more 
to buy the goods we would have gotten from C hina firom other suppliers, so that we 
can know for sure what price we will pay for them, and pass the higher prices on to 
our customers? Or should we risk the uncertainty of sourcing firom China, hoping 
that MFN will continue so that we can pass the cost savings on to American 
families? The dramatic drop recently in imports of apparel from China shows you 
how significant an impact this uncertainty can have. In many instances, retailers 
and other importers opted to source goods from countries other than China, 
coimtries .where continued MFN was assmed, and where retaliation over perceived 
wrongs was not likely. 


III. Textile Trade Problems Should Not Be Permitted to Compromise Our 

Broader Goals 

The Federation also strongly suggests that Cottgress and the Administration 
not permit textile trade issues to become stumbling blocks that set us back firom our 
broader goals. Unfortunately, our dealings with China on textile issues, so far, 
threaten to do just that. Just last week, while lacking the evidence to bring civil or 
criminal charges, the Office of the U.S. Trade Representative nevertheleBS punished 
China by reducing its quota for instances of transshipment of certain apparel 
products, and China has reacted with strong concern to the action. More inqiortant, 
we are approaching the expiration of a bilateral textile agreement with China. 
Renewal of that agreement is of paramount importance to retailers. We would 
prefer the renewal to include some important improvements to the pact, 
improvements we have already suggested to the Office of the U.S. Trade 
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Representative. However, if opening the agreement threatens a host of disputes 
and further restrictions on U.S. textile and apparel imports from China, then 
retailws would prefer a simple rollover of the existing agreement. Again, our aim is 
to preserve the lJ.S.-Cliina relationship, to improve the terms of tiie dialogue, and 
to foster mutual respect that will ultimately bring China into the WTO as soon as 
possible. A long and contentious negotiation over the contents of a new, more 
protectionist U.S.-China textile agreement should not be permitted to threaten that 
ultimate goal. 

With the introduction of H.R. 3654 (the Spratt textile bill), the U.S. textUe 
and apparel industries have already laid a proposal on the table to severely restrict 
China's access to the U.S. textile and apparel markets as part of the price China 
would have to pay for U.S. support to join the WTO. But how can we hope to gain 
greater access to China's textile and apparel markets when we are so quick to dose 
ours to them? Remember the Agreement on Textiles and Clothing (ATU) does very 
little to liberalize U.S. tariffs on Chinese imports, just quotas. If we put off quota 
liberalization as the textile industry demands, why should not China and Taiwan 
put off their textile trade liberalization to the disadvantage of American exporters, 
including U.S. textile manufactm^rs? 

In trade with China, we have crossed the bar of intra-sectoral trade battles. 
As we learned from the intellectual property ri^ts (IPR) debate earlier this year, 
the U.S retaliation list had very litUe to do with the items being allegedly pirated 
by some businesses in China. Similarly, the Chinese coimter-retaliation list had 
even less in common with the U.S. retaliation list. The U.S. targeted textile and 
apparel imports, toys and consumer electronics, while the Chinese government 
listed U.S. agricultural products, telecommunications equipment and heavy 
machinery, among others, as its targets for prohibitive tariffs. Our two-way trade is 
more linked than ever. We should not play protectionist politics with China in the 
hopes we can contain the collateral damage within a single sector that we could 
sustain in an unnecessary trade war. Our trading relationship has grown far more 
complicated and as we set out to improve our trading relations with China, we 
should not forget these strategic issues. 


IV. Conclusion 

Mr. Chairman, America’s retailers stand ready to assist you and others 
members of this Conunittee in your efforts to enstire that the United States 
negotiate a tough, but fair, accession protocol with the Chinese government and, in 
turn, the Taiwanese government. We thank you for aUowing us to testify this 
afternoon. 
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Chairman CRANE. Thank you, Mr. Hall. 

Mr. Bremer. 

STATEMENT OF CHARLES V. BREMER, DIRECTOR, INTER- 
NATIONAL TRADE, AMERICAN TEXTILE MANUFACTURERS 

INSTITUTE 

Mr. Bremer. Thank you, Mr. Chairman. 

Among the issues and challenges facing the domestic textile in- 
dustry, which ATMI represents, and its 634,000 full-time employ- 
ees, none is more daunting than international trade, and no single 
element of that challenge looms larger than China, the world’s 
largest textile and apparel exporter. 

China has captured this role of primacy by a long and systematic 
pattern of unfair and illegal conduct, conduct which renders China 
ineligible for and undeserving of membership in the World Trade 
Organization. 

Before China can be admitted to the WTO, it must look like, 
sound like, and act like a responsible member of the international 
trading community. At the very least, this would entail the accom- 
plishment — the accomplishment, not the notice of intent, not the 
commitment, not the agreement, not the promise — of the following 
reforms. 

It must have a convertible currency with one and only one rate 
of exchange. 

It must cease the repeated violation of trade agreements to 
which it is a signatory. 

It must end the subsidization of its exports. It must stop dump- 
ing its exports in foreign markets. 

It must open its domestic markets to imports, which means 
among other things, lowering tariffs to reasonable levels, binding 
them to the WTO, removing capricious and arbitrary nontariff 
barriers, and adopting truly transparent rules and regulations. 

China must abolish its export performance-linked investment 
laws. 

It must not constrain its import trade through State-controlled 
quasi-commercial enterprises. 

And finally, it must cease forthwith its massive and unremitting 
intellectual property violations which are nothing less than naked 
theft. 

With regard to this last item, ATMI realizes that China signed 
an agreement earlier this year to terminate such practices. But, 
ATMI is not as sanguine as others that this commitment will be 
honored. China promised the same thing in 1992 and in 1995. Our 
industry continues to be victimized by Chinese theft of our 
members’ intellectual property. 

But, even if China does end its intellectual property piracy, it 
has made no commitment to cease any of the other practices cited. 
Any of them individually would be grounds to carefully consider 
China’s accession to the WTO. Collectively, they should forbid even 
the consideration of China’s accession. 

Thus far the United States has been steadfast in articulating the 
conditions under which it will consent to China’s membership in 
the WTO, and it should continue to do so. 
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Despite what they may say publicly, the rest of the world pri- 
vately expects and hopes the United States will continue to exhibit 
leadership in this respect. No one, it seems, and certainly no one 
in Geneva, wants to stand up to China, preferring, as is so often 
the case, to leave that burden to the United States. 

That being so, the United States has the right to dictate the 
terms for China’s accession, and those terms, ATMI respectfully 
suggests, Mr. Chairman, should be those set forth above. 

There remains one further condition regarding China’s accession 
about which the United States must be unwelding — whether China 
will be permitted in the WTO as a developing country, thus exempt 
from many of the disciplines and obligations which bind the devel- 
oped members. 

It is ludicrous for China to seek accession as a developing coun- 
try member, and it would be folly for any sitting member of the 
WTO to accept China’s self-described developing country status. 

Any country that is self-sufficient in the production of military 
hardware, that sells guided missiles, that has nuclear weapons and 
the wherewithal to deliver them, and which is engaged in a com- 
mercial satellite launching program in competition with France 
and the United States, is not a developing country, pure and 
simple. 

Any country whose exports are larger than Korea’s, Spain’s, 
Switzerland’s, or Taiwan’s and are growing faster than any other 
country in the world is not a developing country. The country 
whose trade surplus with the United States has grown even larger 
than Japan’s is certainly not a developing country by any trade- 
related criterion. 

Finally, it is worth reviewing for the Subcommittee China’s out- 
rageous behavior with respect to customs fraud and textile quota 
circumvention. 

The U.S. Customs Service has estimated that illegal shipments 
of textiles and clothing from China, primarily through Hong Kong 
and Macao, amount to between $2 and $4 billion per year. 

We are pleased the U.S. Customs Service and the Office of the 
U.S. Trade Representative are intensif 3 dng their efforts to combat 
China’s repeated circumvention of its textile trade agreement with 
the United States and United States laws and to impose the appro- 
priate penalties. 

In conclusion, Mr. Chairman, ATMI earnestly recommends to the 
Congress and the administration that the United States continue 
its policy of requiring China to conduct its trade affairs in a respon- 
sible, transparent, and forthright manner before it can be admitted 
to the World Trade Organization. 

Thank you, Mr. Chairman, for the opportunity for ATMI to speak 
on this important matter. 

Chairman CRANE. Thank you, Mr. Bremer. 

Mr. Hatano, does the large amount of State involvement in the 
Chinese economy make it harder for the semiconductor industry 
manufacturers to resist Chinese demands to transfer technology 
and source components locally and comply with the local invest- 
ment restrictions? 

Mr. Hatano. Absolutely. A lot of the rules that the Chinese Gov- 
ernment has put on make it very difficult. And, I think one of the 



137 


other problems we have is that in other contexts, if you are dealing 
with other countries and you want to transfer technology on a com- 
mercial basis, there is a market there. You can go to one company; 
if they are not offering a good deal, you can go to another company. 

The problem with China is, because it is pretty much centrally 
government-controlled, with the exception of a few local govern- 
ments, you are dealing much more with one body, and you do not 
have that same bargaining power that you do in other contexts. 

Chairman Crane. A question that I would like to put to Mr. An- 
derson, but have Mr. Bremer comment, too: What industries do you 
believe would be most negatively affected if China were to enter 
the WTO as a developing, rather than developed, country? 

Mr. Anderson. The impact, Mr. Chairman, would be to allow 
China to continue the kind of predatory practices that they 
currently employ. 

While there is no hard and fast rule as to what conditions are 
for a developing, as opposed to a developed, member of the WTO, 
it implies at least much longer phaseouts of WTO inconsistent 
practices. It implies at least the grandfathering of many practices 
that are detrimental to the United States. 

So, I think it would fundamentally mean continued harm, a con- 
tinued downward pressure on Unitied States workers’ wages, and 
continued pressure on United States industry, as has been noted 
by many of the witnesses here today, to transfer plant and equip- 
ment and technology to the People’s Republic of China on terms 
that have nothing to do with their commercial interests. 

It would be disaster for this country if we acceded to that kind 
of situation. 

Chairman Crane. Mr. Bremer, I think I heard you speak on that 
with regard to a targeted industry. Do you have any broader view 
of that. 

Mr. Bremer. Yes, Mr. Chairman. I believe that if China were al- 
lowed to join the WTO as a developing country, nearly all manufac- 
turing industries in this country, with the exception of the ad- 
vanced and high-tech industries such as computer manufacturing, 
but every other manufacturing industry and any industry depend- 
ent upon intellectual property would suffer. 

As a developing country member, China could postpone its adop- 
tion of the investment and — the intellectual property codes of the 
WTO for years. As a developing country member trying to continue 
its subsidization of its exports — even though I understand the U.S. 
Department of Commerce says there are no subsidies in China; I 
find that ridiculous — they can continue their subsidization, and 
they can continue dumping. 

Every manufacturing — except the very, very advanced and high- 
tech — and the intellectual property industries in this country would 
continue to suffer for years. 

Chairman Crane. Mr. Hatano or Mr. Hall, do you have any 
thoughts on that? 

Mr. Hatano. None, sir. 

Chairman Crane. Mr. Houghton, 

Mr. Houghton. Yes. Thank you very much, Mr. Chairman. 

I guess I am asking a basic question here which does not have 
an3dhing to do with a lot of the testimony. 
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Here we are sitting as American legislative representatives or 
business representatives, and we are looking down the road, and 
you have got this potential behemoth out there whose economy is 
very small at the moment. I mean, it is the counterpart of the 
Benelux countries or something like that. But, you know the num- 
ber of people and the ability of the individuals there, and the 
technology is going to be great. 

So, how would we really handle it, because we recognize that if 
we go to the Smoot-Hawley route, that that is not going to be good? 

Axid yet at the same time, we have got to reach out, whether it 
is with other regional agreements or through GATT or maybe even 
not admitting China to the WTO as a developing country, maybe 
just as a mature country. 

What are the basics here? What are we dealing with? 

And, this is long term because we get sort of mixed up in the in- 
dividual things, whether it hurts semiconductors or whether it 
hurts textiles or other egregious changes in the rules. 

What are the fundamentals that we should be wrestling with in 
this Congress? 

Mr. Anderson. Perhaps I could respond first. Congressman. 

I think the issue confronting, this Subcommittee and the admin- 
istration is how to deal, with a country that currently pays little, 
if any, attention to the kind of trading and commercial norms that 
the World Trade Organization is predicated upon. 

It is a challenge not only for the United States, but for the rest 
of the world community to bring in a country that, by definition, 
has little to do with the basic principles of the World Trade 
Organization. 

If we are going to move toward a rules-based international trad- 
ing system, China perhaps is the supreme test. 

Mr. Houghton. Well, let me just interrupt. So, we do not allow 
them into the World Trade Organization. 

But as you know, China does not have a legislative body. China 
does not have any judicial system. It is all really by administrative 
fiat over there. And it probably will continue that way for a while. 

So, we do not put them in the World Trade Organization. But 
what do we do? What is our role? 

Mr. Anderson. Well, I do not think the issue. Congressman, is 
whether one lets them into the World Trade Organization or not. 

Assume for a moment that we do not let them in. We are of the 
view, that the existing trade and investment relationship — ^they are 
not in the WTO today — has been very detrimental to the interests 
of this country. 

Mr. Houghton. Certainly, certainly. 

Mr. Anderson. We are of the view that it is necessary to teike 
a much more vigorous approach toward our relationship with 
China. 

Mr. Houghton. All right. Now let us just hold here, OK. That 
is fine as a generalization. 

What is the most important, specific thing we should do? 

Mr. Anderson. If China, for example, is found to be in violation 
of freely negotiated agreements — ^for example, the 1992 memoran- 
dum of understanding on market access — where China committed 
to eliminate practices that required the transfer of technology, or 
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required as a condition of investment export performance — the 
USTR says they are in violation of this agreement — 

Mr. Houghton. Right, right. 

Mr. Anderson [continuing]. We should deny access to the United 
States market for a stipulated segment of Chinese-produced goods. 

Mr. Houghton. All right. So, you would be willing — I am not 
saying it is a bad idea — ^but you would be willing to face an all-out 
trade war over that particular issue? 

Mr. Anderson. No, sir. I would be willing to 

Mr. Houghton. No, but that is — those are the dice you are 
playing with. 

Mr. Anderson. No, sir. I would be willing rather to begin a proc- 
ess where the United States vigorously upholds its rights under 
freely entered into agreements. 

The sad position we have found ourselves is that the agreements 
we have reached mean little, because we do not have the will to 
vigorously enforce them. 

Mr. Houghton. Both public and private will, right? 

Mr. Anderson. Yes, sir. 

Mr. Houghton. Are there any other ideas on this? 

Mr. Hatano. Yes, sir. I think one of the things we have been 
looking at is the development of Japan and Korea over the last sev- 
eral decades and how they grew from having no industries at all 
to having very large semiconductor industries and what lessons 
have we learned as an industry within the government, and what 
lessons have been learned through that process. 

One of the lessons, I think, that we have learned is to deal with 
the problem early. In the case of Japan, their industry was engag- 
ing for a long period in having a closed market, subsidies, dump- 
ing, and so forth, before both the industry and the government in 
the United States, responded vigorously in the mideighties. By that 
time, the DRAM industry was largely gone from the United States, 
and to this day we have a relatively small share worldwide in that 
area. 

So, the lesson there is to deal with this problem early. And I 
think in that regard, it is very good that we are trying to address 
many of these concerns within the context of China’s accession into 
the WTO, rather than waiting to deal with it after the problems 
have become a lot larger. 

The second lesson that I think we have learned is that we are 
dealing a lot more on an industry-to-industry basis and trying very 
early to build the links with the Chinese industry and the Chinese 
Government in order to build an understanding with them as to 
how our industry has developed through free market forces. 

An example of this might be tariffs. We got rid of our tariffs in 
the United States, and we did it for very selfish reasons. We did 
it because that helped the computer companies in the United 
States, and it helped our customers, and ultimately that helps U.S. 
semiconductor producers. So, getting rid of U.S. semiconductor 
duties was in our interest. 

We are trying to deliver that message to the Chinese, that if they 
were to get rid of their semiconductor duties, that helps build their 
electronics industry, which ultimately helps their semiconductor 
industry. 
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So, we are trying to address this thing to them as a win-win, not 
as a zero-sum game. 

Mr. Houghton. Let me just interrupt for 1 minute, because I 
guess the light is flashing, and I guess we public ought to stop this. 

But, Mr. Chairman, if I understand correctly what these two gen- 
tlemen have said, is that in order to trade fairly, we must be reso- 
lute in terms of those things which we consider important for us 
to stand by, and therefore we have got to be tough about it — not 
tough, mean; but tough, fair. And that somehow the Government 
and the private industry must work closely together. 

I do not mean to generalize this, but I think 

Chairman Crane. We will take a generalization. 

Mr. Houghton. All right, fine. Thank you, Mr. Chairman. 

Chairman Crane. Well, that concludes our hearing, and I want 
to express our deep appreciation to you for sharing your views and 
expertise with the Subcommittee, and I look forward to an ongoing 
working relationship as we go into that 105th Congress. 

With that, this hearing stands adjourned. 

[Whereupon, at 3:27 p.m., the hearing was adjourned.] 

[Submissions for the record follow:] 
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Statement for the Record Submitted by tbe 
American Apparel Manufacturers Association to the 
Subcommittee on Trade, Committee on Ways and Means 
U.S. House of Representatives 

re: China’s Accession to the World Trade Organization 


The American Apparel Manufacturers Association (AAMA) appreciates this opportunity to 
express its views pertaining to World Trade Organization (WTO) memhership for China. 
AAMA opposes China’s accession to the WTO until China demonstrates a sincere 
willingness and csqrability to obey international trade agreements and provide reciprocity in 
its international relationships. 

AAMA is the central trade association of the U.S. apparel industry, representing more than 
70 percent of U.S. apparel production. AAMA members make everything from socks to 
c:q>s, fiom underwear to shirts and sweaters, to suits and overcoats. While the industry is 
large, most of the companies are relatively small. Most companies have sales under S20 
million and many have sales under SIO million. There are approximately 850,000 apparel 
manufacturing jobs in the U.S. and almost every state has some apparel employment. 
Nineteen states have more than 10,000 apparel jobs and eight of those have more than 
50,000 jobs. Approximately 40% of the American apparel workers are minorities and 90% 
are women. 

The United States and China have maintained a bilateral arrangement for trade in textiles 
and apparel over the past several years, and our experience with China has taught us 
several lessons. Chinese apparel and textile suppliers pay their workers merely cents an 
hour, subsidize and dump their exports, and illegally ship billions of dollars worth of 
merchandise to the United States by circumventing international trade laws and 
agreements. In return, China restricts market access for U.S. apparel products through the 
use of tarilTs and non-tariff baniers to trade, fails to protect the intellectual property rights 
of international commercial enterprises, and does not provide an environment of 
transparency with regard to the basis rules and regulations of doing business. 

It is a fact that the world has become an international marketplace, and a nation’s access 
to the benefits of global commerce should be explicitly linked to its record of 
performance. Therefore, AAMA believes it would be both unwise and unjust to afford 
China membership in the WTO until it ceases the practice of flaunting international trade 
laws and rendering exports to the Chinese market all but impossible. 
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September 16, 1996 

The Honorable Philip M. Crane 
Chairman, Subcommittee on Trade 
Committee on Ways and Means 
233 Cannon House Office Building 
U.S. House of Representativos 
Washington, DC 20515 

Dear Mr. Chairman: 


The American Oilseed Coalition (AOC), the trade association 
representing U.S. oilseed producers and processors on trade policy 
matters, would like to take the opportunity of your upcoming hearings 
on the World Trade Organization (WTO) Singapore Ministerial 
Meeting and the Accession of China and Taiwan to the WTO to 
express how closely our industry's growth is linked to continued 
global trade liberalization in the oilseed and oilseed products sector. 

In the case of the Singapore Ministerial, we have urged the Clinton 
Administration to include a Zero Tariff Initiative for oilseeds and 
oilseed products on the ministerial agenda. A zero tariff initiative for 
oilseeds and oilseed products would locus the attention of WTO 
members on both the need for continued liberalization of world trade 
in this sector (some members are attempting to move in the opposite 
direction) and on the importance of beginning the process before the 
Continuation of the Uruguay Round Agriculture Negotiation gets 
under way in 1999. 

China is the world's largest market for oilseeds and oilseed products 
and therefore Chinese Accession to the WTO is the most important 
trade policy issue before us currently. It is not only vital that the terms 
and the co^itions of Accession for oilseeds and oilseed products be 
liberal, transparent, and compatible with our Level Playing Field 
initiative, it is also important that China's trade relations in general be 
conducted within the framework of WTO rights and obligations. (The 
details of the joint ASA/NOPA position on Chinese accession to the 
WTO is outlined in the attached copy of our December 7, 1995 letter 
to USDA on the subject.) 


Finally, we also would like to express our strong support and 
appreciation of /Voting USTR Charlene Barshef^ and her staff for 
their leadership in these priority issues for the AOC. /Vmbassador 
Barshefsky and the USTR staff continue to take an activa role in 
advancing oilseed and oilseed product liberalization and we 
commend them for their efforts. 


'Sinceuly, 
Chairman ^ 


End; 

T013 
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December 7. 1995 


Mr. Richard Schroetar 

Deputy Administrator, International Trade Policy 
Foreign Agriculture Service 
U.S. Department of Agriculture 
14th i Independence Ave-, S-W-, 

Washinglon, O.C. 20250 

Dear Rich: 

As you continue your negotiations with the Chinese regarding 
their accession to the WTO, and further to our previous 
correspondence of July 17, 1995 and October 10, 1995, we 
appreciate the opportunity to forward for your consideration the 
following: 

' ASA/NOPA ConcepI Paper on a ’Harmonized Import Regime 
for China's Oilseed Ctxnplex'; and 

* Our industry considered analysis of 'China's Import Needs for 
Oilseed and Products* (1998-2005) 

We look forward to discussing these documents with you at an 
appropriate time, but wish to advise that they have been 
developed through joint consultations between ASA and 
NOPA and represent our collective best thinking on these 
subjects. 


With kindest personal regards. 



President, NOPA President, ASA 

Ends: (2) 


INODA 


I3SS 

TWENTY-THIRD 

STREET. 

N.W. 

WASHINGTON. 

OC 

20037-1174 

PHONE: 
(202) 452-M40 

FAX: 

(202) 035-0400 
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Harmonized Import Regime for China's Oilseed Complex 


A single tariff-rate quota (TRQ) would be established for all vegetable oils, including 
palm. The TRQ quantity would be the average of the previous two years' imports of all 
oils; it would be adjusted annually. 

Similar aggregated TRQs would be established for all oilseeds and all protein meals, 
including fishmeal. 

The tariff rate within the TRQ would be zero percent for oils, meals and seeds. The 
tariff rate for imports in excess of the TRQ would be five percent the first year, then four 
percent, three percent, and two percent in subsequent years, then zero percent in the 
fifth year and into the future. The TRQ structure would end in the fifth year. 

n. b. The current applied tariffs for soybeans is 3%; for soybean meal 5% and 
soybean oil 13%. The 5% over quota tariff would not seem to be an unreasonable 
approach to this question. 

Products subject to state trading (vegetable oils) would be treated much like non-state- 
traded items. However, quantities of state-trade items equal to 50 percent of the 
previous two years' imports would be reserved for Ceroils to Import at the zero-percent 
in-quota tariff rate. Non-state-trading entities could import the other 50 percent at the 
zero-percent rate, plus additional stmounts of that item as long as the overall TRQ for 
vegetable oils was not exceeded. Non-state traders then could import more at the 
above-quota tariff rate, even if Ceroils had not exercised its right to import its full in 
quota amount. ( In essence the ‘sub-quota within a quota' concept becomes more of a 
restriction on Ceroils than on non-state traders.) Ceroils' reserved share of the in 
-quota business would decline to 40 percent, 30 percent and 20 percent over the first 
four years, dropping to zero in the fifth year. 

Consideration must be given to developing alternative mechanisms to transfer unused 
portions of the state traded TRQ to non-state traders if not fully utilized to ensure that all 
of the zero or low duty quota is utilized. 

e.g. The TRQ for a given year shall be increased by an amount equal to the unused 
portion of the state traded TRQ from the previous year. 

Comments 


• This arrangement would provide harmonized treatment immediately for all products 
within the oilseed complex. Harmony would be maintained throughout the 
transition period and institutionalized into the future. 

• This arrangement would simplify the import regime for the oilseed complex. 

Instead of having separate treatment for three categories of products-those subject 
to TRQs, those subject to both TRQs and state trading, and those subject only to 



145 


lariffs--there would be one overall framework, with special treatment afforded to 
state-traded items. 

This framework would lead to significant trade liberalization for the oilseed sector. 
The actual tariff rates negotiated may differ from those suggested, but as long as 
they are low and harmonized, the result will be meaningful trade policy reform. 

Time frames for phasing out TRQs and state trading also could change, but the five- 
year period suggested would have the transition mostly completed whgn the next 
round of WTO multilateral agricultural negotiations begins in 1999 or 2000. 

If Chinese negotiators are seeking to increase customs revenues, this proposal 
could be modified slightly to achieve that objective. For instance, if the in-quota 
tariff rate was set at two percent and the above-quota rate at seven percent, we 
would expect a large volume of trade to occur that actually would pay the tariff upon 
entering the country. Since the over-quota tariff is not prohibitive, there would bo 
little pressure to waive it when additional imports are needed. Since the incentives 
to avoid tariffs are minimal, smuggling should be greatly diminished. Thus, this 
structure would tend to be enforceable because there would not be much pressure 
to Import around it. That would be even more the case if value-added taxes (VATs) 
would be eliminated from foods in China. 

This arrangement is compatible with the oilseeds ‘level playing field' (LPF) 
initiative currently being promoted by the oilseed industries of several countries. 

The Chinese have not suggested implementing TRQs for protein meals. Offering 
them a TRQ system for meals may give them a greater sense of control over that 
trade, while maintaining equivalent import treatment of the entire complex. It is 
useful to include fishmeal in this TRQ because the Chinese nonrially import several 
hundred thousand tons of it. Since soybean meal imports have been small, 
combining all meals together will give a relatively large initial TRQ, within which 
soybean meal imports might be able to compete quite effectively. 

Are China's official trade statistics sufficiently accurate to be used in calculating the 
size of the TRQs? If not, what other trade data might be available? 

Some accounting system will be required to keep track of how much product is 
entering at the in-quota tariff rate. If China wishes to use a registration system for 
this purpose, that might be acceptable as long as registrations are issued 
automatically for over-quota amounts. 
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appendix I 


China's Imnort Needa for Oilseeds and Products 
(1996-2005) 


China's mde and lavcsnncni poliaea an axpactad (o nvor impotu of oilseeds to meet growing 
protein meal and vegetable 03 needs. This hu been the tiaditional world paneni fi>r oountties 
with Utge and growing deficitt of meal and o3. Ct^'s oilseed processing indusisy is antiqvated. 
however, and crash eapadly near ports is li»ni*f<t Forecast oUseeds, soybean meal and. vegetable 
o3 import needa for mailrrtlng years 199V87 -20040005, taldng into aeemnr tiine to earpand 
crush capacity near ports, an as foOowa QdillioQ Metric Tons); 



1994/97 

1997/9S 

Oilseeds' 
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2.0 

Vegetable Oil 

3.t. 

4.2 

Soybean Meal 
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1.S 


2001/2002 

2002/2003 
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9.0 
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Soybean Meal 
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I99a/99 

1999/2000 
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4.6 

4.7 

2.2 
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3.2 

2003/2004 
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10.3 

12.0 


5.4 

5.7 


4.5 

5.2 



Chita's past vegetable o3 and protein meals usage trends are of limited value in forecasting Siturc 
consumption levels and import needs due to the following foclors: 

• Rigid tadooingofv^clible 03 and animal products oonsumptioa prior to 1993. 

• Past constraiou <» imports. 

• Accdrtition of the rapid uibanizatioo trend. 


Soybeans are ecpected to nuke up over 90 peteent of oUseeds imports. 
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By udUzmg appropriate aawoiptioas, Chrru's {ucura imporx ocerB can be projeetod with i 
'rcuooabte' degree of reliability. Cbitui's crad^ investment and other policies will, of course, 
detemnne actual fiiture im{x}tt levels. The following key assumptioiia were utilized in detennitiiog 
China's import needs G>r niaricetiag years 199S^7 - 2004/2005; 


• 03? growth in China for the period 1995-2000 will average 10 pereeal per yw, and 7 
percent per year in the period 2000-2005. 

• Sapid ushacization will continue. The following popularion ahifis neSect trends ^served in 
Onrsa and one percent annual population growth: 


Total 

Sunl 

Cities and Towns 


CHINA ?0?DLATI0N 
1994 

1.198 bSlion 

8SS million 
343 million 


2005 

1.340 billion 


804n]illioo 
536 mOIion 


The above population ahift will stimulate both animal products and vegetable oil consumption. 

• Domestic oilseed production will increase by 3 percent and vegaiable oil production from 
local oilseeds will expand by 4 percent per year between 1996 and 2005. Kgher oil extraction 
rates arc expected from new odseods varieties and modeniizatlon of oilseed processing plants. 
Also, most of Chin a ' s increased oilseed production is expected to be lapeseed, with oiUy a 
small annual increase in soybean output. Below is a comparison of cutrent II.S. and China 
oilseed extraction rates: 


US. AND CHINA vegetable OH, EXTRACTION RATES (PERCENT) 



ILS. 

CHINA 

Soybeans 

19 

15 

Kapeseed 

40 

33 

Sunflower 

40 

34 

CoRiDoseod 

17 

IS 
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• Vegetable oil coesumptioa will inoroase at an rale of 8 peteenc in the period 1996-2000 

and S percent in the period 2001-2005. 

• Proccia meal coosurapoon (aoybean meal equivalent) will bcrcaac at an anoual rate of 10 
pefccnt in the period 1996-2000 and 8 percent in the period 2001-200S. The rapid growth of 
soybean meal uiagewiU be due largely to neater usage of soybean meal in hog rations and 
very sharp expansion of the broiler iisdustiy. 

In Sqitember, 199S China had 436 millian hogs of which 85 percent wete in the back yards of 
lural residenu and receive very Cole proteb supplementt in dkeir ntions. With uibanizatioa 
(see above) muchoftbebaelyitdpcoductioat^ shift to eoanncnial operatioiu to supply the 
larger urban popuiatloo. TUs shift ofhagpraduetlonvnil also laiantsleinereased vegetable 
oil usage bee^se the Chinese motdng to cities and towns win no loagcr have the lard fiom the 
bog or two they slsngbered for thdr own use each yaar. 

• Domestic protein meal produetiaa (soybean meal equivalent) wiU increase Iqr 3 percent per 
year in the period 1996-200S. 

• There will be no direct oonsumerrttioniagofvegeuble oil and aidmil products, nor 
egccessively high consumer prices wbieh would cuitaU cooBimption. 

a Mbdente growth of world prices ibr oilseeda and pnduclt. 

• There win be large ftxcign investment In China's rnlsaed processiag Induttiy. 
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STATEMENT OF CAMPBELL SOUP COMPANY 
BEFORE THE TRADE SUBCOMMITTEE OF THE 
HOUSE COMMITTEE ON WAYS AND MEANS 
REGARDING CHINA AND TAIWAN’S ACCESSION 
TO THE WORLD TRADE ORGANIZATION 


I. INTRODUCTION 

This statement is filed by Campbell Soup Company (“Campbell'’), headquartered 
in Camden, New Jersey, in response to the August 22, 1996, House Ways and Means 
Committee invitation for public comments relating to the Trade Subcommittee hearings 
on China and Taiwan’s application to accede to the World Trade Organization (“WTO”). 

This statement summarizes Campbell’s priority in seeing that Taiwan reduces its 
25 percent ad valorem tariff on canned condensed soup (HTS No. 2104.10.11 and 
2104.10.19) to 12 percent upon entry into the WTO, to be reduced to 7 percent over 3 
years. While a reduction in the soup tariff is the company’s highest market access 
priority, Taiwan’s 32.5 percent and 35 percent tariffs on cookies and “V-8” vegetable 
juice, respectively, are also important to the company. 

11. ABOUT CAMPBELL SOUP COMPANY 

Campbell is a major U.S. food processing company known internationally as one 
of the leading manufacturers and marketers of branded consumer food products. Net 
sales in its fiscal year ending July 1996 were $7.7 billion, of which $5.3 billion were U.S. 
domestic sales. Campbell employs 40.650 people worldwide and operates more than 75 
facilities in over 22 countries. 

Campbell is the largest manufacturer of soup in the U.S. and purchases enormous 
quantities of U.S. agricultural products. For example, Campbell uses millions of pounds 
of chicken, com, tomatoes, broccoli, carrots, ^eat flour, com syrup and potatoes. 

Campbell Soup exports to Taiwan are manufactured principally in Sacramento, 
California. Campbell’s chicken broth, creamy chicken with com, cream of chicken, 
cream of mushroom and com potage ^ expected to be the most popular canned soup 
flavors in Taiwan. 

111. CAMPBELL’S LONGSTANDING EFFORTS 
TO REDUCE TAIWAN’S TARIFFS 

Since 1988, Campbell has requested U.S. Government assistance to significantly 
reduce Taiwan’s soup tariff. Despite a number of “unilateral” trade liberalization 
initiatives by Taiwan, the high soup tariff has only been reduced 5 percent since 1989 and 
this reduction was made only last year. The National Trade Estimate Report on Foreign 
Trade Barriers has indentified Taiwan’s high souo tariff in every Report since 1991. 

Current soup exports by Campbell are small, principally due to the 25 percent 
tariff which increases the average price per can of soup in Taiwan to nearly 150 percent 
more than the price paid by U.S. consumers. 

Campbell’s market analysis reveals that Taiwanese eating habits, tastes, and food 
preferences are similar to those in Hong Kong, where there is no duty imposed on caiuied 
soup and broth imports. The roughly 21 million people in Taiwan today consume less 
than I can of soup per capita per year. Since Hong Kong’s 5.8 million people are 
consuming over 5 cans per capita annually, there is undoubtedly enormous potential 
demand for Campbell's soup in Taiwan, demand that can only be satisfied with a 
significant reduction in the import duty. 
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IV. TAIWAN’S RESPONSE TO U.S. GOVERNMENT REQUESTS 
FOR A TARIFF REDUCTION ON SOUP IMPORTS 

Nearly two years ago. when the bilateral negotiations with Taiwan were still 
active. Taiwan officials informed both Executive Branch officials and Members of 
Congress that it would have a difficult time reducing the soup tariff because its Council 
on Agriculture was engaged in research involving soup production involving "the 
extraction of poultry or animal bones’’ and that “some of our (Taiwan’s] domestic 
producers are already engaged in this business’’ which “would benefit our [Taiwan’s] 
livestock industries by using their by-products". 

At the outset. Campbell uses only the highest grade ingredients in its soups, 
ingredients which ate not based on animal by-products. 

Second, our examination of store shelves in Taiwan indicates that of the very 
small quantity of canned soups available there, only about 10 percent are produced in 
Taiwan. 

Third, no nation with a significant carmed soup market relies on livestock industry 
by-products as a major ingredient for those soups. Creation of a significant canned soup 
maritet (as exists in the United States and Hong Kong) requites top quality products at 
reasonable prices. Campbell has the quality products and will sell them at reasonable 
prices in the absence of prohibitive tariffs. 

Even if Taiwan is able to establish production capabilities for its livestock by- 
product canned soups, it does not have a market for them. Such a marltet will not emerge 
without the kind of aggressive market-building activities which Campbell will undertake 
if it can deliver high quality products to consumers at reasonable prices, not inflated by 
prohibitive tariffs. 


V. CONCLUSION 

The United States trade deficit with Taiwan was S9.7 billion in 1995. nearly $50 
million larger than in 1994. As a condition to entry into the WTO, the U.S. should insist 
that Taiwan make significant tariff reductions on highly competitive U.S.-processed food 
exports such as soups and broths. The history of Taiwan's failure to live up to earlier 
tn^ liberalizing commitments made to the United Slates strongly suggests that tariff 
reductions of interest to U S. exporters such as Campbell must be made muc to the U.S, 
agreeing to Taiwan’s membership in the WTO. 
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SUBCOMMITTEE ON TRADE 
COMMITTEE ON WAYS AND MEANS 

HEARING ON THE ACCESSION OF CHINA AND TAIWAN 
TO THE WORLD TRADE ORGANIZATION 

STATEMENT OF THE DISTILLED SPIRITS COUNCIL 
OF THE UNITED STATES 

The following statement is submitted on behalf of the Distilled Spirits Council of the 
United States, Inc. (DISCUS) for inclusion in the printed record of the Subcommittee's 
hearing on the accession of China and Taiwan to the World Trade Organization (WTO). 
DISCUS is the national trade association which represents U.S. producers, marketers and 
exporters of distilled spirits. 

I. Introduction 

Securing enhanced access to the markets of China and Taiwan is critical to the U.S. 
distilled spirits industry. Exports have become increasingly importam to the U.S. distilled 
spirits industry, as we have faced a 28 percent decline in sales in the United States since 1980. 
^th China and Taiwan have rapidly rising incomes, expanding imports of consumer products, 
and a tradition of consuming distilled spirits. Widi its huge population and rapidly rising 
incomes, China may well be the industry's most promising export market over the long term. 
Taiwan has the potential for more inunediate export gains once our companies no longer face 
barriers to their full participation in the market. Assuming the terms are adequate, accession 
to the WTO will ensure that both China and Taiwan reach their hill potential for exports of 
U.S. distilled spiriu. 

The development of WTO accession packages for China and Taiwan presents an 
excellent opportunity to address the most egregious market access barriers that constrain U.S. 
distilled spirits exports and those of other spirits producers around the world. DISCUS urges 
the U.S. government to join with its counterparts in Europe and North America to address the 
following issues in negotiating terms of accession with China and Taiwan. 

n. Market Access Barriers to Distilled Spirits in Chiiu 

The U.S. distilled spirits industry believes that China has tremendous potential to 
become a major importer of U.S. distilled spirits. However, high tariffs are currently forcing 
trade into unofficial channels, which makes it difficult for U.S. spirits exporters to develop 
and implemern long term strategies to penetrate the market. Besides high tariffs, there are 
many other barriers to trade such as a de faao import monopoly, restrictive distribution 
system, and intellectual property rights violations. Together, these barriers prevent U.S. 
exporters from realizing the true potential of this fast growing market. 

Many of these barriers are incompatible with the fundamental objectives of the General 
Agreement on Tariffs and Trade (GATT). Negotiations on China's accession to the World 
Trade Organization (WTO) and ongoing bilateral discussions offer the opportunity to bring 
China's legislation and practices into conformity with GATT/WTO, which will enhance 
exporters' chances of success in penetrating the China market. 

A. RathmalizatioD of Importation and Distribution System 

Foreign firms are at a severe disadvantage in the Chinese market for imported distilled 
spirits since they are barred from disjtbuting and marketing their own products, official 
imports are limited to a few government controlled importers, and customs treatment is uneven 
throughout China. It is essential that the terms of China's accession to the WTO guarantee 
foreign firms national treaunent with respect to importation, distribution, and marketing of 
imported distilled spirits. 
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1. Restrictioiis on Distributkin by Foreign Finns 

Foreign firms are prohibited from setting up wholly-owned distribution companies. 
They are even barred from investing in joint-ventures with Chinese distributors. U.S. distilled 
spirits companies ate being forced to rely on a small group of Chinese importers and 
distributors that have little experience in promoting consumer goods. Without the right to 
import and distribute their products, U.S. companies are unable to manage the development of 
their brands in the market place. These unwarranted restrictions are seriously hindering the 
growth of U.S. exports, while contributing to the thriving gray market for imported spirits. 
Therefore, the right of foreign companies to establish distribution subsidiaries must be 
guaranteed as part of the terms of China's WTO accession protocol. In addition, U.S. 
negotiators should use this opportunity to identify any differences in the regulations applied to 
private and government-owned distribution networks. 

2. Import Monopoly 

Traditionally, China only gave the right to import distilled spirits to the China National 
Cereals, Oils and Foodstuffs Import and Export Corporation (CEROILS). While some other 
government controlled entities appear to have secured import rights, the current system is still 
too restrictive to allow foreign spirits producers to meet demand for their products. Although 
the quota system for distilled spirits was technically eliminated in December of 1995 according 
to the terms of the 1992 MOU, the strict issuance of licenses that facilitates the existence of 
the monopoly remains a significant barrier to expanding imports into China. The curtailment 
of CEROILS' de facto monopoly on imports will encourage the creation of competing 
importers and distribution networks. This competitive environment is more likely to be able 
to meet demand, and begin to replace the gray market for imported distilled spirits. 

3. Automatic Registration 

China has introduced an automatic registration system which requires importers to 
advise the Chinese government of the quantity aitd value of imports before they arrive. While 
the automatic registration system does not have a quantity limit like a quota, the fact that an 
imported item must be registered before it is permitted to be imported opens up the possibility 
that the new system could be used to limit imports. It is no coincidence that this new 
automatic registration system was installed at the same time the quota system was dropped at 
the end of 1995 in compliance with the 1992 MOU. The automatic registration system is 
administered by the State Planning Commission, and purportedly is to be used only for 
statistical purposes. However, we fear that it will be used to resmet the volume of imports. 
Unless dismantled, automatic registration may become a significant barrier to imports of 
distilled spirits in the future. 

B. Reduction of Tariffs 

High tariffs restrict access for imported distilled spirits to the Chinese market. These 
high tariffs, which are assessed on an od valorem basis, are largely responsible for the 
substantial volume of imports entering through unofficial channels. 

1. Tariff Levels 

Despite a reduction from 150 percent to 80 percent on March 1, 1995, and a further 
reduction to 70 percent on April 1, 1996, China's uuiffs on imported distilled spirits are still 
excessive. High tarifls place lawfully imported products at a significant competitive 
disadvantage in the market place. During the Uruguay Round negotiations, major participants 
agreed to eliminate tariffs on whf ky and brandy over a period of ten years. The United States 
should seek a cpmmitment from China to reduce significantly and ultinuitely eliminate its 
tariffs on imported distilled spirits as part of the terms of accession to the \^0. 

2. Ad Valorem Rates 

The distilled spirits indusuy has advocated the use of specific rates in assessing tariffs 
on distilled spirits. Specific tariffs are more easily applied and reduce the incentive for 
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importers to undervalue imports, particularly when faced with high tariff levels. The 
conversion of China's tariffs to specific rates would reduce the incentive for importing spirits 
through unofficial channels, while minimizing the adverse impact on suppliers of high value 
products. China should be encouraged to adopt a specific tariff as an interim step toward the 
evennial elimination of tariffs for imported distilled spirits. 

C. Application of Domestic Taxation 

A lack of transparency pervades China's application of domestic taxes. The application 
of domestic taxes to imported spirits may adversely affect the competitiveness of foreign 
suppliers of distilled spirits in two respects: 

1. Ad valorem Consumption Tax 

China has recently harmonized its consumption taxes for various types of distilled 
spirits, with a single rate of 10 percent. While this harmonization is welcome, China still uses 
an ad valorem method to calculate the consumption tax, which tends to be discriminatory to 
high quality imported products. As part of its terms of accession, China should be encouraged 
to adopt a system of specific taxation, utilizing a single rate of tax for all distilled spirits based 
on alcohol content. 

2. VAT 

It is widely reported that in some cases the VAT has orJy been levied on imported 
products, and that many domestic producers do not pay VAT at all. The inequities and 
irregularities in the administration of the VAT must be addressed to ensure that imported 
consumer products, including distilled spirits, are not subject to discriminatory taxation. 

The terms of China's accession to the WTO should require China to provide national treatment 
in its application of the VAT to imponed distilled spirits. 

D. Protection of Intellectual Property Rights 

China has a serious problem with counterfeiting of domestically produced premium 
spirits brands. U.S. spirits exporters are very concerned that the high level of unofficial 
imports also will lead to rampant counterfeiting. As part of its terms of accession, WTO 
members should insist that China fully adhere to the provisions of the Agreement on Trade 
Related Intellectual Property (TRIPS), including the provisions related to the protection of 
trademarks and geographical indications for distilled spirits. 

E. Transparency and Enforcement of Laws and Regulations 

The lack of transparency in the implementation and enforcement of China's laws and 
regulations continues to pose a significant barrier to expanding trade. The 1992 U.S. -PRC 
Memorandum of Understanding (MOU) on Market Access requires China to publish all laws 
and regulations affecting trade. The United States should insist that China reiterate its MOU 
commitments as part of its protocol of accession to the WTO. In addition, the recently passed 
Foreign Trade Law requires China to practice a uniform trade policy and publish all its trade 
regulations in a complete and transparent manner. Unfortunately, the latter law only covers 
trade in goods, but not services, such as distribution. U.S. distilled spirits producers would 
like to see this law extended to cover services, such as distribution. 

III. Market Access Barriers to Distilled Spirits in Taiwan 

Taiwan and the United States have been involved in years of productive negotiations 
toward developing an accession package for Taiwan. Therefore, Taiwan's market access 
issues are not quite as fundamental as China's. However, some key issues remain unresolved, 
and should be addressed as part of Taiwan's accession package. 
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A. Adoption of a Noo-discrfaninatory Conventional Tariff and Excise Tax Regime 

1. Tariffs 

Taiwan will enter the WTO as a developed country, and should reform its tariff system 
to conform with those of other developed countries. Taiwan's tariffs should be bound for all 
types of distilled spirits, and reduced to levels comparable to other developed WTO members. 
Specifically, Taiwan should adhere to the Uruguay Round 'zero for zero" agreement by 
eliminating its tariffs on whisky and brandy, and should join other WTO members in 
extending the "zero for zero" agreement to all other spirits. Finally, Taiwan should establish a 
system of specific tariffs for imported distilled spirits as part of its accession package to the 
WTO. 


2. Excise Taxes 

Taiwan should be requited to replace its existing monopoly tax system with a 
transparent and non-discriminatoiy excise tax system that applies equally to imported and 
domestic products and does not provide special treatment for "traditional Chinese" spirits. 
Excise taxes should be applied at a level comparable to those of other developed WTO 
members, and should take the form of a single specific tax rate for both imported and domestic 
spirits based on alcohol content. 

B. Advertising 

Taiwan has made great strides in removing discriminatory restrictions on the 
advertisement of distilled spirits products. Over the past year, Taiwan has introduced 
regulations permitting the advertisement of distilled spirits on broadcast and cable television 
and other electronic media subject to certain conditions. However, there remain some print 
media restrictions that apply only to distilled spirits, and not to beer and wine. As part of the 
WTO accession package, Taiwan should agree to permit advertising of distilled spirits in 
newspapers, and in magazines without a time limit. 

C. Protection of Intellectual Property Rights 

As in China, the distilled spirits industry is very concerned about counterfeiting and 
establishment of a gray market. As Taiwan dismantles its government monopoly for distilled 
spirits production, enhanced regulations should be established to protect imported brands from 
counterfeit goods in the Taiwan market. Taiwan should establish a requirement of a certificate 
of origin issued by the manufacturer or the customs authorities in the country of export for 
imported distilled spirits. This measure will reduce the likelihood of large scale counterfeiting 
and curtail the development of a gray market for imports. As with China, as part of its terms 
of accession, WTO members should insist that Taiwan fully adhere to the provisions of the 
Agreement on Trade Related Intellectual Property (TRIPS), including the provisions related to 
the protection of trademarks and geographical indications for distilled spirits. 

rv. Linkage of Accession of China and Taiwan 

DISCUS believes that both China and Taiwan should accede to the WTO based on 
sound commercial terms. The terms of accession negotiated with each applicant should 
satisfactorily address the concerns of U.S. exporters before they are accepted by the United 
States. While it is desirable that both China and Taiwan accede sooner rather than later, it is 
possible that one may offer acceptable terms in advance of the other. Should this situation 
arise, DISCUS would encourage the U.S. government to move forward with each applicant 
individually based on their own merits. 

V. Conclusion 

The accession of China and Taiwan to the WTO is important to the U.S. distilled 
spirits industry. It is our desire that both China and Taiwan accede to the WTO in the near 
future based on sound commercial considerations. To achieve a sound commercial 
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environment, the distilled spirits industry urges the U.S. government to secure the following 

commitments from China and Taiwan in their terms of accession to the WTO; 

China 

• The right of foreign suppliers of distilled spirits to engage directly in the importation 
and distribution of their products; 

• the substantial reduction and eventual elimination of tariff on imported distilled spirits; 

• the conversion of ad valorem tariHs and taxes to specific rates based on alcohol 
content; 

• the strengthened protection and enforcement of nademarks and geographical indications 
for distilled spirits; and 

• the uniform and transparent application of all trade laws and regulations affecting 
imported distilled spirits. 

Taiwan 

• The adoption of a non-discriminacoty conventional tariff and excise tax regime; 

• the elimination of remaining restrictions on advertising; 

• enhanced protection against smuggled and counterfeit spirits, and 

a the protection of geographical indications for distinctive American distilled spirits. 
Thank you very much. 
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STATEMENT OF 

HEALTH INDUSTRY MANUFACTURERS ASSOCIATION 
ON 

TAIWAN'S ACCESSION TO THE WORLD TRADE ORGANIZATION 

Thank you. Mr. Chairman and members of the subcommittee, for this opportunity to provide the 
views of the U.S. medical device and diagnostics industry on Taiwan's accession to the World 
Trade Organization (WTO). 

The Health Industry Manufacturers Association (HIMA) is a Washington. D C. -based trade 
association and the largest medical technology association in the world HIMA represents more 
than 700 manufacturers of medical devices, diagnostic products, and health information systems. 
HIMA’s members manufacture nearly 90 percent of the more than S5 1 billion of health care 
technology products purchased annually in the United States, and SO percent of the $120 billion 
purchased annually around the world 

The U.S. medical device and diagnostics industry is a powerful reason why the quality of health 
care continues to rapidly rise in America. Europe, Japan, and many other parts of the world The 
industry develops products that make possible faster, less invasive diagnosis and treatment, that 
facilitate treatment in less expensive and more comfortable settings such as the home, and that 
improve overall efficiency in the health care ^stem During the past 20 years, advances in such 
fields as fiber optics, imaging, biomaterials, and electronics have revolutionized medicine 

Our industry’s focus on export markets has enabled us to provide access to these advances to 
patients around the world In 1995, U.S expons of medical device products totaled $1 1 5 
billion, reflecting 1 2 percent growth over the previous year and contributing to a trade surplus 
for our industry of S5.4 billion Nineteen ninety-six is proving to be an even better year for 
growth in medical device exports 

The purpose of this testimony is to alen the committee that the Taiwanese government is 
instituting policies that will block its own citizens' access to better health care by substantially 
foreclosing the ability of U S firms to compete and sell life-saving and life-enhancing 
technologies to the patients who rely on them. 

As Congress refleas on whether to accept Taiwan’s bid for WTO accession, we would ask that 
Members of Congress consider the violations of WTO principles described below, the negative 
impaa of the violations on American business, American workers, and. perhaps most 
poignantly, on patients in Taiwan whose access to quality medical device products is being 
threatened. With these considerations in mind, we feel obligated to recommend against 
accepting Taiwan into the WTO until these violations can be fully resolved 

Violation of Imporrarn WTO Principles 

In June 1996, Tuwan's national health insurance authority began to implement a new 
reimbursement policy whereby it sets the price for individual medical device products At a time 
when the rest of the Taiwan government has been taking steps to conform to WTO policy, thus 
positioning the country for WTO accession, the health insurance authority seems to have been 
oblivious to the need to provide national treatmem to foreign suppliers and to conduct its policy 
making and implementation activities in a transparent and open fashion Thus, Taiwan’s new 
medical device pricing policy defies the core WTO principles of national treatment and 
transparency, threatens U.S industry’s access to the Taiwan market, especially in high value- 
added product areas, and will lower the quality of health care available to Taiwan citizens. 

Failure to Provide National Treatment In affording foreign companies national treatment, the 
WTO promises “the same treatment as domestic companies in respect of all laws, regulations, 
and requirements affeaing their internal sale ” In violation of this principle, Taiwan has 
suggested that prices for imported medical device produas be set based on different, and less 
favorable, considerations than those used in determining price for domestic produas. 

Specifically, Taiwan has become the only country in the world to require that importers turn over 
their business-propriaary and highly sensitive import cost data, and it is using this data to help 
determine the lowest possible price at which a manufaaurer can sell in Taiwan In some cases, 
price may even be set below cost Domestic companies, by contrast, are not asked to share any 
information on their cost Rather, they are given the same price as foreign produas, even though 
domestic products are by and large of inferior design and are manufaaured to lower quality 
standards at a considerably lower cost than foreign produas. 
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The deliberate result of this policy is to significantly reduce or eliminate the price differential 
between high quality foreign products and low quality domestic products. By eliminating this 
differential. U S manufacturers in many cases would be forced to significantly pare down their 
product offerings in Taiwan, eliminating their most innovative and creative health care products 
and supplying generic products only. Because U.S. industry competes internationally on the 
basis of its ability to bring to market creative new health care solutions which enhance efficiency 
in the health care system and make patients better faster, a policy that forces our companies to 
retreat to a generic product strategy would harm U.S. industry most by denying it the opportunity 
to market its best products. It would harm padmts most by denying them access to the health 
care technologies they need. 

Lack of Transparency and Openness. The WTO is replete with general requirements for 
openness and transparency. Again, Taiwan’s health insurance authority, in instituting its new 
policy on the pricing of medical device products, appears to have been unaware of these general 
requirements, as well as efforts by the rest of the government to come into compliance in order 
to accede to the WTO As evidence of the lack of transparency and openness which 
characterizes the new medical device pricing policy, consider the following: 

• Taiwan has yet to publish its policy for setting new prices; 

• Oral explanations of the new price-setting rules by government officials often conflict 
with actual U S. company experience, 

• Taiwan is the only country in the world that implements a price list for medical devices 
but that does not make that list public. Even manufacturers are not notified by the 
government when their own prices are changed; 

• Taiwan is the only country in the world that implements a price list for medical devices 
but does not include the marmfiicturer in negotiations over what its price will be, 

• Prices may be set or adjusted at any time. Uncertainty r^arding timing of price 
reductions compromises industry’s ability to engage in long term business activities; 

• Not until U.S. industry raised complaints through official U.S. Government trade 
channels would Taiwan’s health authority agree to even meet directly with manufacturers 
to hear complaints about the impact of the new policy or general suggestions for how 
policy might be improved. 

Most troubling to U S. industry is the pervasive lack of interest on the pail of national insurance 
officials in the value of the products that manuftcturers bring to the health care setting. At no 
point in the system, describe briefly above, does the insurance authority ask if a product is any 
different or better than a competii^ product. For instance, 

• [>oes the product incorporate a new technology that adds value? For example, a knee 
implant made of a new and stroller composite material could last longer without needing 
to be replaced. 

• Does the product incorporate addHionai features that make it more efficient? For 
example, a new device might simplify a surgical procedure and thereby ehminaie the 
need for an additional health care workeKs) to be present during the procedure. 

• Does the product reduce cost dsewhere in the health care system*^ For example, 
disposable hand-held laparoscopic equipment can reduce hospital stays for gall bladder 
patients by several days as compared to traditional open surgery. 

Under each of these scenarios, adoption of advanced tedindogies could trim overall health care 
costs by thousands of dollars per patient treated. However, such considerations have been 
completely lost in Taiwan’s h^e to implement Hs new price list. Because Taiwan's new system 
is dosed and non-transparent, manufacturers hMvt not even been allowed the opportunity to 
make the case for their products’ value directly to the Government. 
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Recent Progress 

Because our industry has taken the first steps toward initiating a trade action against Taiwan as a 
result of this new policy and because that action has been strongly supported by several members 
of this subcommittee, we have seen over the past week the first signs of a new openness to 
industry views. We have put forward a proposal that would ensure that foreign suppliers are 
afforded treatment similar to that of domestic suppliers, clarify the rules under which medical 
technologies are priced in Taiwan, and institute a system in which medical technologies can be 
recognized for the value they bring to the health care setting Taiwan’s health insurance 
authorities will be in Washington next week to explore our proposal in further detail. 

We are in high hopes that next week’s discussions will lead to a breakthrough that would allow 
our industry to continue the uninterrupted supply of innovative health care products that can help 
the people of Taiwan live better and longer It would be ironic, indeed, if we failed, since 
Taiwan’s government has been seeking to improve the quality of care in Taiwan for the past 
year, through providing universal health care coverage to all citizens To now begin denying 
access to the products people need to stay healthy is surely not the direction in which the 
government or the people of Taiwan want their health system to move 

Conclusion 

However, we cannot be certain of progress. To date, our experience has shown that Taiwan’s 
health authority appears to be more receptive to our thoughts and concerns when political 
pressure is applied Therefore, in order to achieve a positive resolution, we believe our 
government needs to take a visible stand in favor of American industry, the American worker, 
and the people of Taiwan We need you to let Taiwan know that failure to meet the principles of 
national treatment, openness, and transparency in the area of medical device reimbursement will 
be adequate grounds to seriously consider holding up Taiwan’s bid for WTO accession. 

Thank you, Mr Chairman and members of the subcommittee, for allowing us to present our 
views. We look forward to working closely together with you as we proceed to resolve this 
difficult but important issue. 
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statement of Steve Beckman, International Economist 
International Union, United Automobile, Aerospace and 
Agricultural Implement Workers of America (UAW) 
to the 

Subcommittee on Trade 
Committee on Ways and Means 
United States House of Representatives 
on 

The Possibie Accession of the People's Republic of Chins to the WTO 
September 19, 1996 


Mr. Chairman, the UAW appreciates the opportunity to share its views with 
the Subcommittee on the negotiations for accession of the People’s Republic of 
China (PRC) into the World Trade Organization (WTO). We believe the 
negotiations with the PRC are a criticai test of the WTO’s ability to address the 
interests of American workers si international trade. In addition, we share your view 
that Congress must play a rote in ensuring that any proposed accession protocol 
strengthens international discipline over practices that could be hannful to the 
employment and living standards of American workers. 

The UAW is convinced that it would be naive and coimter-productiva to 
expect to change the PRC’s trade practices after WTO accession when those 
practices have been recognized and raised as WTO-incompatible in the process of 
the accession negotiations. The leverage to remove practices that are problematic 
for American workers must be utilized now d it is to be effective. 

There are many PRC practices diat trouble American workers. However, 
sinoe the annual MEN debatro have identified them, it is not necessary to repeat 
them ail. It must be stated, though, that the WTO rules are extremely generous to 
developing countries. Therefore, we believe that the PRC should only be admitted 
to the WTO as a developed nation, acceding to all WTO agreements and codes. 
Even then, a very detailed listing of obligations for the PRC to meet prior to 
accession is a necessary requirement. 

The treatment of imports and local production ki the PRC’s auto industry is a 
source of great concern to the UAW. With its 1994 announcement of a pim to 
make the auto industry a 'pillar industry*, the PRC has made auto industry 
development a priority and many government programs are putting this policy into 
effect. Recent announcements regarding the plans of the PRC government for auto 
production are quite expansive. The target for annual production is 5 million 
vehicles by the end of the decade; current production is less than 2 milHon vehicles. 

The virtual requirement that companies selling in the PRC invest in local 
production facilities, which is a part of die government’s plan, must be challenged. 
The extremely high PRC tariffs and broad import licensing authority contained in 
current policies combine to act as effectivs banters to imports of vehicles and parts 
and as inducements to export-oriented production in the PRC. These market- 
closing and export-promoting PRC barriers must be removed. 

The impact of the PRC's "pillar industry* policy on U.S. auto industry trade 
can already be measured. While the escalating overall U.S. deficit in trade with the 
PRC has received wide attention, bilateral auto trade htts not. In 1995, U.S. exports 
of vehicles and parts to the PRC totaled $180 million and U.S. imports were $635 
million; the U.S, trade deficit was $455 million, in 1993, prior to the implementation 
of the program, die U.S. trade balance in automottve products vMi the PRC was a 
surplus of ^21 miiiion. A deterioration of $1 billion occurred in only two years. In 
the first quarter of 1996, this trend continued, with U.S. exports to the PRC falling 
further and imports increasing. 
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A continuation of the auto policy will mean a growing imbalance and greater 
pressure on American auto workers' jobs. As it is very hard to win protection for the 
U.S. industry through domestic procedures, we are especially concerned about this 
potential. Consequently, a full accounting of all government programs related to 
auto industry development must be provided and commitments to the elimination of 
ejqjort performance requirements and other similar unfair practices must be agreed 
upon before WTO accession. In addition, special safeguard measures to respond 
to injury or the threat of injury related to imports from the PRC must be available to 
American workers. The size and the non-market structure of the PRC's economy 
make such protections essential. 

The UAW if also concerned about aerospace trade and investment. Through 
the use of concerted government policies, the PRC is creating a sophisticated 
aerospace industry and is willing to use the leverage of its market in order to 
succeed. The use of forced technology transfer, local production offsets and other 
unfair practices has been documented. Many other countries, particularly in Asia, 
are competing to become centers of aircraft and parts production, but the PRC has 
a leg up on its competitors because of the size of its market. U.S.-based aerospace 
firms have already agreed to onerous conditions in order to win access to the 
market in the PRC by acceding to co-production deals and technology transfers. 
We are very concerned that work in the aerospace industry has been, and will 
continue to be, relocated from the U.S. UAW members lose their jobs and their 
families and communities suffer when this occurs. The PRC's aerospace policies 
must be carefully addressed in the WTO accession negotiations. This must include, 
but go beyond, the PRC's accession to the Civil Aircraft and Subsidies Codes to 
address all forms of government inducements for local production, transparency in 
aircraft procurement decision-making by government-owned and other entities, as 
well as a complete listing of all government support programs, direct and indirect, for 
the PRC's industry. 

The labor policies of the PRC government also must be addressed in the 
WTO accession talks. It was recently announced that all foreign investments would 
have to be unionized, with the official PRC unions to be recognized. It is our 
experience that the PRC unions too often have been more interested in the health of 
the government's policies than of the workers they are supposed to represent. 
Abuses of workers are said fo be rampant. There must be enforceable obligations 
on the part of the PRC to rectify the mistreatment of workers prior to WTO 
accession. Otherwise, there will be little pressure for change in the government's 
treatment of workers in the future. Commitments by the government of the PRC to 
support the creation of a WTO working patty on trade and worker rights and to 
eliminate exports of products made with forced and prison labor (and to allow 
monitoring of this commitment) must be included in an accession agreement. 

It is important that Congress play a constructive role In advising the 
Administration on the accession negotiations and in defining the issues that must be 
addressed. We note the legislation introduced by Representative Gephardt, «4tich 
would require Congress to vote on the accession agreement before the 
Administration could accept it. We strongly believe that Congress must be involved 
in the process of setting tough yet appropriate terms for the accession agreement 
and we look fonward to working with the Committee and others in Congress to 
achieve that goal. 

There ate several trade and investment issues that ate of concern to ttie 
UAW that also have much broader impacts. The effective implementation of the 
WTO rules on protection of intellectual property rights must be assured in the PRC's 
accession agreement. The trade regime of the PRC, including regulations and other 
government policies in addition to all relevant laws, must be fully transparent so that 
those outside the PRC have access to all the information needed to represent their 
interest in dealings with the government. Finally, the trade tools that are presently 
available to the U.S. government must remain in place. The continuation of 
conditional Most Favored Nation treatment for imports from the PRC and the annual 
reviews under the Jackson-Vanik provision are needed to ensure that commitments 
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have been fulfilled and that conditions for the PRC's workers and citizens improve 
over time. 

The negotiations on WTO accession for the PRC have been ongoing for 
years, yet it seems that many of the most basic issues are yet to be adequateiy 
addressed. The UAW believes the U.S. government must resist the growing 
pressure to acceierate the pace of the taiks at the expense of a comprehensive, 
enforceable accession agreement that addresses the variety of issues that have 
been raised with the PRC government. The size of the PRC economy and its 
potentiai for substantial growth ensure that the terms of this accession negotiation 
will have a profound effect on production and trade globally. The impact on all 
subsequent accession agreements and the willingness of WTO members to fully 
comply with the organization's rules must not be underestimated. The interests of 
American workers must be reflected in any agreement that truly benefits the U.S. 
economy. We urge the Administration to proceed on that basis. 
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Statement of 

The Labor-Industry Coalition for International Trade 
(LICIT) 

on 

The Proposed WTO Accession of China and Taiwan 


Submitted to the Committee on Ways and Means 
Subcommittee on Trade 

October 1, 1996 

We appreciate the opportunity to testify on the proposed WTO accession of China and 
Taiwan. This statement sets out the views of the Labor-Industry Coalition for International Trade 
(LICIT). LICIT, along with its subsidiary, the Coalition for Open Trade, brings companies and 
unions together to advocate increased, balanced and equitable international trade. Companies and 
labor organizations that have joined in recent LICIT statements on trade policy are American 
Flint Glass Workers; Association for Manufacturing Technology; Bethlehem Steel; Chrysler 
Corporation; Cincinnati Milacron; Communications Workers of America; Coming Inc.; Industrial 
Union Department (AFL-CIO); Intel Corporation; International Brotherhood of Electrical 
Workers; International Union of Electronic Workers; Motorola Inc.; UNITE; United Rubber 
Workers; and United Steelworkers of America. 

LICIT considers it essential that China's accession to the WTO occur only on the basis 
of commercially acceptable terms and conditions. We believe that China must prepared to 
adopt the full range of WTO disciplines, and that, although the protocol of accession might 
recognize and provide for special situations that confront China and other economies in transition, 
China must signal its clear intent to participate in the world trading system in a manner fully 
consistent with its WTO obligations. 

China is a major player in the international trade community today, and its actions have 
important implications for all trading nations — including the United States, whose trade deficit 
with China exceeded $33 billion last year and is still growing. To become a WTO member, 
China must subscribe fully to the range of principles underlying the organization — for example, 
most-favored-nation status, national treatment, and transparency. Allowing China to become a 
WTO member on any other terms would be damaging commercially and would lead all 
developing countries to expect exemptions from these fundamental principles. Likewise, 
permitting China to maintain substantial protection for extended periods of time alter its accession 
would create troubling precedents with potentially harmful consequences for many U.S. 
industries. 

In negotiating China's proposed WTO accession, the U.S. Government should be guided 
by the following objectives: 

First , the negotiations must yield real market access - the ability to sell products and 
services freely in China, without regard to accompanying investment in China. 

• Real market access will require, as an initial matter, rapidly phasing down China’s high 
tariffs - particularly tariffs on manufactured goods. The trade-weighted average tariff 
that U.S. goods currently face in China is estimated to exceed 25% (a conservative figure 
that does not take account of numerous prohibitively high tariffs, ranging from 79-145%, 
that prevent imports altogether). The trade-weighted average U.S. tariff, by contrast, is 
currently 2.5%. China must eliminate this disparity over a period of no more than three 
years. 

* China must also eliminate restrictions on basic trading rights (e.g., the ability to import 
and export from China). Currently, only designated enterprises can trade products they 
manufacture in China. Similarly, non-Chinese companies generally cannot sell or service 
end products not made in China. These limitations significantly curtail U.S. firms’ access 
to the Chinese market. 



163 


■ To provide real access^ China will also have to address the problem of discriminatory 
business costs. Presently, foreign firms in China pay more than domestic firms for a 
variety of business expenses, including advertising, hotels, air travel, and office rental. 
The requirement to use designated foreign employment companies to hire local employees 
imposes additional, and inappropriate, costs. 

Second, where foreign companies do invest in China, their operations should not be 
subject to export, technology transfer, profit re-investment or other onerous performance 
requirements. 

Third . China should be requited to assume the lull mantle of WTO obligations as soon 
as possible, and for those areas where a transition period is required, it must be tightly defined. 
For example, an acceptable protocol of accession must commit China to meet the obligations of 
the TRIPs Agreement as a developed nation and without a transition period. Effective intellectual 
property protection is in China's interest and will encourage inbound investment. 

Fourth. China's programs aimed at promoting economic growth and development at home 
must be consistent with WTO principles, and should be crafted to avoid distortions in world trade 
flows. 


LICIT also supports the Administration's intention, as expressed by Acting USTR 
Charlene Barshefsky in her oral testimony before this Subcommittee, to include in China's 
protocol of accession a special safeguard measure applicable to imports from China after 
accession. 

We recognize that the negotiations over China's accession are exceedingly difficult and 
have supported the Administntion’s premise that progress on the WTO accession issue will be 
advanced by progress on bilateral tn^ issues. We believe the strategy of pursuing negotiations 
on important bilateral issues, such as intellectual property rights, is the right one and should 
continue as part of a coordinated effort to bring China's trade practices in line with international 
norms. 
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Meat Indnatiy Ttade PoUcjr Council 
122 C Street. N.W.. Suite S7S 
WastalngtOB, D.C. 20001 
(202) 347-3600 


September 18, 1996 


The Honorable Dan GUckman 
Secretary of Agriculture 
14th & independence Avenues. SW 
Washington, DC 20250 

Dear Secretary GUckman: 

As China and Taiwan's appUcaUons for accession to the World Trade 
Organization move ahead, the Meat Industry Trade Policy Council (MITPC) 
would Uke to reiterate Its deep concern regarding China and Taiwan's 
barriers on Imports of beef and pork. As an initial matter, we request that 
China and Taiwan be required to meet aU standards and requirements of 
current WTO members with no exceptions for agriculture. 

As you know, China maintains one of the highest rates of Import protection 
for its beef regime in all of Asia. Because of the availability of cheap domestic 
product, imported beef utiUzation is confined to Joint venture hotels and 
restaurants. China's major hotels buy beef at prices approximately 120 
percent higher than the price of the same item in Hong Kong, the major 
transshipment and supplying point. Chinese duties on imported beef should 
be lowered to no more than 20 percent to allow the limited number of end- 
users access to high-quality imported beef at reasonable prices. 

China consumes approximately 50 percent of the total pork annually 
consumed in the world. While the Chinese government has attempted to 
assuage U.S. concerns by announcing that the hotel and foreign restaurant 
sector may be liberalized, this sector represents only a small portion of 
China's entire market. As a generEtl rule, China simply does not permit the 
importation of fresh chilled and frozen pork and most pork products. 
China's market must be open to pork imports with tariffs bound at zero or 
very low levels to guarantee meaningful market access. Moreover, China 
should not be permitted to erect unscientific sanitary barriers or to require 
the utilization of state trading organizations. 
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with regard to Taiwan: we are concerned that the U.S. maintain its firm 
stand on beef tariff equalization. If Taiwan must equalize the tariff levels on 
high quality and manufacturing quality beef, the tariffs must be equalized at a 
lower level than the current tariff on high quality beef. We would have great 
difficulty with an approach to tariff eqtialization which simply dropped the 
tariff on manufacturing beef to the current tariff level on high quality beef, or 
raised the tariff on hl^ quality beef to the level currently applied to 
manufacturing beef, ^r^er, Taiwan has a ban on the importation of beef 
variety meats. This ban should be rescinded and tariffs should be bound at 
low levels that permit trade. 

Taiwan’s per capita consumption of pork, which is higher than per capita 
consumption in the U.S., is the highest in Asia. Variety meats represent the 
largest part of Taiwan's pork consumption. Unfortunately, Taiwan has a de 
facto ban on pork variety meats and selectively restricts other cuts of pork. 
Taiwan, as part of its accession to the WTO. should open its market to all 
types of pork imports with tariffs bound at zero or very low levels to 
guarantee meaningful market access. 

We appreciate your attention on these important matters. 


Sincerely. 


Alan Tank. 

Chairman, Meat Industry Trade Policy Council 


American Farm Bureau Federation 
American Meat Institute 
American Sheep Industry Association 
National Cattlemen's Beef Association 
National Pork Producers Council 
U.S. Meat Export Federation 

cc: The Honorable Charlene Barshefsky, 

Acting USTR 
Robert Cassidy, UST R 
Dorothy Dwoskin , US TR 
Suzanne Early, USTR 
Paul Drazek, USDA 
August Schumacher, USDA 
Jolm Reddington, USDA 
Usa Hardy-Bass, USDA 
Geoff Wiggln, USDA 
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Congressman Jerry 

USoionum 


si:kvl\(. Tin: 22nd district m:w your 


WABHWCTOWO mCC 

22M Rayburn Offle* BuUdIng Hauaa al Rapraaantattvaa Waabln gl on, PX. aOBlS Ptiowa 20a»22S-M14 


TESTIMONY BEFORE HOUSE WAYS & MEANS SUBCOMMITTEE ON TRADE 
“ACCESSION OF TAIWAN AND CHINA TO THE WTO” 
SEPTEMBER 1^, 1996 


I am grateliil to Chainnan Crane and the membeis of the subcommittee for this 
opportunity to address you today on the subject of the potential accession of Taiwan and the 
People's Republic of China to the World Trade Organization. 

First I'd like to address TaiwatL It is ironic that we are here today discussing Taiwan’s 
potential accession to the WTO because just this past Tuesday, the International Relations 
Committee reported out my resolution, H.CotLRes. 212, which addresses this very issue. I am 
happy to report that the resolution will be on the floor under suspension next Tuesday. The 
resolution simply endorses a European Parliament resolution which urges greater representation 
in international organizations for Taiwan, and that is what I am here to do today. 

Mr. Chairman, I can think of no other country that so richly deserves prompt accession to 
the WTO. We all are familiar with the great economic success story of this island nation. An 
impoverished third world island just forty five years ago, Taiwan has vaulted to being the 19tb 
largest economy in the world and has become the sixth largest trading partner of the U.S. With 
an economy characterized by low inflation, low unemployment and a $12,000 per-c^ta GNT, 
Taiwan is nearly on par economically with countries such as Spain and Ireland. 

Mote importantly, Taiwan's successful transformation to democracy has got to be taken 
into account when considering WTO membership. This year’s presidential elections have 
rounded out this transformation and today Taiwan is marked by fine elections, a fiee press and 
respect for human rights and civil liberties. In so doing, Taiwan has provided an excellent 
model for the rest of Asia 

Finally on Jaiwan, Mr. Chairman, I would submit that the United States has a special 
moral obligation to support Taiwan’s early membership in the WTO. Back during the Cold 
War. we really didn't have a more steadfast ally in our struggle against Communism than the 
Republic of China on Taiwan. They were integral in stopping the spread of that deadly system in 
Asia and for that we owe them a debt of gratitude. 

Turning to Communist China, well, we just couldn’t have a darker and more contrasting 
situation. Instead of the democracy we have in Taiwan, we have a vicious totalitarian 
dictatorship that consistently ranks at the boRom of the world in terms of respect for human 
rights. 

Instead of the solid reliable trading partner we have with Taiwan, we have a crooked and 
duplicitous regime that refuses to allow open and fair access to American goods, blatantly 
violates trade agreements and consistently has tacked up huge trade surpluses against the U.S. 
Indeed, we have all seen the June trade figures in which, for the first time, Conununist China 
surpassed Japan as the largest contributor to our trade deficit I am sure it will not be the last 

And finally, instead of the peaceful ally we have in Taiwan, we have a virulently anti- 
American regime that is engaged in a massive military buildup, regularly bullies its neighbors, 
and is recklessly abening the spread of weapons of mass destruction to fellow rogue states 
around ihe world. 
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Mr. Chainnan, supportiiig Communist Chinese entry into the WTO would be an 
extremely short-sighted policy for die United States. It would put the U.S. stanqi of approval on 
the record of this regime, and as news events display every week, they simply don’t deserve it. 
Mr. Chairman, support for Communist Chinese entry into the WTO would be nothing but a 
continuation of the policy of engagement which, as I’ve said before, is failing before our very 
eyes. 

In closing Mr. Chairman, I would simply urge this C ommi ttee and this Congress not to 
put Communist China on the same plane as Taiwan. To do so would be Actually incorrect, 
politically foolish and economically H«m«giwg Most of all, it would represent a complete 
travesty of justice. 

Again, I thank the committee for the time here today. 

o 



